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PAUL  OTELUNI 
CHIEF  EXECUTIVE 


Realities  are  better. 


What  if  today  were  Someday? 
The  day  you  got  to  buy  your  dream  house. 
The  day  you  got  to  take  your  company  global. 
Or  the  day  you  got  to  start  your  own  business. 


Well,  today  is  Someday. 


Because  no  matter  what  your  dream  is,  or  how 
seemingly  impossible,  we  have  the  resources 
to  help  get  it  done:  financial  advice,  capital,  loans, 
credit  cards,  innovative  ideas  and  services. 


Together,  these  resources  add  up  to  one  Citi, 
with  one  goal  —  turning  your  dreams  into  realities. 

Today  is  Someday.  Citi.  Let's  get  it  done. 


citi.com/letsgetitdone 


What  was  Canon  thinking  when  they  made  a  full-frame 
digital  SLR  available  with  an  Image  Stabilizer  lens? 


"Exactly  what 
I  was  thinking." 


i  Adam  Jones  Travel  and  nature 
■(SBpL*  photographers  like  me  have  very 
specific  needs.  It's  just' not  practical  to  lug  a  tripod, 
half  a  dozen  lenses  and  a  monster-sized  camera 
all  around  the  world.  That's  why  the  Canon  EOS  5D 
and  the  EF  24-1 05mm. f/4L  Image  Stapilizer  USM  lens 
is  the  ideal  combination  for  shots  like  this  one.  With 
a  35mm  full-frame  CMOS  sensor,  only  available 
from  Canon,  the  5D  lets  me  compose  my  shots 
without  a  lens  conversion  factor,  and  creates 
huge  files  with  incredible  depth  and  detail.  And 
the  Image  Stabilizer  lens  allows  me  to  shoot  in  low 
light  without  a  tripod — without  any  camera  shake. 
I  also  have  the  advantage  of  seeing  the  effect 
through  the  viewfinaer,  while  I'm  composing  the  shot, 
because  Canon's  Image  Stabilizer  technology  is 
built  into  the  lens  and  not  the  camera  body..  No 
wonder  Canon  is  the  best  in  their  field-- they  listen 
to  the  guys  in  the  field. 


calV 
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OPTICAl\  T°  learn  more  about  Optical 
stabilizer  )/)  'ma9e  Stabilizer  and  how  you 
•*~Z*/!/s  can  get  the  most  out  of  your 
EOS  5D,  visit  the  Canon  Digital  Learning  Center 
at  www.usa.canon.com/dlc 


EF  24-1Q5mm  Image  Stabilizer 
lens  together  and  save. 

It's  a  match  made  in  Canon. 

Visit  a  Canon  authorized  dealer 
for  more  information. 


PICTURE  STYLE  FUNCTION 


mageANYWARE 


JACK  NICKLAUS'  WORLD  CitationShares 
BIRDIE -GOOD    Q  FQT 
EAGLE -BETTER    DLO  I 
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GREAT  EXPECTATIONS 


Every  small  business  owner  has  great  expectations.  Visa  Business  can  help  you  not  only 
reach  those  great  expectations,  but  exceed  them.  For  more  information  about  our 
smart,  simple  and  secure  payment  options,  go  toVisa.com/smallbusiness. 
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135  Investment  Guide 

136  Stocks:  How  to  Ride  Them  When  They're  Hot 

Exchange -traded  funds,  says  consultant  Robert  Colby,  give  small  J 
investors  an  opportunity  to  ride  the  waves  of  hot  money  into  popular 
stocks.  But  they  have  to  stomach  the  costs.  By  Daniel  Fisher 

138  Bonds:  7  Funds  You  Should  Buy  Right  Now  y 

Bonds  offer  modest  returns  but  also  promise  to  lower  your  portfolio's 
volatility.  Here's  how  to  buy  them.  By  Matthew  Rand 

144  Commodities:  The  Next  Oil  Shock 

Depending  on  where  you  work  and  where  you  live,  crudes  price  trends 
can  hurt  or  help  you.  Forget  energy  stocks.  There's  a  better  way  to  play 
this.  By  Robert  J.  Shiller 

146  Retirement:  the  New  401  (k)  User's  Guide 

Six  changes  that  could  be  coming  to  your  retirement  savings  account. 
Get  ready.  By  David  Armstrong 

152  Civilized  Gambling 

Stock  options  aren't  for  everyone,  but  a  growing  number  of 
trading  firms  would  like  to  convince  you  otherwise.  By  Liz  Moyer 

157  Buyback 

There's  a  smart  way  to  get  in  on  the  stock  repurchase  craze.  And  a 
not-smart  way.  By  Elizabeth  MacDonald 

162  The  Non-REIT  Approach 

Maybe  real  estate  investment  trusts  are  burnt  out.  But  there  are  other 
ways  to  get  some  real  estate  into  your  portfolio.  By  William  Heuslein 
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164  Vehicles  for  Your  Inner  Blackstone 

Business  development  companies  are  closed-end  funds  akin  to  private 
equity  funds,  but  liquid  and  available  to  the  average  investor. 
By  Michael  Maiello 

166  Ground-Floor  Stocks 

The  best-performing  new  issue  since  1997  was  a  deal  for  only  $29  million. 
By  Scott  DeCarlo  and  Shlomo  Reifman 

168  Taxes:  Great  Breaks  for  Condos 

Still  got  the  nerve  for  investment  real  estate?  Snatch  a  place  with  built-in 
tax  breaks.  By  Matthew  Swibel 

Underground  Cash 

Want  a  nice  dividend  so  you  can  cover  your  heating  bill?  You  could  buy  a 
utility  stock,  or  you  could  put  the  money  into  a  geothermal  system. 
By  Emily  Lambert 

Real  Estate:  Smart  Strategies  for  Landlords 

Depreciate  it.  Many  small-time  landlords  miss  out  on  tax  savings. 
Do  you  know  how  long  the  dishwasher  will  last? 
By  Ashlea  Ebeling 

A  Goldbug's  Guide 

For  the  truly  fearful,  owning  the  barbarous  relic  can  give  peace  of  mind. 
Some  ways  are  more  bothersome  or  risky  than  others. 
By  Chana  R.  Schoenberger 

180  Pacific  Overtures 

Looking  at  investing  in  Asia  but  don't  like  the  volatility?  Add  a  dash  of 
income-generating  companies  to  your  mix.  By  Alex  Davidson 

182  Insurance:  Buying  Your  Own  Health  Policy 

Competition  and  transparency  have  finally  arrived  in  the  individual  health 
insurance  market.  By  Carrie  Coolidge 

8    Taming  the  Superpower 

Dealing  with  power  of  attorney  can  be  a  mess.  New  state  laws  may 
help  a  bit.  But  you  must  get  on  top  of  this.  Here's  how. 
By  Ashlea  Ebeling 

190  Flings:  Open  a  Drive-In  Movie  Theater 

Here's  an  offbeat  investment  that  combines  Hollywood  and  real  estate:  a 
drive-in  movie  theater.  By  Allison  Fass 

192  Be  an  Angel 

Some  Wall  Streeters  dream  of  giving  up  their  jobs  to  play  rock  'n'  roll  for 
a  living.  Anthony  Liberatore  gave  up  his  to  make  Danielia  Cotton  a  star. 
By  David  Serchuk 
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50  Entrenched  No  More  Family-run 

companies  used  to  be  a  genteel  way  to  do 
business.  Battles  at  Dow  Jones  and  Cable- 
vision  may  end  all  that.  By  Neil  Weinberg 

52  Private  Fears  Chrysler  shouldn't  fret 
the  new  guys.  By  Jerry  Flint 

54  Retire  Like  Roger  The  Yankee  pitcher 
isn't  the  only  one  throwing  career  curveballs. 
By  Janet  Novack 

54  Easy  Money  As  the  housing  market 
sinks,  billions  still  go  to  risky  mortgages. 
Who's  minding  the  bank?  By  Nathan  Vardi 

56  Nightmare  at  30,000  Feet  Just  what 
the  airline  industry  needed:  flight  attendants 
on  commission.  By  Mark  Tatge 
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58  God  Is  in  the  T  Bills  Bishop 
T.D.  Jakes  offers  financial  and  spiritual 
empowerment.  By  Jason  Storbakken 

60  Blarney  Bucks  The  Irish  have  found 
their  pot  of  gold — in  U.S.  real  estate. 
By  Christopher  Steiner 

62  Status  Quo  LBO  Someone's  going  to 
make  a  lot  from  Neiman  Marcus  without 
doing  much.  By  Ghana  R.  Schoenberger 

Plus:  Miss  Havisham,  call  your  agent . . . 
Palatial  pieces. 

TECHNOLOGY 

64  Still  Spinning  Despite  the  iPod  era, 
turntables  have  kept  on  getting  better.  Time 
to  switch  back  to  the  black?  By  Daniel  Lyons 
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80  Ancient  Secrets  Asia's  richest  man  is 
betting  that  traditional  Chinese  medicine 
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86  Testing  a  Makeover  At  Perry  Ellis 

International  diversification  may  help  it 
survive  tough  times.  By  Heidi  Brown 
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niche:  helicopters  that  take  photos  for 
condo  developers.  By  Christopher  Steiner 
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92  Intel  Plots  a  Comeback  Intel's 

boss  was  raised  on  the  inside.  Now  he 
must  turn  it  inside  out. 
By  Elizabeth  Corcoran 

112  A  Savior  From  the  East  How 

Honda  stepped  in  to  rescue  a  U.S.  auto  parts 
company.  By  Joann  Midler 

116  Tesco's  Landing  Britain's  supreme 
retailer  has  prepared  mightily  for  its  U.S. 
debut.  By  Claire  Cain  Miller  with 
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124  Labor  Unrest  A  Mississippi  oil 
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By  Christopher  Helman 
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Polycom  Telepresence: 

EXPERIENCE    THE     REAL  THING 


The  world  leader  in  collaborative  communications 
is  the  real  presence  in  Telepresence. 


Telepresence  is  a  key 
solution  for  communication. 
Polycom  RealPresence™ 
Experience  delivers  an 
unprecedented  immersive 
Telepresence  environment. 


We  deliver  HD  solutions 
from  Telepresence  to 
meeting  rooms  to 
desktops  -  and  they  all 
work  together. 


Take  your  organization  to  the 
next  level  of  communication 
and  realize  the  positive 
benefit  to  your  top  and 
bottom  line. 


Let  Polycom  show  your  organization  how  to  improve  your  productivity  and  competitive  edge. 

Contact  us  to  schedule  a  briefing  at  www.polycom.com/rpx/forbes 


^POLYCOM 
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VIDEO  HIGHLIGHTS 

The  Download. 

Michele  Steele,  David 
M.  Ewalt  (shown)  and 
Dan  Fromer  report 
from  the  Web's 
edge,  and  beyond. 

StreetTalk  With  Bob 
Lenzner,  Economist 
Lakshman  Achuthan 
says  Japan  is  ripe  for 
U.S.  investors. 


cutting 


Adventurer  With 
Jim  Clash. 

Heavyweight  boxing 
legend  Smokin'  Joe 
Frazier  on  his  three 
fights  with  Muhammad  Ali  and  the 
recent  Mayweather-De  La  Hoya  bout. 


Frazier-Ali 
War  of  the 
Worlds, 


CEO  Spotlight.  1-800-Flowers'  James 
McCann  on  his  plans  for  growth. 

Plus:  The  latest  market  news  via  our 
Business  News  Bulletin  at  10  a.m., 
1  p.m.  and  4:45  p.m.  Eastern  Standard 
Time  each  business  day. 
www.forbes.com/video. 


OPINIONS 

Forbes.com  '08  Tracker 

By  David  A.  Andelman 

Since  the  first  political  advertisement,  successful  U.S. 
presidential  candidates  have  sold  themselves  like  soap 
powder  or  toothpaste.  But  if  the  campaign  spinmeisters  are 
going  to  use  Madison  Avenue  techniques  to  sell  voters  on 
their  candidates,  it  is  time  to  look  at  candidates  the  way 
advertising  gurus  do.  For  a  decade  E-Poll  Market  Research, 
a  California  firm,  has  been  matching  celebrity  endorsers  to 
the  products  they  might  pitch  by  analyzing  their  traits  to 
find  the  perceived  value  of  a  personality.  Now  exclusively  in 
collaboration  with  Forbes.com,  the  company  is  applying  the 
same  methodology  to  the  leading  Republican  and  Demo- 
cratic candidates  for  President.  You  might  be  surprised  or 
amused  by  the  profiles  it  produces,  and  you  will  be  able  to 
follow  them  regularly  at  www.forbes.com/08tracker. 
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visit  verizonwireless.com/panasonic 


$1M  STARTER  HOMES 

Flush  young  first-time 
buyers  are  pumping  new 
money  into  local  real 
estate,  snapping  up 
seven-figure  spreads  in 
chic  new  neighborhoods. 
www.forbes.com/ realestate. 

BOOST  YOUR  BUSINESS 

We  want  you  to  be  a  wild  success. 
That  is  why  we  have  produced  a 
special  report  called  How  to  Take 
Your  Business  to  the  Next  Level.  We 
aim  to  make  sure  you  step  up  to  the 
challenge  with  confidence — and  with- 
out running  out  of  cash.  We  even  ask 
you — point  blank — if  you're  cut  out 
for  this  whole  growth  thing  in  the  first 
place.  Take  our  test.  And  for  those 
who  could  use  an  extra  $100,000  to 
build  their  business,  we're  holding  our 
inaugural  "Boost  Your  Business" 
competition.  For  details,  go  to 
www.forbes.com/ entrepreneurs. 


Investment 
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More  investing, 
retirement 
and  savings  tips  at 
www.forbes.com/ 
investmentguide/. 


New:  Earnings  estimates, 
prospective  P/E  ratios  and  other 
consensus  forecasts  from 
Thomson  ibes  for  thousands  of 
publicly  traded  U.S.  companies. 

•  News  Alerts.  Sign  up  from 
any  article  on  our  site  to  get 
immediate  e-mail  on  topics  of 
interest  or  new  articles  from 
your  favorite  FORBES  writers. 


Stock  Portfolio  Challenge. 

Think  you  are  a  sawy  investor? 
Prove  it  with  $1  million  of  fan- 
tasy money  in  Our  Fast  Million 
Challenge.  Entry  and  prize  de- 
tails at  forbesstockgame.com/. 
Search  Our  Archive.  Use 
our  improved  tool  at  the  top  of 
every  Forbes.com  page  to  find 
articles  from  our  magazine  and 
Web  site,  videos  and  more. 


•  Org  Chart  Wiki.  Share  what 
you  know  about  the  internal  or- 
ganization of  any  company.  Join 
our  beta  test  of  a  new  way  to 
tap  the  collective  knowledge  of 
our  community  at 
orgchart.forbes.com. 

•  Forbes  Mobile.  Forbes.com 
tailored  for  reading  on  any 
Web-enabled  handheld  device. 

•  Forbes  Attache.  Personalized 


news,  stock  quotes,  sports  and 
more — always  in  your  browser 
or  on  your  desktop. 
•  Forbes  Lists.  Expanded 
versions  of  all  FORBES  annual 
lists  are  available  online. 

For  links  to  items  mentioned  on  this 
page:  www.forbes.com/extra 

For  complete  contents  of  this  issue: 
www.forbes.com/forbes 
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Rugged, 

lightweight 

and  built  to 

stay  connected 

on  the  move. 


Panasonic 
TOUGHBOOKY5 


Introducing  the  stylish  and  dependable 
Panasonic  Toughbook"  Y5  with 
Verizon  Wireless  BroadbandAccess 
Built-in.  Its  rugged  design,  lightweight 
construction  and  6-hour  battery  life 
provide  the  power  and  durability 
Toughbook  is  famous  for.  And  access 
to  America's  most  reliable  wireless 
broadband  network  is  already  built  in, 
so  you're  no  longer  dependent 
on  Wi-Fi  hotspots.  It's  the  freedom 
to  work  on  the  go,  on  the  notebook 
and  on  the  network  you  can  count  on. 


Buy  a  new  Toughbook  Y5  and  get  a: 

$75  mail-in  rebate  on 
BroadbandAccess  service  with 
a  new  2-yr  activation.* 


TOUGHBOOK 


Contact  <£0W^  a  Panasonic  partner 
CALL  1.888.559.4239 
CLICK  verizonwireless.com/panasonic 
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Side  Lines 


Taking  the  Plunge 


INVESTORS  ARK  COMPLETELY  RATIONAL.  THEY 
take  risks  only  if  they  get  paid  for  doing  so.  Their 
portfolios  have  the  optimum  level  of  diversifica- 
tion. Beta,  the  measure  of  systematic  risk,  perfectly 
explains  stock  market  returns. 
Well,  not  quite. 

Why  is  it  that  theories  of  risk,  the  stuff  of  disser- 
tations and  Nobel  Prizes,  don't  do  such  a  good  job 
of  describing  the  real  world?  To  get  an  idea  of  the 
gulf  between  the  ivory  tower  and  Main  Street,  take 
a  look  at  the  essay  by  Yale  professor  Robert  Shiller 
on  page  144.  He  says  that  people  should  hedge  away 
the  economic  risks  in  their  lives.  It's  wise  advice,  but 
I  suspect  that  very  few  people  will  follow  it. 

Here  Shiller  is  talking  about  the  price  of  energy. 
People  are  exposed  to  that  risk  not  just  as  consumers 
but  also  as  homeowners  (if  they  live  in  an  oil  town  or 
a  cold  spot)  and  as  workers  (if  they  build  oil  rigs  or 
design  SUVs).  If  they  followed  the  advice  to  hedge, 
the  residents  of  Flint,  Mich,  would,  en  masse,  buy  oil 
futures.  The  residents  of  Houston  would  go  short. 

In  his  books  Macro  Markets  and  The  New  Finan- 
cial Order,  Shiller  plumps  for  markets  to  hedge  away 
all  kinds  of  risks.  Young  home  buyers  with  a  big 
mortgage  should  short-sell  a  regional  index  of  home 
prices.  There  ought  to  be  a  way  for  a  dentist  to  hedge 
away  the  risk  that  a  new  toothpaste  will  eliminate 
cavities. 

If  the  instinct  to  avoid  risk  were  universal,  fixed-rate 
home  mortgages  would  not  exist.  These  quaint  contracts  are  not 
just  a  means  to  lend  capital.  They  are  also  a  casino  game  in  which 
unexpected  inflation  hands  the  borrower  a  windfall  and  the  sup- 
plier of  the  capital — a  retiree  who  owns  a  Ginnie  Mae  fund — a 
savage  loss.  And  yet  fixed-rate  mortgages  are  still  rather  common, 
and  two  attempts  to  build  a  market  in  CPI  futures  have  fizzled. 

Possible  explanation:  There's  a  legitimate  emotional  compo- 
nent to  the  economic  decisions  people  make  about  their  lives.  You 
don't  see  carpenters  stuffing  their  portfolios  with  put  options  on 
home  builder  stocks;  they  want  to  believe  in  what  they  are  doing 
for  ten  hours  a  day.  There's  nothing  wrong  with  making 
homeownership  a  somewhat  hazardous  venture;  it  gives  people  a 
reason  to  get  up  on  Saturday  morning  and  fix  the  gutters. 

Thanks,  economists,  for  your  theories,  but  please  don't  take 
all  the  excitement  out  of  life. 


Lilian  f^cMUi^ 

EDITOR 
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A  people-ready  business  runs  on  Microsoft  software. 

Data  can  hide  anywhere.  But  that  doesn't  stop  a  people-ready  business.  The  search  features  in  the 
Windows  Vista™  operating  system,  running  on  Microsoft1  Office  SharePoinf  Server  2007,  can  pinpoint 
the  most  obscure  files — quickly.  And  with  the  powerful  collaboration  tools  in  the  2007  Microsoft  Office 
system,  teams  can  share  the  data  and  turn  it  into  gold.  Looking  for  a  way  to  help  productivity? 
u  found  it.  Microsoft.  Software  for  the  people-ready  business*  microsoft.com/peopleready 
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Complicated  Investment  Choices 


nal  Advice 


ny  :lf        jj(  lis  and  how  do  my  invest- 
lt  J  risior  help  me  achieve  them?' 
1        b  a  daunting  task  to  sort  through  your 
n  for  the  savviest  among  us.  that's 
.,hy  it's  important  to  establish  a  relationship 
ith     pro!    sional  advisor  and  together  reach 
.    -jnderst  riding  of  your  goals  and  how  to 
ttain  them    One  important  role  a  financial 
1  n  play  is  figuring  out  your  risk  toler- 

r.d  m  tching  it  with  the  means  to  achieve 
>bj    tive    Based  on  your  preferences,  an 
dvisor  may  recommend  investing  in  a  range  of 
pr:d':cts  from  individual  stocks  and  mutual 
funds  to  structured  products  or  alternative 
investments. 


Today's  Investor  Needs  to  Keep  Up  With  Expanding 
Investment  Options 

Investing  seems  to  be  getting  a  lot  mere  complicated. 
New  instruments  like  exchange  traded  funds.   *  ••• 
tured  products  and  alternative  investir   H  more 
readily  available  to  investors  than  eve    1   f-       1  his 

presents  a  challenge  to  investors  and  their  fin  ^  >dvi 

to  explore  whether  these  new  opportunities  could  Kaiefit 
their  portfolios.  Often,  though,  people  are  drs"  :  tt  r  r.v 
investments  for  the  wrong  reasons:  they       j  1  dy 

think  they  can't  lose  money,  be  lured  by  strong  p    '  ' 
formance  or  be  drawn  simply  by  perceived   sell  ity. 

The  fact  is,  no  investment  ever  completely  ensures  ycu  will 
make  money  or  fully  preserve  your  capita'  Still  inv  stors  owe  it 
to  themselves  to  explore  every  avenue  for  enhancing  their  return 
potential  and  lowering  their  risk,  and  should  investigate  whethej 
new  investment  products  can  play  a  sensible  part  of  their  ^r"te£y. 

Understanding  Is  Key 

No  matter  what  the  investment,  don't  buy  intr  it  lightly. 
Whether  mulling  stocks,  bonds,  ETFs  or  alternative  invest- 
ments, start  by  thinking  through  how  these  products  fit  into 
the  context  of  your  overall  financial  plan.  After  all  financial 
products  come  and  go  —  and  markets  fluctuate  over  t;me  —  - 
but  the  principles  of  sound  financial  planning  remain  Don't 
get  distracted  by  product  features  and  lose  sight  of  the  ques- 
tions you  need  to  be  asking.  Foremost  among  ^  rrn:  "What 


Evaluating  Structured  Products 

F\  n  when  someone  you  trust  recommends  an  investment, 
be  sure  you  understand  it  before  you  put  your  money  in  it. 
F  — nple  term  "structured  products"  encompasses  a 
multitude  of  strategies  that  aim  to  modify  the  traditional 
risk/reward  relationship  in  equities,  commodities  or  curren- 
•"•  It's  important  to  remember  that  even  if  you  invest  in  a 
pr  I,.-.  rp.,t  eliminates  one  risk,  you're  almost  certainly 
transferring  that  r;sk  somewhere  else. 


Once  the  realm  of  a  handful  of 
very  wealthy  Investors,  alternative 
investments  have  been  drawing 
attention  from  more  investors 
looking  to  diversify  their  portfolios 
and  take  on  more  risk  for  greater 
potential  returns. 


For  example,  investments  offering  principal  protection  or 
buffers  against  loss  are  structured  to  try  and  mitigate  the  risk 
of  buying  very  volatile  assets  —  such  as  commodities,  emerg- 
ing market  equities  or  currency  pairs  —  outright.  As  a  result, 
th  v  xv;il  frequently  provide  investment  results  that  differ 


widely  from  the  asset  on  which  they  are  based.  Keep  in  mind, 
too,  that  for  the  benefit  of  principal  protection,  your  upside 
might  be  capped,  often  to  an  annual  percentage  growth  out- 
lined in  the  prospectus.  Plus,  you  can  still  lose  principal  if  you 
liquidate  the  investment  prior  to  maturity,  or  if  the  issuer  of 
the  product  defaults  —  also  known  as  credit  risk. 

Structured  products  can  also  be  affected  by  interest  rates, 
the  volatility  of  the  asset  they  are  based  on,  liquidity  and  time 
remaining  to  maturity.  What's  more,  since  these  instruments 
are  fashioned  individually  by  investment  banks,  no  two  will 
be  exactly  alike  in  their  risks.  Given  the  variables,  be  sure  to 
consult  with  a  financial  advisor  to  understand  what  they 
mean  for  you.  In  every  circumstance,  read  the  prospectus 
and  pricing  supplement  carefully  prior  to  investing.  Overall, 
consider  the  upside  and  downside  scenarios  and  how  any  of 
them  would  affect  your  investing  goals. 

Considering  Alternative  Investments 

Once  the  realm  of  a  handful  of  very  wealthy  investors,  alter- 
native investments  have  been  drawing  attention  from  more 
investors  looking  to  diversify  their  portfolios  and  take  on 
more  risk  for  greater  potential  returns.  However,  potential 
investors  must  meet  specific  suitability  requirements,  includ- 
ing minimum  net  worth  criteria. 

Hedge  funds,  private  equity,  managed  futures  and  differ- 
ent types  of  real  estate  products  have  their  appeal  because  of 
their  lack  of  correlation  to  the  broad  stock  and  bond  markets 
and  the  investing  freedom  they  are  allowed.  Yet  for  the 
potential  gain  they  may  bring,  they  also  carry  substantial 
risks.  These  risks  include  limited  liquidity,  tax  considera- 
tions, incentive  fee  structures,  potentially  speculative  invest- 
ing strategies  and  differing  regulatory  and  reporting 
requirements.  Taken  alone  or  all  together,  the  risks  may  be 
greater  than  those  you  find  with  traditional  investments. 

Given  such  risks,  alternative  investments  should  be  bought 
only  if  you  can  handle  having  this  portion  of  your  portfolio 
in  illiquid  assets  and  can  bear  the  brunt  of  potentially  signif- 
icant losses.  For  all  the  gaudy  hedge  fund  returns  you  may 
read  about,  there  is  no  guarantee  they  will  meet  their  invest- 
ment objective  or  avoid  substantial  losses.  While  alternative 
investments  can  provide  greater  diversification,  which 
should  theoretically  reduce  the  overall  risk  of  your  portfolio, 
diversification  doesn't  protect  you  from  a  loss  or  ensure  a 


Growth  of  the  Global  Hedge  Fund  Industry 
Including  Managed  Futures 

As  of  December  31,2005 


US$  Billion 

1,200 
1,100 
1,000 
900 


Wk  Number  of  Hedge  Funds 

*  Hedge  Fund  and  Managed  Futures  Assets 

Source:  Hedge  Fund  Research,  Inc.,  The  Barclay  Group 
and  Hennessee  Group 


profit.  Once  again,  your  financial  advisor  can  provide  insight 
into  where  alternative  investments  may  fit  in  the  context  of 
your  financial  plan. 

Seek  Out  Trusted  Guidance 

Simply  because  more  sophisticated  choices  are  available  to 
you  doesn't  mean  they  are  appropriate  for  your  portfolio.  All 
the  factors  an  investor  needs  to  take  into  account  before  com- 
mitting funds  make  it  more  important  than  ever  to  work 
with  a  financial  professional.  As  the  menu  of  portfolio 
options  grows  longer  and  more  complex,  a  financial  advisor 
can  offer  you  objective  advice  built  upon  the  insight  of  spe- 
cialists, quality  research  and,  most  important,  knowledge  of 
your  objectives,  goals  and  tolerance  for  risk. 

Ultimately,  both  financial  professionals  and  the  firm  sup- 
porting them  must  put  clients'  interests  first.  At  Raymond 
James,  our  independent  advisors  are  committed  to  providing 
unbiased  and  tailored  solutions  to  their  clients  in  all  invesl 
ment  selections,  from  traditional  stocks,  bonds  and  mutual 
funds  to  alternative  investments  and  structured  products. 
For  more  information  or  to  locate  an  advisor  near  you, 
visit  raymondjames. convolutions. 


Raymond  James  &  Associates,  Inc.,  member  New  York  Stock  Exchange/SI PC. 
Raymond  James  Financial  Services,  Inc.,  member  NASD/SIPC 


RAYMOND  JAMES 

raymondjames.com\solutions 
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Scatterbrain 


Uber-network:  the  human  brain. 


As  a  neuropsychiatrist  I  think 
Robert-  Metcalfe  wrote  an  excellent 
article  about  the  complexity  of  the 
brain,  "It's  All  in  Your  Head"  (May  7, 
p.  52),  and  the  fact  that  the  value  of 
the  brain  does  not  reside  in  the  cells 
but  in  the  network.  However,  the 
complexity  of  the  network  of  the 
brain  is  even  much  greater  than  he 
describes,  for  two  reasons. 

In  the  brain  the  neurons  not  only 
connect  with  between  1,000  and  105 
other  neurons,  but  they  also  connect 
with  the  connections.  As  a  result,  a 
neuron  can  also  influence  the  con- 
nection between  two  other  neurons, 
increasing  or  decreasing  the  likeli- 
hood that  a  signal  from  one  will  arrive  at  the  other.  With  each  neuron  influ- 
encing the  connection  between  thousands  of  others,  you  can  imagine  that  the 
complexity  and  flexibility  of  this  system  increases  enormously. 

Secondly,  messages  between  the  neurons  are  not  transmitted  in  an  all-or- 
nothing  (digital  1/0)  fashion.  Each  neuron  is  not  only  a  microprocessor  but 
also  a  chemical  factory,  producing  chemicals  needed  to  transmit  the  message 
at  the  connection  between  two  neurons.  The  message  will  be  transmitted  from 
one  neuron  to  the  other  only  when  enough  of  a  particular  chemical  is  available 
at  the  synapse.  At  that  point  other  chemicals,  maybe  even  from  the  "dumb" 
glial  cells  or  drugs,  will  influence  the  transmission  of  the  signals  and  add  to  the 
complexity. 

To  paraphrase  the  poet  Bert  Schierbeek:  It's  more  complex  than  you  think, 
and  if  you  think,  its  even  more  complex. 

THEO  COMPERNOLLE,  M.D.,  PH.D. 

Neuropsychiatrist 
Suez  Chair  in  Leadership  &  Personal  Development 
Solvay  Business  School  of  the  Universite  Libre  de  Bruxelles,  Belgium 


Costly  Computing 

I  enjoyed  your  article  on  the  $100  laptop, 
"The  Soul  of  a  New  Laptop"  (May  7, 
p.  100),  and  I  heard  quite  a  bit  about  this 
project  during  my  time  at 
MIT.  However,  a  critical 
question  must  be  asked 
(and  re-asked):  What  else 
could  be  done  with  this 
money  to  help  the  world's 
poor?  At  the  end  of  your 
article  Walter  Bender  states 


that  he  expects  500  million  of  these  lap- 
tops to  be  produced  in  the  next  five 
years.  If  they  meet  their  $100  produc- 
tion target,  this  equates  to  $50  billion. 
This  amount  of  money  is  not  enough  to 
solve  all  of  the  worlds  prob- 
lems, but  it  is  an  enormous 
sum,  larger  than  the  current 
endowment  of  the  Gates 
Foundation.  We  must  ask 
how  much  good  could  be 
done  if  this  money  were 
dedicated  to  food,  medicine, 
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©2007  Mercedes-Benz  USA,  LLC 

"I  love  this  car.  But  I  think  I  love  what 
it  stands  for  even  more." 


GLOBAL  FINANCIER  KEITH  BARKSDALE  KNOWS  SUCCESS. 
HE  ALSO  KNOWS  EXACTLY  WHAT  IT  LOOKS  LIKE. 


When  Keith  Barksdale  began  his  career  on  Wall 
Street  at  the  age  of  20,  he  viewed 
Mercedes-Benz  as  a  symbol.  A 
symbol  that  meant  you'd  arrived.  So 
a  few  years  later,  when  his  career  had 
taken  off  and  he  could  have  any  car 
he  wanted,  there  was  only  one 
choice:  the  Mercedes-Benz  S-Class. 
Keith  Barksdale      And  he's  been  driving  one  ever  since. 
As  Mr.  Barksdale  states,  "For  as  long  as  it's  been 
around,  the  Mercedes-Benz  S-Class  has  represented  the 
upper  echelon  of  quality,  luxury  and  style." 


It's  the  2007  Mercedes-Benz  S-Class  and  there's 
nothing  like  it.  Its  exterior  boasts  a  stunning  design,  turning 
heads  and  catching  eyes  no  matter  where  it  goes.  Inside, 
handcrafted  natural  surfaces  await,  featuring  leathers, 
woods  and  metals  of  only  the  highest  quality.  It  all  glows 
beautifully  in  the  cabin's  soft  ambient  lighting.  And  the 
COMAND  system  places  all  of  the  S-Class's  technological 
advancements  right  at  the  tips  of  your  fingers  in  a  way 
that's  both  functional  and  simple. 

When  you  drive  one,  you'll  understand  what  Mr. 
Barksdale  already  knows:  "When  you  arrive  on  the  scene, 
this  is  the  car  you  want  to  do  it  in." 


THE  2007  S-CLASS.  With  its  stylish  design,  technological  advancements  and  performance  excellence,  nothing  compares. 
  Unlike  any  other.   


Mercedes-Benz 


Model  shown  2007  S600.  Some  features  listed  are  optional  on  some  models. 


MBUSA.com 

For  more  information,  call  1-800-FOR  MERCEOES,  or  visit  MBUSA.com. 


Eva  Jeanbart  Lorenzotti 

Founder  and  CEO,  Vivre  Inc. 
Luxury  wares  for  discerning  tastes 


Ask  Eva  Lorenzotti  Why  She  Loves  Her  BlackBerry 

"Vivre  Inc.  isn't  about  luxury  in  a  conventional  sense.  Vivre  Inc.  is  about  discovering  the  world's  most 
Special-things.  It's  about  artistry,  and  most  importantly,  individuality.  Freedom  and  individuality  are 
what  my  BrackBerry®  gives  me.  And  it's  so  easy  to  use.  Wherever  you  go,  you  can  create.  You  can 
understand.  I  used  to  find  myself  stuck  in  places-airports,  taxis.  Now  I  never  feel  stuck  anymore. 
I  can  be  creative  anywhere.  I  have  no  pen,  I  have  ho  paper-l  have  my  BlackBerry." 

Fin(t  out  how  BlackBerry  can  help  you  live  a  larger  life  at  www.blackberry.com/ask.  ■ 


BlackBerry 

2:21 

3 

:::  BlackBerry 


02007  Research  In  Motion  Limited.  All  Rights  Reserved.  The  BlackBerry  family  of  related  marks,  images  and  symbols  are  the  exclusive  properties  and  trademarks  of  Research  In  Motion  Limited 
Screen  image  is  simulated.  Check  with  service  provider  for  service  plans  and  supported  features. 


Readers  Say 


more  cost-effective  form;:  of  education  or 
establishing  small  businesses  and  other 
^.-onornir  development  This  is  one  rea- 
son why  Bill  Gates  himself  has  been  less 
than  supportive  of  the  $1 00  laptop  (it's  not 
just  because  the  laptop  uses  Linux). 

SHANDON  HART 
Maplcwood  Minn. 

Green  Atoms 

Re  "The  Blue  Sky  Project"  (May  7,  p.  82): 
The  authors  of  this  article  remind  me  of 
carnival  shills  pitching  on  the  midway. 
First,  there  is  considerable  disagreement 
about  the  so-called  climate  crisis.  If  the 
authors  are  using  Al  Gore  as  their  scien- 
tific source,  I  would  challenge  any  inve«t^r 
to  think  twice  about  dumping  monev  into 
another  "green  opportunity."  Other  than 
all  the  hype  about  green  technology,  I'm 
not  aware  that  the  planet  needs  to  be  saved 
by  more  cockamamie  fixes  such  as  wind- 
mills. What  ever  happened  to  nuclear 
power?  Instead  of  "The  Blue  Sky  Project" 
the  article  might  be  more  appropriately 
titled  "The  Pie  in  the  Sky  Project." 

RON  GREGORY 
Port  Ludlow,  Wash. 

For  the  People 

In  reference  to  "Will  We  Rid  Ourselves  of 
This  Pollution?"  (Fact  and  Comment, 
Apr.  16,  p.  33)  regarding  political  contri- 
butions: There  should  be  a  sliding  scale  of 


limits  of  contributions  to  candidates, 
and  those  contributions  should  be 
obtained  only  from  the  candidate's 
area  of  influence.  This  is  the  proper 
way  to  make  the  politicians  respon- 
sible to  the  people  they  represent. 

As  examples,  there  would  be  a 
maximum  contribution  of  $500 
from  any  person  or  entity  for  any 
district  representative,  city,  county, 
school  board,  $1,000  for  any  state 
office,  $2,500  for  any  federal  repre- 
sentative, $5,000  for  any  semtorial 
seat  and  $10,000  for  the  presidential 
candidate.  This  again  must  come 
from  their  area  of  responsibility. 
Candidates'  personal  funds  should 
be  kept  at  these  limits. 

There  should  be  a  $50,000  fine 
assessed  against  any  candidate's  per- 
sonal funds  for  the  first  offense  and  a 
$100,000  fine  and  a  year's  prison  sentence 
for  the  second.  This  would  keep  the  politi- 
cians honest  and  make  "government  by 
the  people  and  for  the  people"  effective. 
No  one  person  or  entity  could  have  mon- 
etary influence  and  "buy"  an  election. 

This  takes  care  of  the  "outside  influ- 
ences" and  would  make  the  candidates  or 
elected  officials  work  for  "us"  in  the  man- 
ner so  designed  by  our  government's 
originators. 

F.N.  LAWLESS 
Arcadia,  Calif. 


More  Misery 


In  our  Tax  M;°ery  Tndex,  "Sego  Versus 
Sarko"  (May  21,  p.  48)  our  numbers  for 
Singapore  should  have  shown  an  increase 
of  3.5  points,  not  a  stable  zero  number. 

Wrong  Hedge 

In  "Inside  Track"  (Apr.  23,  p.  36),  our 
story  about  Loral  Vice  Chairman  Mark 
Rachesky's  purchase  of  convertible  stock, 
we  misidentified  the  hedge  fund  suing 
him  over  the  transaction.  The  correct 
name  is  Highland  Capital  Management, 
LP,  not  Highland  Capital  Partners. 


Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 


Ask 

Someone 
Why  They 
Love  Their 
BlackBerry 

In  1999,  BlackBerry'  hit  the  street. 
Word  of  mouth  ignited.  People 
loved  the  wireless  freedom.  Today 
there  are  millions  of  BlackBerry 
owners  and  their  passion, 
continues  to  be  the  best  form  of 
advertising.  Every  day.  All  around. 
People  are  using  BlackBerry  to  live 
larger  and  more  successful  lives. 


Find  out  why  people  love  their 
BlackBerry,  or  tell  us  why  you  love 
yours,  at  www.blackberry.com/ask. 


BlackBerry 


(02006  Research  In  Motion  Limited.  All  Rights  Reserved. 
The  BlackBerry  family  of  related  marks,  images  and 
symbols  are  the  exclusive  properties  and  trademarks  of 
Research  In  Motion  Limited. 
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We're  right  there  with  you. 

Think  of  the  different  risks  that  seven  continents,  hundreds  of 
countries,  and  all  the  oceans  can  serve  up.  Even  the  largest 
global  companies  struggle  to  keep  up  with  the  risks  they 
already  see,  let  alone  those  that  lie  just  under  the  surface.  To 
help  our  customers,  our  international  operations  are  designed 
to  provide  consistent  risk  analysis,  underwriting  and  claims 
services.  In  a  changing  world  where  risks  can  appear  any- 
where, we  believe  the  most  effective  approach  is  to  act  as  one. 

www.zurichna.com/corporatebusiness 


in  the  United  States,  coverages  are  underwritten  by  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company, 
oe  written  on  a  non-adm,tted  basis  through  surplus  iines  brokers.  Risk  engineering  services  are  provided  by  Zurich  Services  Corporate. 


Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Avoiding  More  Air  Travel  Turbulence 


i 


PRIOR  TO  THE  2000-01  RECESSION  AND  SEPT.  1 1  OUR  CIVIL  AVTA- 
tion  system  was  speeding  toward  paralysis.  Air  traffic  was  grow- 
ing, and  the  air  traffic  control  (ATC)  system  couldn't  handle  the 
swelling  volume.  Well,  this  aviation  disaster  movie  is  back  again. 
As  passenger  volume  has  zoomed,  flight  delays  are  becoming  more 
common.  Moreover,  the  situation  will  apprecia- 
bly worsen  as  more  and  more  smaller  aircraft  hit 
our  airspace.  Commercial  airlines  are  using  an 
increasing  number  of  narrow-body  aircraft  and 
smaller  regional  jets.  This  flood  will  soon  seem 
like  a  mere  trickle  once  the  very  light  jets  take  to 
the  air  (see  Digital  Rules,  p.  41 ). 

Unless  there  is  drastic  change  we  will  see  a  rash 
of  rationing  of  permitted  flights,  which  will  mean 
higher  ticket  prices,  less  economic  productivity  and 
a  surge  in  passenger  temperatures,  which  alone  will 
bring  on  Al  Gores  dreaded  global  warming. 

What  to  do?  We  should  do  what  numerous 
other  countries,  including  Britain,  Germany, 
Canada  and  Australia,  have  done:  set  up  an 
independent  corporation  answerable  to  all  avi- 
ation interests — commercial,  general,  airport  and  passenger. 

Only  such  an  entity  can  move  effectively  and  with  all  deliber- 
ate speed  to  rescue  us  from  this  impending,  costly  chaos.  We 
would  need  to  remove  ATC  from  the  Federal  Aviation  Adminis- 
tration. (Safety  regulation  would  remain  with  the  FAA.)  Such  a 
corporation  would  thus  not  be  subject  to  Washington's  budget 
vagaries.  It  could  hire  the  best  professionals,  without  artificial 
civil  servant  salary  restraints.  It  could  float  long-term  bonds  to 
advance  badly  needed  technology  in  equipment.  A  new,  more 
rational  fees  system  could  be  put  in  place  that  takes  account  of 


Airports  don't  have  to  be  this  way. 


traffic  volume,  aircraft  weight  and  distance  traveled. 

A  Government  Accountability  Office  study  found  that  such  in- 
dependent entities  overseas  have  enabled  countries  such  as  Germany 
and  Britain  to  modernize  their  systems  and  get  better  control  of 
operating  costs,  including  closing  or  consolidating  facilities  with- 
out political  firestorms.  As  for  safety,  levels  were 
maintained  or  improved  in  the  countries  studied. 

The  need  for  such  reform  is  underscored  by 
the  promise  of  fantastic  breakthroughs  in  ATC 
technology,  dubbed  the  Next  Generation  Air 
Transportation  System  (NGATS).  NGATS  would, 
among  other  things,  effectively  utilize  satellites, 
substantially  eliminating  all  too  fallible  manual  pro- 
cedures and  sharply  increasing  ATC  efficiency. 
NGATS  could  increase  the  system's  capacity  by 
as  much  as  200% — without  an  increase  in  costs. 

Sadly,  under  current  circumstances  the  FAA 
is  incapable  of  bringing  such  a  project  to 
fruition.  It  cannot  secure  the  necessary  long- 
term  funding  through  the  annual  congressional 
pork-laden  appropriations  process.  What's  more, 
the  bureaucracy  in  the  past  has  often  made  a  hash  of  capital 
improvements,  with  major  cost  overruns  and  by  championing 
technologies  that  experts  warned  would  be  next  to  useless. 

Longtime  aviation  expert  Robert  W.  Poole  Jr.,  founder  and 
director  of  transportation  studies  at  the  Reason  Foundation,  has 
recently  put  together  for  the  Heritage  Foundation  (on  whose  board 
I  sit)  a  first-rate  summary  of  what  needs  to  be  done.  His  paper 
can  be  found  at  www.heritage.org/research/budget/bg2007.cfm. 
Get  it.  Read  it.  Forward  it  to  your  senators  and  representatives, 
along  with  a  message  to  move  on  this  fast. 


Timid  CEOs 


ONE  OF  THE  GREAT  PECULIARITIES  OF  THIS  ECONOMIC  EXPAN- 
sion  has  been  the  relatively  lackluster  pace  of  capital  expenditures 
by  large  U.S.  companies.  Smaller  businesses  have  been  far  more 
aggressive  in  their  capital  outlays.  As  a  result  of  the  tame  animal 
spirits  in  our  larger  commercial  entities,  corporate  treasuries  are 
loaded  with  cash.  Rarely  has  cash  been  such  a  large  proportion  of 
the  corporate  balance  sheet  this  late  in  an  economic  expansion. 
Profits  are  still  growing  faster  than  capital  spending. 

Why  the  timidity?  Sarbanes-Oxley  is  certainly  a  contributor,  as 
corporate  chieftains  have  to  focus  more  on  crossing  fs  and  dotting 
is  than  on  aggressively  expanding  their  businesses.  Process  domi- 
nates substance.  Another  factor:  Large  U.S.  corporations  are  focus- 
ing more  on  growing  abroad.  Additionally,  with  profits  burgeoning, 


the  pressure  to  take  big  risks  is  lessened.  Why  rock  the  boat  when 
a  flourishing  bottom  line  allows  you  to  rake  in  lavish  bonuses? 

Big  companies,  as  a  whole,  have  been  shedding  jobs.  The 
surge  in  employment — 10  million  more  people  working  today 
than  five  years  ago — has  come  from  smaller  businesses.  We  saw 
the  same  phenomenon  in  the  ebullient  1980s.  Americas  largest 
corporations  cut  their  payrolls  by  some  2  million  people,  while 
the  economy  created  20  million  new  jobs.  Larger  outfits  get  the 
headlines,  especially  when  they  cut  back.  But  most  of  the  time 
innovation  and  job  creation  emanate  from  outfits  below  the 
media's  radar  screen. 

Finally,  c-level  executives  at  large  corporations  may  have  been 
influenced  by  all  the  gloomy  commentary  about  our  economic 
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fact  and  Comment  

prospects,  particularly  with  icons  such  as  Warren  Buffett  issuing 
jeremiads  on  coming  disasters  from  our  big  trade  deficits. 

But  those  hoards  of  corporate  cash  may  not  be  idle  for  much 
longer.  The  Fed's  inflationary  monetary  policy  will  force  CEOs 
to  aggressively  put  that  money  to  work— but  not  necessarily  on 
new  equipment  and  facilities.  Instead,  those  greenbacks  will  go 
for  even  bigger  stock  buybacks  and  for  a  considerably  stepped- 


up  pace  in  mergers  and  acquisitions.  Equity  fund  buyouts  will 
quickly  dispense  unemployed  funds. 

With  so  much  money  sloshing  around,  even  dour  Warren 
Buffett  may  well  execute  a  major  acquisition  soon. 

It  will  all  be  quite  a  spectacle.  As  will  be  the  reckoning  when  the 
Fed — late  in  the  day — gets  around  to  a  genuine  monetary  tightening 
and  undoes  the  excessive  monetary  creation  spawned  in  2004-05. 


Amazing  Woman 


WHEN  PATRICIA  BUCKLEY  DIED  IN  APRIL  AT  AGE  80  WE  LOST  AN 
extraordinarily  delightful  and  impressive  person.  Tall,  elegant, 
radiant  and  regal,  this  brainy  beauty  was  the  perfect  match  for  hus- 
band, Bill,  and  son,  Chris,  editor  of  ForbesLifc. 

Pat  partnered  her  first-rate  intellect  with  an 
ofttimes  withering  wit.  The  story  is  told  that 
when  the  mayor  of  New  York  opined  to  her 
about  the  dangers  of  second-hand  smoke  at  a 
dinner  she  was  hosting,  she  playfully  blew  smoke 
in  his  direction,  asking:  "Mr.  Mayor,  may  I  still 
smoke  in  my  house?"  When  warned  about  the 
dangers  of  smoking  she  would  retort:  "Every- 
thing kills  you."  On  the  eve  of  her  wedding  to 
Bill  in  1950  she  had  a  message  sent  to  the  tip- 
pling-inclined  ushers:  "No  nips  before  mips."  She 
didn't  hesitate  to  be  utterly  politically  incorrect,  proudly  calling  her- 
self a  housewife,  Bill's  wife  and  Chris'  mother.  She  once  told  Womens 
Wear  Daily:  "Women  were  born  to  be  taken  care  of  by  men."  When 


Patricia  Buckley  with  son,  Christopher. 


asked  why  she  painted  her  house  in  Connecticut  a  shade  of  Bermuda 
pink,  she  replied:  "So  all  the  sailors  will  come  and  see  me." 

A  notably  striking  figure  on  New  York's  social  scene,  she  bril- 
liantly used  charity  events  to  garner  tens  of 
millions  of  dollars  for  institutions  such  as  the 
Memorial  Sloan-Kettering  Cancer  Center, 
wonderfully  combining  money-raising  with 
fun-raising.  She  was  generous  in  her  hospi- 
tality. For  example,  for  years  she  graciously 
hosted  a  party  every  two  weeks  for  Bill,  his 
National  Review  colleagues  and  a  special 
guest.  Such  events  led  Chris  to  affectionately 
refer  to  her  as  "the  den  mother."  "Suzy" 
columnist  Aileen  Mehle  put  it  well:  "Every- 
thing was  snap,  crackle  and  pop  with  Pat." 
Pat  Buckley's  will  long  be  an  inspiring  spirit,  especially  in  an 
era  of  feel-good,  slovenly  standards.  She  showed  us  how  life 
should  be  lived. 


Granting  His  Due 


THESE  TWO  WEE,  VERY  READABLE  BOOKS  WILL  HELP  YOU  UNDER- 
stand  why  the  reputation  of  Ulysses  S.  Grant  is  experiencing  a  bull 
market.  Though  he  was  widely  admired  during  and  after  the  Civil 
War,  Grant's  stature  shrank  in  the  aftermath  of  the  slaughter  of  World 
War  I.  His  bloody  1864  Wilderness  campaign  against  Robert  E.  Lee 
earned  him  the  tag  "butcher,"  an  epithet  that  took  on  even  more 
sinister  tones  given  the  ghastly  losses  in  the  Great  War.  Moreover, 
American  historiography  was  dominated  until 
World  War  II  by  Southern  authors  determined  to 
romanticize  the  Lost  Cause  and  mythologize  the 
Confederacy's  most  important  and  formidable 
commander,  Robert  E.  Lee.  They  also  portrayed  Re- 
construction as  a  vengeance -bent  occupation,  with 
federal  troops  sent  to  protect  money-grubbing  Yan- 
kee outsiders  who  were  looting  a  prostrate  South  and 
to  give  political  power  to  recently  liberated  blacks 
who  were  unprepared  for  these  responsibilities. 

It  wasn't  until  the  1950s  that  a  new  generation 
of  historians  started  painting  an  infinitely  more  sympathetic  pic- 
ture of  the  fight  to  gain  civil  rights  for  African-Americans  in  the 
post-Civil  War  South  and  not  until  the  1990s  that  authors  started 
looking  at  Grant  himself  with  less  jaundiced  eyes. 

John  Mosier's  Grant  (Palgrave  Macmillan,  $21 .95)  makes  a  force- 
fully unapologetic  case  for  Grant's  military  brilliance.  Grant's  taciturn 


personality  and  careless  dress  easily  led  to  his  being  caricatured  as  a 
man  of  limited  intelligence.  But,  as  Mosier  points  out,  no  one  of  mediocre 
ability  could  have  taught  himself  algebra,  as  Grant  did  when  a  teenager. 
Grant  was  extraordinarily  innovative.  Both  as  a  field  officer  and  supreme 
commander,  Grant  devised  tactics  and  then  whole  campaigns  that  beat 
a  well-led,  hard-fighting  foe.  In  the  last  year  of  the  war,  when  the  two 
giants  collided,  Lee's  losses  were  proportionately  greater  than  Grant's. 

Josiah  Bunting  Ill's  Ulysses  S.  Grant  (Times 
Books,  $20)  is  noteworthy  because  it  gives  Grant  his 
due  as  President.  His  eight-year  tenure  has  been 
portrayed  for  decades  as  a  failure,  rife  with  corrup- 
tion. There  were  indeed  scandals,  but  subsequent 
administrations  have  also  had  officials  not  on  the 
up-and-up.  We  easily  forget  that  most  white  Amer- 
icans during  those  years  had  little  abiding  interest 
in  securing  basic  rights  for  4  million  former  slaves. 
Grant  also  did  everything  he  could  to  help  native 
Americans  assimilate  and  become  citizens,  at  a  time 
when  public  opinion  was  all  for  waging  relentless  war  against  them. 

Grant's  foreign  policy  was  a  success.  By  putting  the  disputes 
with  Great  Britain  behind  us,  Grant  helped  forge  the  special  rela- 
tionship that  has  immensely  aided  civilization  since.  He  also 
understood  something  that  central  bankers  and  policymakers 
can't  seem  to  grasp  today:  the  importance  of  sound  money.  F 


34      FORBES      JUNE  4,  2007 


NOTHING  TAKEN  AWAY.  NOTHING  ADDED. 
MAYBE  IT  WAS  PERFECT  TO  BEGIN  WITH. 


The  Single  Malt 
Thar  Started  It  All. 


What  you're  getting  in  a  bottle  of  Nadurra  is  whisky  that  has  been  distilled  as  it 
has  been  for  many,  many  years,  filled  into  first^fill  American  oak  casks,  matured 
for  16  years,  and  then  taken  from  the  cask  and  put  straight  into  the  bottle  with  no 
dilution  and  no  chill  filtering.  There's  absolutely  nothing  that  gets  in  the  way  of 
the  natural  character  of  the  whisky. 

Because  Nadurra  is  non-chill  filtered  and  because  it's  natural  strength,  it's  nice  just  to  smell  it  and 
have  a  little  taste  of  it  as  it  is.  But  I  would  recommend  the  addition  of  a  small  amount  of  water  to 
pick  up  much  more  of  the  overall  flavor  of  the  whisky.  About  1  part  water  to  3  parts  Nadurra  would 
be  the  way  that  1  wouldenjoy  it.  But  of  course,  it's  up  to  each  individual.  Whatever  your  preference, 
I  hope  you  enjoy  drinking  The  Glenlivet  Nadurra  16  Year  Old  as  much  as  I  did  making  it. 
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iduira  16  Year  Old  Single  Malt  Scotch  Whisky.  53%  Alc./Vol.  to  60%  Alc./Vol.  (106  ProoUy«| 
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n  Cryle, 
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A  laugh  is  worth  a  hundred  groans  in  any  market. 

—CHARLES  LAMB 


DoggOne  It  New  York  State  Senator  Frank  Padavan  [has] 
proposed  a  special  3%  tax  to  be  levied  on  items  purchased  for 
dogs  [and]  cats.  The  senator  claims  the  revenue  collected  would 
go  only  to  animal  shelters.  Yeah,  right!  From  Social  Security  taxes 
to  taxes  on  scratch-off  lottery  tickets,  politicians  always  divert  tax 
dollars  to  purposes  other  than  those  for  which  they  were  origi- 
nally intended.  But  more  than  the  almost  inevitable  misdirection 
of  funds  from  waste  is  the  disincentive  that  many  new  spending 
programs  create.  Incentives  are  the  driving  force  of  activity  within 
a  free  market.  When  you  tax  something  more,  you  get  less  of  it. 

In  this  case,  when  folks  are  weighing  the  advantages  and  disad- 
vantages of  taking  a  pet  out  of  an  animal  shelter  and  into  their  home, 
they  are  less  likely  to  get  one  if  it  costs  even  more  to  pay  for  provid- 
ing for  it.  Senator  Padavans  bill  would  create  a  disincentive.  It  would 
stop  people  from  helping  the  very  creatures  the  bill  seeks  to  protect. 
The  New  York  Sun  [points  out]:  "If  the  idea  is  to  use  the  power  of 
the  state  to  help  animals,  why  not  give  a  tax  credit  to  persons  who 
keep  pets  ...  Is  [Senator  Padavan]  trying  to  discourage  the  owning 
of  pets?  Or  the  feeding  of  pets?  The  fact  is  that  if  one  wants  to  en- 
courage New  Yorkers  to  help  pets  and  other  animals,  the  best  way 
to  do  it  is  to  reduce  the  taxes  on  pets  and  pet-owning  activities  and 
increase  taxes  on  activities  that  are  antithetical  to  owning  pets." 

—DAVID  ASMAN,  FoxNews.com 

The  Global  Good  [The]  March  labor  [report]  showed 
more  Americans  working  more  hours  at  higher  wages  than  ever  be- 
fore. Unemployment  fell  to  4.4%.  The  average  hourly  wage  rose  to 
$17.22.  The  good  news  on  U.S.  jobs  highlights  a  welcome  global  phe- 
nomenon. Unemployment  rates  have  fallen  to  lows  in  Europe,  Japan, 
China,  India,  Brazil  and  many  other  areas.  While  the  U.S.  itself  is 
less  openly  exuberant  than  in  the  1990s,  most  of  the  world  is  much 
better  off  economically.  The  sea  change  in  global  conditions  toward 
fuller  employment  has  profound  implications.  This  is  an  opportu- 
nity to  build  on  success  rather  than  dwell  on  U.S.  recession  odds. 


"Bad  news,  f.B. — Pot 


ies  are  up  limit  in  Chicago" 


The  U.S.  continues  to  be  the  biggest  contributor  to  global  growth. 
We  grew  as  fast  in  2006  as  in  2005,  over  3%  real  growth  on  a 
$13  trillion  base,  with  small  businesses  making  up  for  the  slow- 
down in  U.S.  home  building  and  auto  production.  The  "weak"  U.S. 
2006  fourth  quarter  showed  2.5%  real  growth,  with  the  just-ended 
January- March  quarter  nearly  as  fast.  The  growth  impact  of  the  2003 
tax  cut  is  having  its  biggest  effect  years  after  enactment  as  the  lower 
cost  of  capital  works  its  way  through  small  businesses  and  innova- 
tions. And  while  the  U.S.  urgendy  needs  federal  spending  and  tax 
reforms,  the  U.S.  fiscal  condition  has  improved  substantially  in 
recent  years  due  to  economic  growth  and  is  far  superior  to  most 
countries  even  after  factoring  in  national  security  needs,  growing 
Medicare  commitments  and  the  unfunded  Social  Security  system. 

—DAVID  MALPASS,  chief  economist,  Bear  Stearns, 

Wall  Street  Journal 

Investment  Grade?  According  to  the  Office  of  Man- 
agement and  Budget,  just  17%  of  federal  programs  are  "effective" 
while  25%  are  deemed  "not  performing." 

—BRANDON  ARNOLD,  Cato  Institute,  National  Review  Online 

Flight  Plan  The  evidence  demonstrates  that  self-support- 
ing air  traffic  control  corporations  have  a  better  track  record  than 
the  Federal  Aviation  Administration  has  in  delivering  technology- 
intensive  modernization  programs  on  time  and  on  budget.  They 
are  also  consolidating  facilities  without  political  interference, 
which  is  one  of  the  keys  to  the  large  productivity  gains  that  [the] 
Next  Generation  Air  Transportation  System  is  supposed  to  deliver. 

Over  the  next  ten  years,  between  one-half  and  two-thirds  of 
the  Air  Traffic  Organizations  workforce  of  air  traffic  controllers  will 
retire  and  be  replaced.  This  presents  a  one-time  opportunity  to  re- 
cruit and  train  a  different  kind  of  workforce  for  what  will  become 
a  much  different  kind  of  job.  Here  again,  a  self-supporting  ATO 
freed  from  civil  service  constraints  and  day-to-day  political  over- 
sight would  be  much  better  positioned  to  redefine  the  controller's 
job  and  make  this  large-scale  personnel  transition. 

—ROBERT  W.  POOLE  JR.,  Reason  Foundation, 
for  the  Heritage  Foundation 

Stabbed  in  the  Back  It  took  Brian  Seaton  nine  months 
and  cost  him  £10,000  to  clear  his  name  after  Leicestershire,  Eng- 
land police  charged  him  with  .possessing  a  knife  in  public  without 
good  reason.  Seaton  had  accidentally  left  a  Swiss  army  knife  in  his 
luggage,  and  it  was  discovered  when  he  arrived  at  the  airport  for 
a  trip  to  Spain.  The  knife  was  a  retirement  gift  from  Seatons  em- 
ployer of  more  than  20  years,  the  Leicestershire  police  department. 

—CHARLES  OLIVER,  Reason.com 

Time  Out  What  we  love  to  do  we  find  time  to  do. 

— JOHN  LANCASTER  SPALDING  F 
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Today's  consumers  demand  an  increasingly  sophisticated,  but  easy  to  use, 
communications  experience— one  that's  tailored  to  meet  their  individual 
needs  and  enrich  their  lives.  Alcatel-Lucent's  user-centric  applications  offer 
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Current  Events 


By  Paul  Johnson 


London:  Epicenter  of  Capitalism 


IN  THE  BUZZING  WORLD  ECONOMY  OF  THE  21ST  CENTURY,  LON- 
don  is  playing  a  key  role.  There's  nothing  new  in  that,  of  course.  Be- 
tween the  1780s  and  1914  London  was  by  far  the  worlds  most  im- 
portant financial  center.  Thereafter,  it  was  overtaken  by  New  York. 
London's  present  eminence  is  in  the  nature  of  a  comeback,  which  is 
having  a  transforming  effect  on  Londoners.  I  have  lived  in  London 
for  more  than  half  a  century,  and  never  have  I  been  so  conscious  of 
the  disturbing  force  of  economic  growth  and  the  power  of  money. 

Finance  is  now  not  only  Britain's  biggest  industry  by  revenue  but 
also  its  largest  employer.  And  most  of  those  working  in  finance  have 
to  live  in  London.  It  is  bursting  at  the  seams.  Many  of  the  immigrants 
are  provincials — Scots,  Irish  and  Welsh — but  there  are  also  about  a  mil- 
lion Poles  in  and  around  London  who  are  welcome  skilled  laborers, 
such  as  plumbers,  builders,  engineers,  electricians  and  mechanics. 

Almost  equally  important  is  the  influx  of  French,  who  are  flee- 
ing their  country's  stagnation  and  chronic  high  unemployment.  In- 
deed, as  a  proportion  of  total  population,  this  is  the  most  significant 
invasion  since  the  Norman  Conquest  in  1066.  In  the  past  the  French 
have  intensely  disliked  living  in  London,  contrasting  it  with  the  de- 
lights of  Paris.  Now  they — particularly  the  young  and  well  educated — 
say  that  Paris  is  dead  culturally,  socially  and  economically  and  that 
London  is  where  all  the  action  is.  At  any  given  moment  there  are  about 
500,000  French  in  and  around  London — so  many,  in  fact,  that  Nico- 
las Sarkozy  found  it  worthwhile  to  campaign  in  London  for  their  votes. 

In  addition  to  the  European  invasion  is  the  continuing  immi- 
gration of  Indians,  Pakistanis,  sub-Saharan  Africans,  Gulf  Arabs 
and  Chinese  from  Hong  Kong,  to  name  only  the  most  numerous 
groups.  Streets  became  so  blocked  with  traffic  that  a  "congestion 
charge"  was  introduced  to  reduce  the  traffic  volume  in  the  center 
of  the  city  during  business  hours.  (It's  worked  so  well  that  New 
York  City's  mayor,  Michael  Bloomberg,  is  planning  to  follow 
suit.)  London  is  now  experiencing  a  rubbish  crisis,  a  schools  cri- 
sis, a  hospital-beds  crisis  and  a  prisons  crisis,  or  so  the  media 
claim.  The  city  is  certainly  noisy,  though  not  dirtier  than  it  used 
to  be;  private  contractors  have  taken  over  from  the  old,  inefficient 
and  union-dominated  municipal  services. 

The  cost  of  living  here  is  one  of  the  highest  in  the  world,  and 
the  price  of  accommodations  is  daunting.  You  cannot  buy  a  house 
of  any  kind  in  any  part  of  London  today  for  less  than  $500,000. 
Apartments  don't  cost  much  less,  and  rents  are  astronomical. 

Londoners  who  own  property  are  smiling  at  their  nominal 
increased  wealth.  But  it  is  fairy  gold.  Real  estate  agents  tell  me  that 
my  house,  which  I've  owned  for  25  years,  is  now  worth  more  than 
$10  million.  They  keep  prodding  me  to  sell,  but  where  would  I  live? 


I  love  my  house,  with  its  spacious  library  that  looks  out  onto  trees 
on  both  sides;  its  beautiful  garden,  in  which  I've  built  a  cedarwood 
studio  where  I  paint;  and  its  handy  garage,  a  rarity  in  this  city. 

In  London  you  do  get  the  impression  that  life  is  grim  and 
earnest,  the  world  fierce  and  competitive.  Living  here  is  a  roller 
coaster  of  a  ride,  with  all  the  attendant  thrills  and  dangers, 
careening  you  into  the  future.  It  is  a  metropolis  of  capitalism — 
it  looks,  feels,  smells  and  sounds  it.  I  imagine  New  York  had  the 
same  kind  of  expansive,  risky  atmosphere  in  the  long  years  of 
growth  between  the  end  of  the  Civil  War  and  the  Wall  Street 
Crash.  London  is  also  filled  with  opportunities  and  pleasures.  It 
now  vies  with  Paris  as  the  world's  gastronomic  capital,  having 
about  the  same  number  of  top-class  restaurants.  London,  how- 
ever, has  a  much  greater  variety  of  cuisine  than  Paris  does. 

In  the  Notting  Hill  area  where  I  live  (which  used  to  be  a  slum 
but  is  now  ultrasmart),  a  new  restaurant  opens  every  week;  a  new 
dress,  hat  or  shoe  shop,  every  day.  Change  is  perpetual.  The  number 
of  nightclubs— and  the  people  who  attend  them— terrifies  me.  There 
are  also  more  theaters  in  London  than  anywhere  else,  more  concerts 
and  lectures  and  more  parties.  During  the  "Season,"  which  starts  in 
May  and  lasts  until  the  Goodwood  races  at  the  end  of  July,  London 
is  a  throbbing  concatenation  of  entertainment  and  conspicuous  con- 
sumption, of  what  Wordsworth  called  "getting  and  spending." 

Ringside  Seat 

London  has  always  had  a  flavor  of  excess,  of  course.  The  Bank  of 
England  and  the  Royal  Exchange,  the  heart  of  what  is  known  as 
the  Square  Mile  or  the  City,  are  built  on  the  site  of  a  Roman 
forum,  a  marketplace  set  up  2,000  years  ago.  And  construction 
on  building  sites  there  can  still  turn  up  gold  coins  with  a  Roman 
emperor's  head  on  them.  But  the  pulse  of  London  has  never 
raced  more  quickly  than  it  does  today.  It  is  the  easiest  place  in  the 
Western  world  to  make  a  fortune  at  top  speed,  and  the  easiest 
place  to  lose  one  through  greed,  folly  or  appetite. 

As  a  historian  I  enormously  enjoy  having  a  ringside  seat  in 
this  modern  Vanity  Fair  and  watching  the  rise  and  fall  of  its  play- 
ers, the  thrills  and  scandals  of  their  games.  We  are  about  to  expe- 
rience a  change  in  culture:  the  easygoing  hedonism  of  Tony  Blair 
succeeded  by  the  grim  Scottish  Calvinism  of  Gordon  Brown, 
who  is  not  known  as  "Stalin"  for  nothing. 

This  change  will  have  its  tricky  consequences  for  London. 
But  London  may  have  some  unpleasant  surprises  for  Mr.  Brown, 
and  may  bring  him  down.  We  Londoners  will  fasten  our  seat 
belts  for  the  furious  fun.  F 
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Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  and  David  Malpass,  chief  economist,  Bear  Stearns  &  Co.. 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Flying  Raburn's  Rocket 


I  TOOK  UP  FLYING  IN  2000  AND  HAVE  RECORDED  725  HOURS 
as  pilot  in  command.  Most  has  been  done  in  single-engine  piston 
airplanes — a  Beechcraft  Bonanza,  two  Cessnas  and  most  recently 
a  sleek  Cirrus  SR22  that  I've  owned  for  18  months. 

Twice  I  have  flown  jets — a  Citation  CJ1+  in  2005  and  last  year 
an  Eclipse  500  still  in  its  test  stage.  Both  times  I  lit  the  jet's 
engines,  taxied  out,  lined  up  on  the  runway  and  took  off.  A  secret 
about  jets:  Takeoffs  are  easy.  Just  push  the  throttles  forward  and 
keep  the  nose  wheel  on  the  centerline  with  rudder-pedal  steering. 
Upon  reaching  a  speed  known  as  V2  (a  calculation  based  on 
thrust,  weight  aboard  the  plane,  airport  elevation  and  outside 
temperature),  pull  back  on  the  stick.  Away  you  go. 

But  never  had  I  landed  a  jet.  Until  last  month. 

Fast  but  Silly-Simple 

With  Eclipse  Aviation  test  pilot  Terry 
Tomeny  sitting  in  the  right  seat,  I  flew 
the  newly  certified  Eclipse  500 — the 
pioneer  in  a  new  category  of  "very  light 
jets" — off  Albuquerque  International 
Sunport's  runway  8.  The  May  morning 
was  cool  and  cloudy,  odd  for  Albu- 
querque. All  planes  perform  better  in 
cooler  weather,  and  soon  I  had  the 
Eclipse  climbing  at  a  leisurely  2,000  feet 
per  minute  at  190  knots  per  hour.  We 
leveled  off  at  17,000  feet  and  watched  the  speed  build  to  280  knots. 
(The  Eclipse  reaches  its  top  cruise  speed  of  370  knots  at  33,000  feet.) 

At  17,000  feet  Terry  took  the  controls  and  cut  the  power. 
Then  he  dropped  the  landing  gear  and  both  notches  of  flaps. 
With  no  thrust  and  plenty  of  drag  we  rapidly  slowed:  100  knots  . . . 
80  knots.  At  70  knots  a  female  voice  sounded  in  our  headsets: 
"Warning.  Stall.  Warning.  Stall."  Two  seconds  later,  just  before  we 
would  have  stalled  and  started  a  death  spiral  to  the  earth,  the  jets 
control  stick  moved  forward,  and  the  airplane  began  to  pick  up 
speed,  averting  the  stall.  "Did  you  push  the  stick?"  I  asked  Terry. 
"No,  that's  automatic,"  he  replied.  Nice  safety  feature. 

I  made  my  first  landing  at  a  nearby  airport  called  Double  Eagle  II. 
I  trimmed  the  Eclipse  to  90  knots  down  final  approach  and  pulled 
power  to  idle  at  about  50  feet  above  the  ground.  Normally  this  is 
when  a  pilot  begins  gently  lifting  the  nose  in  what  is  called  a  flare. 
The  idea  is  to  touch  down  on  the  main  wheels,  not  the  nose.  But 
Terry  wanted  to  show  how  the  Eclipse  could  land  without  flaring. 
So  no  flare.  Chunk!  The  landing  was  firm  but  well  within  control. 

Then  we  flew  a  couple  of  boxed  patterns  off  of  runway  22.  At 
800  feet  off  the  ground  I  did  a  right  90-degree  crosswind  turn 
and  pulled  the  power  way  back.  Terry  had  me  fly  the  downwind 


Karlgaard  stands  next  to  the  $1.6  million  Eclipse  500, 
the  smallest  business  jet  in  the  world. 


leg  parallel  to  the  runway  at  150  knots.  Abeam  the  runway  num- 
bers I  pulled  power  to  idle,  dropped  the  gear  and  the  first  notch 
of  flaps.  Terry  told  me  to  hold  altitude  and  slow  to  115  knots, 
which  happened  fast.  The  Eclipse  slows  down  in  a  hurry. 

At  115  I  started  a  base  turn  and  dropped  the  landing  flaps. 
The  goal  was  to  roll  out  on  final  at  90  knots.  I  found  I  needed  to 
add  some  power  to  hold  90  knots.  The  good  news:  no  spool-up  lag. 
Power  is  instant.  When  Yankees  catcher  Thurman  Munson  died 
in  1979  in  a  fire  after  crashing  short  of  the  runway  in  his  Citation 
501,  a  power  lag  was  to  blame.  Had  today's  computer-controlled  jet 
engines  been  around  then,  Munson  would  likely  be  alive  and  flying 
today.  I  held  90  knots  all  the  way  down  final  and  pulled  to  idle  at 
50  feet  oft"  the  ground.  Ever  so  slightly  I  pulled  the  nose  up  in  a  flare. 

And  rolled  the  jet  right  onto  the  asphalt. 

Wow.  We  flew  another  pattern — 
rolled  it  on  again.  The  $1.6  million 
Eclipse  is  a  silly-simple  plane  to  fly  in  all 
stages  of  flight.  The  three-passenger  jet — 
it  seats  four  aft  of  the  cockpit,  but  air- taxi 
operators  such  as  Dayjet  are  opting  for 
three  passenger  seats — is  fast  enough 
to  fit  with  the  jumbo  jets  at  O'Hare  and 
slow  enough  to  slip  into  the  pattern 
with  Pipers  and  Bonanzas  at  tiny  gen- 
eral aviation  airports.  The  Eclipse  500 
can  land  and  stop  in  less  than  2,300  feet. 
The  jet's  most  economical  speed,  attained  at  altitudes  between 
38,000  feet  and  41,000  feet,  is  an  impressive  330  knots.  Fuel  burn  at 
that  setting  is  a  stingy  55  gallons  per  hour.  No  other  jet  comes  close 
to  being  this  environmentally  friendly.  On  a  no-wind  day  the  Eclipse 
can  fly  two  passengers  and  luggage  more  than  1,200  nautical  miles 
nonstop  and  still  have  an  hour  of  fuel  reserve.  No  potty,  though. 

During  my  May  visit  the  Eclipse  factory  had  57  airplanes  in 
various  phases  of  construction.  Founder  and  CEO  Vern  Raburn 
says  he'll  ship  250  or  more  jets  this  year.  He  says  Eclipse  Aviation 
will  be  "the  world's  volume  jet  leader"  in  2008.  Raburn  has  a 
reputation  for  making  boastful  statements.  But  if  he  delivers 
numbers  like  that,  it  would  be  a  feat  unprecedented  in  the  high- 
capital-cost,  highly  regulated  business-aircraft  industry. 

Eclipse  claims  1,000-plus  cash  deposits  from  owner-pilots 
and  1,500  or  so  orders  from  air- taxi  operators  such  as  Dayjet.  On 
the  day  of  my  visit  some  investment  bankers  from  New  York 
were  prowling  the  factory  floor.  Thrilling  stuff.  The  very  light  jet 
category  looks  ready  for  takeoff.  F 
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Boola  Boola  to  Moola 

A  new  academic  study  suggests  portfolios  of  mutual  fund 
managers  who  invest  in  companies  run  by  fellow  college 
alums  outperform  by  up  to  8.4%  a  year.  Biz  profs  Lauren 
Cohen,  Andrea  Frazzini  and  Christopher  Malloy  looked  at 
the  performance  of  2,500  managers  running  1,650 
domestic  equity  funds  from  1990  to  2006.  They  also 
found  managers  tended  to  place  "larger  bets"  on  firms 
with  those  school  ties.  Their  conclusion:  Such  "social  net- 
works may  be  an  important  mechanism  for  information 
flow  into  asset  prices."  — Daniel  Fisher 


Informer  

INFORMER@FORBES.COM 

And  Starting  to  Bark 

David  Blech  was  a  high-flying,  wheeling- 
dealing  New  York  biotechnology  investor 
and  underwriter  who  in  1992  made  The 
Forbes  400  list  with  a  net  worth  of  $295  mil- 
lion. Then  his  solely  owned  D.  Blech  &  Co. 
brokerage  collapsed,  after  which  he  drew  five 
years'  probation  in  1999  for  securities  fraud, 
took  personal  Chapter  7  bankruptcy  and  was 
banned  from  much  of  the  securities  industry. 
But  now  Blech,  51,  is  mounting  a  comeback. 
"I'm  a  second  act,"  he  tells  FORBES. 
He's  back:  David  Blech.  Intellect  Neurosciences,  a  two-year-old 
New  York  City  firm  developing  multiple  Alzheimer's  treatment 
drugs  that  just  went  public  in  a  reverse  merger,  revealed  in  a 
recent  filing  that  Blech's  family  owns  14%  and  that  Blech  himself 
"provides  significant  consulting  services."  Other  filings  show  the 
Blechs  also  have  amassed  $25  million  of  penny-stock  holdings  in 
several  other  firms:  Stem  Cell  Innovations,  MedaSorb  Technolo- 
gies, Novelos  Therapeutics  and  Xechem.  All  are  the  same  kind  of 
small,  fledgling,  high-risk  biotech  outfits  Blech  specialized  in 
before  his  dramatic  fall — many  of  which  are  still  around. 

Intellect's  latest  quarterly  report  lists  no  revenue  and  a  negative 
$17  million  net  worth.  Intellect  Chief  Executive  Daniel  G.  Chain,  a 
veteran  Alzheimer's  researcher  (and  a  son  of  Nobel  Prize-winning 
biochemist  Ernst  B.  Chain)  calls  Blech  a  "white  angel  investor," 
who  helped  him  organize  the  company,  settle  lingering  debts  from 
a  previous  research  venture,  find  $12  million  to  maintain  a 
research  laboratory  in  Israel  and  arrange  the  reverse  merger.  Still, 
Intellect,  which  is  now  seeking  a  stock  exchange  for  its  35  million 
shares,  details  in  filings  Blech's  rather  colorful  background,  even 
warning  it  "may  delay  or  impede  access  to  listing  our  common." 

The  soft-spoken  Blech,  a  musician  by  training  before  turning 
to  finance,  muses,  "I  made  quite  a  few  mistakes  that  led  to  my 
problems,  but  I  always  tried  to  help  the  companies  I  was  backing." 
He  says  he  stayed  in  touch  with  old  backers  still  "willing  to  listen" 
to  his  investment  pitches.  Working  from  a  home  office  in  Manhat- 
tan, Blech  declares,  "I  like  being  an  underdog."— William  P.  Barrett 

Not  Very  Charitable  


Spinning  Their  Wheels 

Since  late  March  Coates  International  shares  are  up  725%  to  a 
recent  $1.40,  implying  a  $375  million  market  cap.  The  Wall,  N.J. 
firm  has  patents  on  a  rotary  engine  it  hopes  to  develop  com- 
mercially. But  meantime,  annual  losses  have  reached  $1.7  mil- 
lion, sufficiently  troubling  that  the  eight-employee  company 
(three  of  them  Coates  family  members)  says  it  has  started  a  "cost 
reduction  program."  Some  items  over  the  years:  fees  paid  to 
Coates  Precision  Engineering,  also  run  by  boss  George  J.  Coates, 
and  purchase  of  his  son's  motorcycle  business.  Coates  pere  says 
there's  "lots"  of  interest  in  his  device  and  the  stock  price  is  still 
way  too  low.  — Matthew  Rand 

IRS  Didn't  Czech  It  Out 

In  the  five  weeks  to  Apr.  13  the  Internal  Revenue  Service  sent 
upward  of  $300,000  worth  of  one-time  $30  federal  telephone  tax 
refunds  to  a  single  JPMorgan  Chase  Bank  account  in  Ohio  on 
behalf  of  at  least  10,000  different  taxpayers.  An  IRS  lawsuit  in 
Columbus,  which  led  to  a  freeze  on  the  account,  alleged  that  one 
Ivo  Brabec,  listing  an  address  in  Edina,  Minn,  but  "believed  to  be 
in  the  Czech  Republic,"  filed  the  refund  requests,  then  asked  the 
bank  to  send  the  money  overseas.  The  bank  blew  the  whistle  to 
the  feds.  In  an  e-mail  filed  in  court  Brabec  says  he  prepares  tax 
returns  for  expatriates  and  did  nothing  wrong 
but  admits  he  can't  produce  signed  authori- 
zations for  all  of  the  requests.  — Janet  Novack 


Judging  from  recent  criminal  cases  like  these,  sticky  fingers  can  be  a  problem  at  nonprofits. — W.P.B. 


DEFENDANT  I  LOCATION 


AMOUNT  ALLEGEDLY  EMBEZZLED  |  VICTIM 


SENTENCE 


Diane  B.  Glazier  |  Tracy,  Calif. 


$200,000  |  area  hospital  foundation 


Robert  B.  Graves  Jr.  |  Richmond,  Va.  •  $170,000 


Jessica  Hardy  |  Wilkes-Barre,  Pa.  $50,000 


Cheryl  McEwan  |  New  York,  N.Y.       $421 ,000 


Karen  L.  Sicher  |  Boston,  Mass. 


$500,000 


Beverly  Smith  |  Niles,  Ind. 


$295,000 


Paula  M.  Terrenes  |  Todd  County,  Ky.  $280,000 
James  Wucherer  |  Mequon,  Wis.  $40,000 


pending 


National  Kidney  Foundation  unit       6  years 


Make-A-Wish  Foundation  chapter      3  to  6  years 


Rockefeller  Foundation 


3'h  to  IQ^yearij, 


Children's  Glaucoma  Foundation 


pending 


cancer  charity,  schools 


9  months 


senior  citizens  center 


1 5  years 


city,  firefighter  charity 


1  year 
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We  really  don't  know  how  long 
an  IWC  lasts.  We've  only 
been  around  for  139  years. 


SINCE  1868 


Around  for  119  years. 


Portuguese  Chrono-Automatic.  Ref.  3714:  An  IWC  is  made  to  be  passed 
on.  The  robust  case  is  water-resistant  to  a  depth  of  30  metres.  And  as  each 
k    of  our  Portuguese  watches  will  no  doubt  see  us  out,  each  individual  watch 
is  recorded  in  a  comprehensive  database.  So  that  following  generations  will 
be  able  to  find  out  where  the  watch  came  from.  Unfortunately,  this  does 
not  rule  out  the  usual  inheritance  disputes.  IWC.  Engineered  for  men. 


Mechanical  chronograph  movement  I 
Self-winding  I  Small  seconds 
with  stop  function  (figure)  I  *<«^' 
Antireflective  sapphire  ^s*-f- 
glass  I  Water-resistant  to  30  m  I  '"'".-..«»§ 
40.9  mm  case  diameter  I  78  ct.  rose  gold 


IWC  Schaffhausen,  Switzerland,  www.iwc.com 
For  an  authorized  retailer  nearest  you,  please  call  (800)  432-9330,  or  visit  our  website 


OnMtMmd 


By  Tim  Wu,  professor  at  Columbia  Law  school  and  author,  with  Jack  Goldsmith,  of  who  Controls  the 

Internet?  Illusions  of  a  borderless  world  (Oxford  university  Press). 


Hooking  Up 


A  cartel  of  mobile  phone  companies  controls  innovation  on  our  wireless  networks. 

It's  time  for  government  to  step  in. 


LET'S  SAY  YOU'RE  AN  ENTREPRE- 
neur  who  has  an  idea  to  build  a 
wireless  fob  that  finds  your  keys 
even  if  you  left  them  in  Virginia 
or  Barcelona.  Or  say  you  want  to 
design  a  refrigerator  that  transmits 
a  signal  to  Safeway,  instructing  it  to 
deliver  a  gallon  of  milk  every  time 
you're  running  low.  To  enter  the 
market  you  will  have  to  turn  to  one 
of  the  four  mobile  phone  carriers 
that  today  exercise  an  oligopoly 
over  wireless  device  communica- 
tions: Verizon  Wireless,  AT&T, 
Sprint  and  T- Mobile. 

Good  luck.  Get  ready  for  an 
endless  set  of  hurdles,  including 
lengthy  trials,  revenue  sharing  and 
demands  to  cripple  or  modify  fea- 
tures, without  any  guarantee  of  final 
approval.  All  that  before  your  fob  or 
fridge  can  transmit  a  tiny  signal.  In 
practice,  many  innovative  devices 
never  reach  the  market.  The  Big 
Four  tend  to  approve  only  estab- 
lished partners  whose  devices  fit  their  business  plans,  which  is  why 
we  have  yet  to  see  all  those  wireless  devices  that  were  supposed  to 
be  in  our  future. 

The  firms  already  control  what  phones  or  devices  reach 
Americans;  95%  of  cell  phones  are  sold  by  the  wireless  carriers 
themselves.  They  strictly  control  phone  design,  blocking  features 
that  might  threaten  their  revenue,  like  timers  that  keep  track  of 
how  many  minutes  you've  used  each  month.  The  carriers  have 
also  crippled  or  blocked  alternative  means  of  connecting  wire- 
lessly,  like  Bluetooth  and  Wi-Fi,  because  they  want  you  to  burn 
up  minutes  on  their  networks  and  charge  extra  fees. 

The  good  news  is  that  the  federal  government  will  soon  have 
a  chance  to  change  all  that  and  throw  open  America's  airwaves  to 
innovation  and  entrepreneurship.  It  will  come  in  the  form  of  an 
auction,  within  the  next  year,  of  the  few  remaining  pieces  of  a 
precious  national  resource— licenses  to  the  nations  wireless 
spectrum.  This  particular  chunk  of  spectrum  is  becoming 
available  because  TV  stations  must  stop  using  it  to  broadcast  old- 
fashioned  analog  television  by  February  2009. 

That's  why  this  year's  auction  is  so  important.  The  Federal 


Consumers  should  have  the 

right  to  attach  any  safe 
 device  to  the  airwaves.  


Communications  Commission  will 
soon  deliver  an  initial  set  of  rules 
to  govern  the  spectrum  auction. 
What's  needed  to  spur  innovation  is 
a  simple  requirement:  that  any  win- 
ner of  the  auction  respect  a  rule 
that  gives  consumers  the  right  to 
attach  any  safe  device  (meaning  it 
does  no  harm)  to  the  wireless  net- 
work that  uses  that  spectrum.  It's 
called  the  Cellular  Carterfone  rule, 
after  a  1968  decision  by  the  FCC  in 
a  case  brought  by  a  company  called 
Carter  Electronics  that  wanted  to 
attach  a  shortwave  radio  to  AT&T's 
network.  That  decision  resulted  in 
the  creation  of  the  standard  phone 
jack.  Applying  the  Carterfone  rule 
to  the  next  spectrum  auction  would 
ensure  that  our  key  fob  designer 
need  only  look  up  standard  techni- 
cal specifications  and  then  build 
and  sell  his  device  directly  to  the 
consumer.  The  tiny  amounts  of 
bandwidth  the  fob  used  would 
show  up  on  the  consumers  wireless  bill. 

The  right  to  attach  is  a  simple  concept,  and  it  has  worked 
powerfully  in  other  markets.  For  example,  in  the  wired  telephone 
world  Carterfone  rules  are  what  made  it  possible  to  market 
answering  machines,  fax  machines  and  the  modems  that  sparked 
the  Internet  revolution. 

Attachment  rights  can  break  open  markets  that  might  other- 
wise be  controlled  by  dominant  gatekeepers.  Longshot  companies 
like  Ebay  or  YouTube  might  never  have  been  born  had  they  first 
needed  the  approval  of  a  risk-averse  company  like  AT&T.  If 
you've  invented  a  new  toaster,  you  don't  have  to  get  approval  from 
the  electric  company.  Consumers  decide  how  good  your  product 
is,  not  some  gatekeeper. 

But  who  has  the  political  courage  to  push  such  ideas?  To  date, 
House  Representatives  Edward  Markey  (D-Mass.)  and  John 
Dingell  (D-Mich.)  have  taken  the  lead  in  Congress  by  holding 
hearings  on  the  issue.  John  McCain  is  the  only  presidential  can- 
didate so  far  to  take  a  serious  interest.  Others  should  take  notice. 
If  America's  reputation  as  the  world's  leading  innovator  is  to  be 
sustained,  we  need  to  get  wireless  policy  right.  F 
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INDEPENDENTLY  IMPRESSIVE. 
TOGETHER,  EXTRAORDINARY. 


At  Legg  Mason,  we've  assembled  experienced  investment  firms  and  empowered  each  of  them 
with  the  tools,  the  resources  and,  most  importantly,  the  independence  to  pursue  the  strategies 
they  know  best.  Through  this  unique  and  extraordinary  structure,  we  offer  a  broad  range 
of  expertise  for  individual  investors,  and  it's  made  us  a  world  leader  in  money  management* 
Talk  to  your  financial  advisor  or  visit  www.leggmason.com  and  discover  today's  Legg  Mason. 


WESTERN  ASSET 

CLEARBRIDGE  ADVISORS 

LEGG  MASON  CAPITAL  MANAGEMENT 

BRANDYWINE  GLOBAL 

ROYCE  &  ASSOCIATES 

PERMAL 

BATTERYMARCH 

BUILT  TO  WIN 

LEGG 
MASON 

*Ranked  fifth-largest  money  manager  in  2006,  according  to  Pensions  &  Investments  based  on  12/31/05  assets  under  management.  ©2007  Legg  Mason  Investor  Services.  LLC.  Member  NASD,  SIPC. 
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Follow-Through 


tion  has  proved  tough  to  realize  in  UBS' 
American  operations.  Having  racked  up 
$124  million  in  losses  on  bad  subprime 
loan  bets,  UBS  announced  in  May  that  it 
would  shutter  an  in-house  hedge  fund, 
Dillon  Read  Capital  Management.  That 
news  follows  the  recent  exit  of  several 
execs,  including  investment  banking  pres- 
ident Kenneth  Moelis.  UBS  shares  dipped 
3%  in  early  May,  but  overall  the  bank  has 
made  a  strong  showing  since  our  story, 
with  shares  rising  85%  to  a  recent  $63. 

— Susan  Adams 

NOVEMBER  29,  2004 

Brilliant  Cut 

We  profiled  maverick  jewelry  merchant 
Mark  Vadon,  founder  of  online  diamond 
retailer  Blue  Nile.  Vadon,  then  34,  vowed 
to  challenge  the  likes  of  Tiffany  &  Co. 
by  hawking  his  engagement  rings  on  the 
Internet  for  40%  less  per  carat  than  lux- 
ury brand  retailers.  In  May  Seattle's  Blue 


1  8-wheel  air  freshener 


Mutual 
Satisfaction 

Two  years  ago  we  singled  out  T.  Rowe 
Price,  the  unsung  low-cost  mutual  fund 
house.  Tucked  away  in  graceful,  tradi- 
tion-minded Baltimore,  the  company 
had  built  itself  into  the  nation's  third- 
largest  marketer  of  no-load  funds,  quietly 
powering  through  the  ,  m>eba<*J 
dark  days  of  the  bear  gg9£SS 
market  as  it  scored  ever 
stronger  returns.  T.  Rowe 
recently  announced  a  boffo 
first-quarter  earnings  rise 
of  21%,  as  demand  grew 
and  assets  under  manage- 
ment hit  $350  billion,  up  48% 
since  our  story.  Revenues 
have  climbed  25%  to  $1.6  bil- 
lion, while  shares  are  trading 


at  $50,  up  67%  since  we  wrote  about  the 
company.  The  firm  has  focused  mainly  on 
American  clients,  but  in  November  the 
Chinese  government  chose  T.  Rowe  to 
help  manage  the  country's  U.S.  pension 
investments. ' 

—Michael  Maiello 

SEPTEMBER  20,  2004 


You  and  Us? 


Swiss  giant  UBS  was  showing 
its  mettle  on  Wall  Street  three 
years  ago,  becoming  the  first 
non-American  bank  to  stake 
a  claim  in  a  realm  previ- 
ously dominated  by  Amer- 
ican firms.  After  buying 
PaineWebber  in  2000  for 
$11.8  billion,  UBS  Chair- 
man Marcel  Ospel  told 
FORBES,  "We  want  to  be 
number  one  in  global 
investment  banking."  That  ambi- 


THINK 


Hard  rocker:  Mark  Vadon  and  his  wares. 


Nile  made  a  triumphant  announcement. 
The  company  bested  Tiffany's  U.S.  sales 
of  engagement  rings  and  wedding  bands 
for  the  first  time,  selling  $197  million 
worth  in  the  last  year,  compared  with 
Tiffany's  $186  million.  Blue  Nile's  stock, 
at  $54  a  share,  has  risen  94%  since 
our  story. 

— Victoria  Murphy  Barret 


APi»IL  23,  2007 

No  Objections  From 
This  Client 

Hedge  funds  were  trying  to  bust  up  Loral 
Vice  Chairman  Mark  Rachesky's  $300  mil- 
lion purchase  of  heavily  discounted 
convertible  preferred  Loral  stock.  Calling 
it  a  sweetheart  deal,  the  plaintiffs  sued 
Rachesky  in  Delaware,  only  to  discover  the 
very  next  day  that  Loral  had  settled  a  similar 
suit  in  New  York,  potentially  ending  all  such 
litigation.  Delaware  Chancery  Judge  Leo 
Strine  was  skeptical  of  the  New  York  settle- 
ment, and  with  good  reason:  Turns  out  the 
lawyers  who  negotiated  it,  Faruqi  &  Faruqi, 
did  so  on  behalf  of  a  woman  who'd  been 
dead  for  four  months.  Faruqi  &  Faruqi 
declines  comment,  as  does  Loral.  Critics  of 
such  class  actions  say  these  suits  often  fea- 
ture figurehead  plaintiffs  who  don't  partici- 
pate in  the  case.  This  seems  to  be  taking  it  to 
an  extreme.  — Daniel  Fisher 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  | 
MARCH  18,  1922 

Rockefeller's  Wisdom  John  D. 

Rockefeller  once  remarked  that  young 
men  nowadays  were  too  eager  to  have 
things  given  them.  He  added,  "The 
best  way  to  get  a  share  of  the  profits  is 
to  save  your  own  money  and  then  buy 
some  of  the  shares  of  the  company 
you  work  for.  Pay  for  what  you  get." 

25  YEARS  AGO  IN  FORBES  | 
MAY  10,  1982 

Forget  it,  Rupert!  could  a 

potential  acquirer  charm  or  cajole  his 
way  into  a  large  block  of  Dow  Jones 
shares?  Rupert  Murdoch,  forget  it.  The 
Bancroft  stock  is  held  in  a  maze  of 
interlocking  trusts.  SEC  documents,  for 
example,  list  Jane  Cook  as  a  participant 
in  at  least  1 5  trusts.  Everything  is  set 
up  to  preserve  family  control  and — 
intentionally  or  not— to  eliminate  the 
possibility  of  a  takeover. 


PERILS  OF  PUBLISHING 


Entrenched  No  More 

Family-controlled  companies  used  to  be  a  genteel  way  to  do  business. 
But  the  bruising  takeover  battles  at  Dow  Jones  and  Cablevision  may  signal 

an  end  to  that  |  By  Neil  Weinberg 


THE  IRONY  COULD  HARDLY  BE 
greater.  Dow  Jones  &  Co.,  pub- 
lisher of  the  Wall  Street  Journal, 
the  daily  diary  of  American  cap- 
italism, is  structured  to  keep  it 
from  ever  falling  into  the  hands  of  capital- 
ists like  Rupert  Murdoch,  who  last  month  of- 
fered $5  billion  for  the  company.  Instead, 
Dow  Jones  is  controlled  by  the  Bancroft  fam- 
ily, whose  supervoting  shares  are  supposed 
to  ensure  the  firm  is  run  like  a  public  trust 
that  forever  puts  journalism  ahead  of  pecu- 
niary interests. 

A  private  piggy  bank  is  more  like  it. 
Dow  Jones  last  year  distributed  54%  of 
earnings,  or  $83  million,  to  the  Bancrofts 
and  lesser  shareholders  in  dividends, 
nearly  double  the  S&P  500  average  payout 
ratio.  This  at  a  time  when  the  Journal  was 
slashing  its  news  hole  10%  to  save  money 
and  stockholders  were  suffering  yet 
another  dismal  year.  Dow  Jones  is  "not 
constrained  by  our  dividend"  from  invest- 
ing in  its  businesses,  a  spokesman  says. 

When  it  comes  to  financial  under- 
performance,  Dow  Jones  has  plenty  of 
company  among  firms  with  second-class 
investors.  All  told,  362  companies,  or  6% 
of  those  publicly  held,  list  dual  share 
classes.  Typically,  their  A-class  stock  enti- 
ties owners  to  one  vote  per  share  while  B- 
class  bestows  ten  votes. 

Some  dual-class  companies  perform 
well,  like  Google.  But  with  B-share  hold- 
ers calling  the  shots,  such  firms  tend 
to  underinvest,  leading  to  lower 
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sales  growth  and  valuations  than  with  sin- 
gle-share-class firms,  according  to  a  study  by 
Harvard  Business  School's  Paul  Gompers, 
Stanford's  Joy  Ishii  and  Wharton's  Andrew 
Metrick.  "Entrenched  management  may  be 
immune  to  career  concerns,"  write  the  au- 
thors. "The  other  forms  of  anti-takeover  pro- 
tection— poison  pills,  staggered  boards, 
golden  parachutes — are  no  match  for  the 
power  of  dual-class  stock." 

Do  a  correlation.  The  more  a  family's 
voting  power  exceeds  its  ownership,  the 
more  a  company's  stock  price  suffers,  Har- 
vard's Belen  Villalonga  has  found.  At  Dow 
Jones  the  Bancrofts  control  64%  of  the 
votes  versus  25%  of  the  stock,  which 
translates  into  a  26%  reduction  from 
what  the  company  would  be  worth 
with  a  single  class  of  stock,  she 
estimates. 

Lately  shareholder  revolts  have  tar-  1 
geted  dual  share  classes — especially  in  1 
the  media.  Its  ruling  families  have  a  long  " 
history  of  issuing  themselves  supervoting 
shares,  either  because  their  oligopoly  power 
has  simply  enabled  them  to  do  so 
or  by  invoking  the 
need  to  defend 
the  fourth  aj| 
estate. 


When  a  Morgan  Stanley  analyst  recently 
began  agitating  for  change  at  the  New  York 
Times  Co.,  Chairman  Arthur  Sulzberger  Jr. 
defended  his  family's  supervoting  power  by 
claiming  the  nations  three  preeminent  news- 
papers— the  New  York  Times,  the  Wall  Street 
Journal  and  the  Washington  Post — owe  their 
journalistic  greatness  to  control  by  families 
like  his.  Unimpressed  investors  withheld  42% 
of  votes  for  company  directors  in  protest. 

"We  believe  in  one  share,  one  vote,  and 
if  all  we  get  back  are  bromides  about  the  need 
to  preserve  journalistic  integrity,  we  think  the 
burden  is  on  the  company 
to  prove  its  model 
maximizes  share- 
holder value," 
says  Christo- 
pher Young,  of 
proxy  adviser 
Institutional 

Rupert  Murdoch: 
forcing  a 
cloistered  Dow 
Jones  to  face  up 
to  unprofitable 
ways. 
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A  Field  Guide 
to  Low-Cost  Investing 


The  perfect  guide  for  investors 
who  believe  that  every  choice 
in  a  diversified  portfolio 
should  be  a  low -cost  choice 


Explore  all  your  choices  at  www.vanguard.com/fieldguide 


Connect  with  us*  >  800-871-3891 


Vanguard* 
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Shareholder  Services. 

The  good  news  for 
outsiders  is  that,  in  an  era 
when  doing  wrong  by 
holders  has  led  execs  to  jail, 

r~T$p%    suivrvoting  shares  no 
'f  longer  afford  founders 
'   carte  blanche.  Cablevision 
K    ^Hj          is  .1  prime  example. 

The  founding  Dolan 
family  has  been  trying  to 
take  the  cable  provider  pri- 
vate since  last  October.  On 
paper,  its  control  of  70%  of 
the  votes  should  make  the 
transaction  a  breeze.  Yet  its 
offers  were  rejected  twice 
by  Cablevision's  board.  So  last  month  the 
Dolans  resorted  to  a  more  desperate  tactic  to 
win  approval  for  their  latest,  $36.26-per-share 
bid:  It  will  go  through  only  if  a  "majority  of 
minority"  investors  sign  off.  Such  scrutiny, 
presumably,  was  not  the  Dolans  first  choice 
but  rather  the  only  way  the  family  could  get 
Cablevision's  board  to  go  along  (Cablevision 
and  its  directors  declined  comment). 

"The  board  is  under  pressure  to  affirm 
something  it  has  doubts  about,  so  it  punted 


Facing 

no-confidence 
votes:  Cable- 
vision's  James 
Dolan  and  the 
Times'  Arthur 
Sulzberger  Jr. 


to  shareholders,"  says  John  Line- 
han,  portfolio  manager  of  the  T. 
Rowe  Price  Value  Fund,  which 
owns  1.6  million  Class  A  Cable- 
vision  shares.  "The  Dolans  are 
trying  to  steal  this  company 
from  under  our  noses  now  that 
it's  about  to  reap  the  cash  flow 
from  the  heavy  investment  it  did 
on  the  public's  nickel." 

At  least  the  families  who  run 
Cablevision  and  the  New  York 
Times  Co.  can  say  their  outside 
shareholders  knew  what  they 
were  buying  into.  Not  so  the  Ban- 
crofts at  Dow  Jones.  In  1984  they 
used  controversial  legal  maneu- 
vers to  steal  away  voting  control  from  outsiders 
whod  originally  bought  into  a  one-share,  one- 
vote  structure.  Then  in  2005  the  Bancrofts  got 
then  chief  executive  Peter  Kann  and  their  other 
board  cronies  to  approve  a  plan  under  which 
the  family  can  sell  more  than  half  of  its  super- 
voting  shares  and  still  control  Dow  Jones. 

Rupert  Murdoch,  whose  family  has  con- 
trolled News  Corp.  through  supervoting 
shares  since  2004  (and  which  has  business 
ties  to  FORBES),  is  hardly  corporate  gover- 


All  in  the  Family 


Family-run  newspapers  are  often  a  better  read 
than  they  are  an  investment. 
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nance  buffs'  ideal  buyout  candidate.  But  at 
least  his  firm  has  done  well  by  shareholders, 
returning  11%  a  year  (not  counting  divi- 
dends) since  News  Corp.'s  1986  offering, 
versus  9%  for  the  S&P  500. 

Since  the  1984  power  grab  by  the 
Bancrofts,  Dow  Jones  has  been  gaining  at  a 
compound  annual  4%  rate,  to  the  market's 
10%.  Bromides  aside,  it's  hard  to  print  great 
news  when  you  don't  earn  the  returns 
needed  to  invest  in  it.  F 


Backseat  Driver  Jerry  Flint 


Rebirth 


Chrysler  might  surprise  skeptics  of  private  equity. 


CHRYSLER  IS  BORN  AGAIN  AND 
there's  no  reason  it  shouldn't  be  a  rous- 
ing success — if  the  new  managers 
know  what  they  are  doing.  Knowing  what  you 
are  doing  has  been  a  scarce  commodity  in 
Detroit,  as  evidenced  by  the  fact  that  Gen- 
eral Motors  and  Ford  managements  have  lost 
a  third  of  their  market  shares  in  recent  years. 
Chrysler  has  done  better 
but  has  blundered,  too, 
failing,  for  instance,  to  cut 
production  when  sales 
fell  last  spring.  And  then 
it  decided  to  kill  the  FT 
Cruiser,  a  successful  car. 
But  as  car  companies 


go,  Chrysler  isn't  in  bad  shape.  North  Amer- 
ican production  (926,000  vehicles)  matches 
the  figure  from  last  year.  The  Chrysler  and 
Dodge  sales  declines  are  modest,  while  Jeep 
sales  are  running  10%  ahead  of  last  year, 
thanks  to  the  success  of  the  new  four-door 
Wrangler.  But  these  numbers  hide  the  big 
problems:  that  the  sales  are  held  up  by  thou- 
sands of  dollars  of  incen- 
tives per  vehicle  and 
heavy  sales  at  giveaway 
prices  to  fleet  customers. 

What  Chrysler  fans 
and  workers  fear  is  that 
the  buyer,  Cerberus  Cap- 
I  ital  Management,  plans 


to  break  up  the  company  and  sell  off  the  good 
pieces,  meaning  Jeep  and  the  minivan  busi- 
ness, or  chop  costs  ruthlessly,  shutting  facto- 
ries and  firing  workers. 

Anything's  possible,  but  there's  no  sign  of 
this  kind  of  thinking  here.  The  best  evidence 
is  that  the  new  owners  hired  Wolfgang  Bern- 
hard,  a  first-rate  car  guy  who  was  number  two 
on  the  Daimler  team  that  turned  Chrysler 
around  a  few  years  ago  and  the  man  who  gets 
credit  for  the  successful  Chrysler  300  sedan. 
He  went  over  to  Volkswagen  in  Germany  and 
was  running  the  big  VW  division  but  left  in 
a  corporate  shake-up.  Wolfman  wouldn't  have 
come  back  to  Chrysler  to  sell  off  the  pieces; 
he's  a  builder,  not  a  vulture. 

That's  what  Chrysler  needs  now:  growth, 
not  shrinkage,  new  products  that  push  up 
sales  and  market  share,  not  more  plant  clos- 
ings. It's  the  best  way  to  deal  with  those 
legacy  costs.  It  wasn't  that  long  ago  that 
Chrysler  was  earning  $3  billion  a  year  after 
taxes.  And,  by  jingo,  it  will  be  good  to  know 
that  the  red,  white  and  blue  is  really  flying 
over  Chrysler  again.  F 
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BROADENING  PERSPECTIVES 


people  who  want 
to  expand  their 
investment  options 


people  who  want 
to  expand 
their  horizons 


If  you  want  to  optimize  the  numbers  in  your  investment  portfolio  -  and  maximize  the  number  of  stamps  in  your 
passport  -  Northern  Trust  will  help  get  you  there.  Our  investment  approach  starts  with  strategic  asset  allocation  and 
includes  multifaceted  solutions  such  as  alternative  investments,  enhanced  indexing  and  multi-manager  programs. 
As  one  of  the  world's  largest  asset  mcnagers,  our  clients  look  to  us  to  deliver  a  comprehensive  investment  program 
that  drives  their  overall  financial  plan.  So  you  can  expand  your  portfolio  as  well  as  your  horizons.  To  learn  more  about 
our  investment  solutions,  call  800-468-2352  or  visit  northerntrust.com. 
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THE  CLEMENS  TREND 


Retire  Like  Roger 

The  Yankee  pitcher  isn't  the  only  one  throwing 
career  curveballs  |  By  Janet  Novack 


rising  (see  chart).  In  2004,  for  instance,  44% 
of  those  ages  65  to  69,  and  25%  of  those  70 
to  74,  reported  income  from  work,  accord- 
ing to  the  Social  Security  Administration. 
The  trend  got  a  boost  in  2000  when  Con- 
gress eliminated  financial  penalties  for 
Social  Security  recipients  who  continue  to 
work  past  65. 

Given  the  problem  of  financing  the 
boomers'  retirement,  politicians  are  under- 
standably eager  to  encourage  this  trend. 
Last  summer  Congress  made  it  easier  for 
employers  to  pay  a  62-plus  worker  his  pen- 
sion while  keeping  him  on  the  payroll  full- 
or  part-time.  In  the  past  the  law  gave 
workers  an  incentive  to  retire  from  one 
company,  collect  a  pension  from  there  and 
then  go  to  work  elsewhere. 

The  change  could  bode  well  for 
retirees'  earning  power.  In  a  Vanguard  sur- 
vey, only  a  third  of  the  semiretired  had 
stayed  with  their  current  employer,  even 
though  more  of  those  planning  partial 
retirement  expressed  a  desire  to  do  so.  But 
many  older  folks  will  find  that  just  like 
Clemens,  they  "have  additional  value  with 
an  employer  they  have  a  history  with," 
Ameriks  says.  F 

DEBT  INSECURITIES 


1 0  All  Americans,  65  and  older 

Source:  Employee  Benefit  Research  Institute. 
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Easy  Money 

As  the  housing  market  sinks,  billions  and  billions  are 
still  going  into  risky  mortgages.  Who's  minding  the 
bank?  By  Nathan  Vardi 


HE'S  BACK  AT  WORK  AGAIN,  AFTER  A 
period  of  on-and-off  retirement  and 
working  part-time.  Turns  out  that 
pitcher  Roger  Clemens,  who  was  just  rehired 
by  the  New  York  Yankees  at  a  $28  million 
salary  (prorated),  has  taken  a  surprisingly 
common  path  in  retiring,  returning  to  work 
and  then  scaling  back  to  a  part-season 
contract. 

"The  conventional  model  of  work, 
work,  work  and  then  just  quit,  doesn't  fit 
most  people,"  says  John  Ameriks,  an  econ- 
omist with  the  Vanguard  Group. 

A  new  study  by  two  academics  found 
that  30%  of  those  who  had  partly  retired 
between  1992  and  2002  later  went  back  to 
work  full-time  and  25%  who  had  fully 
retired  in  that  period  went  back  full-  or 
part-time. 

"We  had  no  idea  it  was  so  prevalent," 
marvels  Sewin  Chan  of  New  York  Univer- 
sity, who  did  the  study  with  Ann  Huff 
Stevens  of  University  of  California,  Davis. 
Chan  is  still  analyzing  what  drives  folks 
back  to  work — boredom  or  financial  need, 
for  example. 

For  a  decade  the  share  of  older  folks' 
income  derived  from  working  has  been 


BRYAN  ZWAN,  ENTREPRENEUR  AND 
prominent  donor  to  the  Church  of  Sci- 
entology, is  now  dealing  in  collateral- 
ized debt  obligations.  CDOs  have  helped  fuel 
the  boom  in  housing  and  are  backed  by  junk 


Back  in  the  Game 

Americans  65  and  older  get  a  growing 
share  of  total  income  from  paid  work. 
Among  better-off  seniors,  work  pro- 
duces 39  cents  of  every  income  dollar. 

40%  .  . 

Higher-income  seniors  (top  20%)^ 

30   


bonds,  leveraged  loans,  asset-backed  securi- 
ties (like  mortgages),  credit  default  swaps — 
and  who  knows  what  else.  Zwan's  particular 
group,  Forge  ABS  of  Tampa,  Fla.,  intends  to 
invest  half  the  $1.5  billion  it  recently  raised 


Scientologist, 
scientist  and 
CDO  investor: 
Bryan  Zwan. 
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in  CDOs  and  subprime  debt. 

You  won't  find  Zwan  mentioned  on 
Forges  Web  site.  And  you  won't  see  his  name 
anywhere  in  the  88-page  information  sheet 
that  Merrill  Lynch,  which  underwrote  the  pri- 
vate offering,  prepared  for  investors — even 
though  he  put  up  the  money  to  launch  Forge. 
Zwan  is  a  "passive  investor  who  has  no  in- 
volvement in  Forges  management,"  says  his 
lawyer.  Zwan  is  also  chairman  of  Digital 
Lightwave,  a  Clearwater,  Fla.  outfit  that  tests 
fiber-optic  networks  and  whose  shares,  once 
trading  at  $139,  now  change  hands  at  18 
cents.  In  2001  Zwan,  without  admitting  or 
denying  wrongdoing,  agreed  to  pay  $10,000 
to  settle  Securities  &  Exchange  Commission 
fraud  charges  of  having  booked  bogus  sales. 

"There  are  a  lot  of  CDO  managers  out 
there  that  are  just  two  guys  and  a  Bloomberg 
terminal,"  says  Brett  Graham,  chief  invest- 


ment officer  at  Vertical  Capital,  a  Manhat- 
tan CDO  manager.  Many  folks  running  such 
shops,  he  says,  "don't  have  the  infrastructure 
to  support  a  difficult  credit  market,"  where 
loan  defaults  are  soaring. 

CDOs  once  swirled  in  the  backwaters  of 
Wall  Street.  Now,  thanks  to  years  of  cheap 
and  easy  credit,  they're  a  hot  ticket:  Last 
year  they  raised  $550  billion,  triple  the 
amount  in  2004,  much  of  it  to  fund  sub- 
prime  mortgages.  Easy  to  see  the  attraction 
to  the  hundreds  of  hedge  funds,  buyout 
shops  and  guys  like  Zwan  who've  jumped 
in — typical  management  fees  of  0.2%  a 
year  ($3  million  on  a  $1.5  billion  portfolio) 
plus  20%  of  profits  on  the  equity  tranche  of 
a  securities  pool.  But  no  one  has  been  in 
this  game  long  enough  to  have  survived  a 
typhoon  in  the  subprime  market. 

Even  as  the  housing  market  is  swooning, 


Andrew  Stone  is  trying  to  launch  a  couple 
of  CDOs  to  raise  $1.6  billion.  That's  on  top 
of  the  $2.2  billion  in  CDOs  he  manages  for 
his  Petra  Capital  of  New  York  City.  His 
resume:  In  the  1990s  he  headed  the  real 
estate  lending  unit  at  Credit  Suisse  First 
Boston.  He  made  lucrative  and  risky  com- 
mercial mortgage  loans,  earning  $2.2  billion 
for  the  investment  bank  and  reportedly  $  100 
million  for  himself.  But  Stone  left  CSFB  amid 
controversy  when  his  division  hit  losses. 

When  it  comes  to  CDO  managers,  how 
can  you  separate  the  sheep  from  the  goats? 
Don't  ask  the  ratings  agencies.  Fitch  is  the  only 
such  firm  to  rank  them — but  it  will  do  so  only 
if  the  managers  give  their  permission.  Not 
surprisingly,  few  do.  Of  130  candidates  Fitch 
reviewed,  only  46  said  okay.  Most  telling,  says 
Fitch  Senior  Director  Vincent  Matsui:  "We 
do  no  due  diligence."  F 


Nightmare  at  30,000  Feet 

There's  no  such  thing  as  a  free  lunch — especially  on  Skybus  Airlines,  a  carrier  starting  service  in  late  May.  Sure,  you  can 
get  a  $10  fare  to  travel  one  way  from  Columbus,  Ohio  to  such  cities  as  Los  Angeles,  Fort  Lauderdale  and  Boston. 

But  you'll  pay  in  peace  and  quiet  Skybus  flight  attendants  will  be  hawking  not  only  food  and  water  but  also  such  sun- 
dries as  suntan  lotion  and  jewelry  to  an  extremely  captive  market  And  the  attendants  will  have  incentives  aplenty  to  tap 
you  on  the  shoulder.  Paid  only  $9  an  hour,  or  $16,000  a  year,  they'll  get  a  10%  commission  on  any  merchandise  sold  in 
this  flying  souk.  (Pilots,  paid  $75,000,  don't  get  a  cut,  but  we  can  only  imagine  the  infomercial-like  announcements.) 

"If  the  flight  attendants  could  sell  real  estate  onboard,  we  would  do  it,"  jokes  Skybus  Chief  Executive  William 
Diffenderffer,  56,  who  says  the  list  of  items  for  sale  is  going  to  get  longer. 

Skybus  is  a  knockoff  of  Irish  ultradiscounter  Ryanair.  Every  Skybus  flight  has  at  least  ten  seats  priced  at  $10.  Fares  go 
up  after  that,  averaging  half  that  of  competitors! 

Low  fares  demand  spartan  operations.  There  are  no  phone  numbers  to  call  and 
,  K  jttlfe  ^ew  empl°yees-  If  you  want  to  complain,  use  e-mail  or  go  to 

Lw^^^^HK  ^HM^^^^^^^H^H    ^e  ^T301"1-  Flights  can  be  booked  only  on  Skybus'  Internet 

site.  Airport  kiosks  are  used  for  check-in.  Fliers  pay  for 
everything:  $5  per  bag  to  check  two  bags,  $10  for  priority 
boarding,  $10  to  buy  a  pillow  or  blanket. 

And  Diffenderffer  will  turn  his  18  Airbus  A3 19  jets  (by 
the  end  of  2008)  into  advertisements  you  can't  miss.  Compa- 
nies such  as  insurer  Nationwide  will  pay  $500,000  annually 
to  paste  messages  on  the  jet's  outside,  interior  lavatory  doors, 
seat-back  trays,  bulkheads  and  overhead  storage  containers. 

Diffenderffer  figures  Skybus  can  generate  up  to  15%  of  its 
revenue  through  advertising  and  in-flight  sales.  That  will  no 
doubt  please  his  backers  (Fidelity,  Morgan  Stanley  and  Julian 
Robertsons  Tiger  Management),  who  chipped  in  $160  mil- 
lion. The  sleepy  flier  is  another  matter.  — Mark  Tatge 
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You  can  get  f  on 


Q&A 


Miss 
Havisham, 
Call  Your 
Agent 

Ouch,  here  comes  yet  another 
blow  to  the  notion  of  marriage  as 
romance.  First  there  was  the  legal- 
istic prenuptial  agreement  to  pro- 
tect assets.  Now  Fireman's  Fund  is 
offering  a  "change  of  heart"  insur- 
ance policy  to  protect  against  the 
runaway  bride/groom  syndrome 
It  costs  just  $26  and  covers  up  to 
$25,000  in  expenses  and  deposits 
for  such  festivities  as  the  rehearsal 
dinner  and  the  reception. 

Fireman's,  like  other  insurers, 
already  offered  insurance  against 
wedding  cancelations  due  to 
weather  and  the  like.  But  the 
company  sa^-s  it  got  lots  of  inquiries 
for  a  change-of-heart  rider  after 
Jennifer  Wilbanks  famously 
ditched  her  fiance  two  years  ago, 
claiming  she  was  abducted 

Brides  and  grooms  can't  buy  the 
rider,  only  interested  parties,  like 
parents  (and,  really,  who  knows 
better  if  a  kid  has  cold  feet?).  There 
are  2.4  million  weddings  in  the  U.S. 
each  year.  Maybe  10,000  get  called 
off,  says  wedding  Web  site 
The  Knot  —  Carrie  Coolidge 


God  Is  in  the  T  Bills 


"Money  is  the' answer  to  everything,"  writes  BISHOP  T.D.  JAKES,  the  man  Time  magazine 
once  named  "America's  Best  Preacher"  In  Reposition  Yourself,  his  25th  and  newest  book,  Jakes, 
49,  offers  a  scripture-filled  guide  to  financial  and  spiritual  empowerment.  (Tip:  More  money 
allows  you  to  enjoy  the  nonmaterial  aspects  of  life.)  The  book  mirrors  his  two  sides:  fervent 
preacher,  ferocious  capitalist.  It's  a  combination  that  tends  to  draw  criticism  from  those  who 
think  that  a  preacher  shouldn't  have  worldly  ambitions.  The  senior  pastor  at  the  Potter's  House, 
a  Dallas  church  with  30,000  members  and  dozens  of  ministry  operations,  he  multitasks  as  head 
of  the  for-profit  TD}  Enterprises,  which  produces  inspirational  books,  movies,  music  and  Web 
services.  His  books  have  sold  7  million  copies.  He  coproduced  and  starred  in  Woman,  Thou 
Art  Loosed,  about  an  abused  woman's  struggles.  The  2004  movie  did  $7  million  at  the  box 
office.  He  spoke  to  FORBES  'Jason  Storbakken. 


FORBES:  Do  you  plan  to 
make  more  movies? 
Jakes:  After  Woman,  Thou 
Art  Loosed,  Michael  Lynton, 
who  is  the  president  of 
Sony  Pictures,  called  me, 
and  we've  now  engaged  in 
a  deal  to  do  nine  more 
movies.  One  of  those 
movies,  which  is  called  "Not 
Easily  Broken,"  is  based  on 
a  novel  that  I  wrote.  We're 
pretty  close  to  signing  Jada 
Pinkett  to  playing  a  role  in 
that  movie. 

FORBES:  But  Hollywood  is  a 
den  of  sin. 

Jakes:  It's  true  that  Holly- 
wood is  one  of  the  ways  that 
sordid  messages  have  been 
conveyed.  Still,  we  must  be 
careful  not  to  think  that  the  medium  is  bad 
just  because  the  previous  messages  have 
sometimes  been  perverse. 
FORBES:  What  got  you  interested  in 
business? 

Jakes:  My  parents  were  very  entrepreneur- 
ial. My  father  started  a  janitorial  service  with 
a  mop  and  a  bucket,  and  he  ended  up  with 
52  employees.  My  mother  dabbled  in  real 
estate.  I  grew  up  in  a  house  where  they  were 
always  talking  about  business. 
FORBES:  How  do  you  use  business  to 
preach  to  wrongdoers? 
Jakes:  You  cannot  share  the  Gospel  with 
somebody  who  is  a  convict,  a  drug  dealer  or 
a  prostitute  because  when  you  share  the 


Gospel  you  actually  put  them  out  of  business. 
You  have  to  teach  them  how  to  operate  a 
business  that  is  moral  and  Christian -based. 
If  you  lead  them  to  the  Lord  but  leave  them 
grumbling  in  the  street  without  any  eco- 
nomic empowerment  they  ultimately  digress 
back  into  the  hole  they  came  from. 
forbes:  Economic  empowerment?  Is  that 
a  new  way  of  saying  "pile  of  money"? 
Jakes:  This  is  not  a  message  about  how  to 
get  rich,  but  more  aptly  how  to  become 
homeowners,  send  your  children  to  college 
or  afford  appropriate  legal  representation 
when  needed.  It  is  important  not  to  buy  into 
the  myth  that  wealth  guarantees  joy  and 
inner  peace.  F 
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Outfront 

REAL  ESTATE 


Blarney  Bucks 

The  Irish  have  found  their  pot 
of  gold — in  U.S.  real  estate. 

By  Christopher  Steiner 


ranilli  SECOND  CITY 

I  recently  got  a  boost  when 
I  its  finicky  city  council 
approved  plans  for  the  Chicago 
Spire.  The  2,000-foot  twisting 
monster— it  looks  more  like  a 
giant  drill  bit  than  a  150-story 
apartment  dwelling — will  be 
the  tallest  building  in  the  U.S. 
when  completed  in  2010  (and 
worldwide  second  only  to  the 
2,651 -foot  Burj  Dubai,  due  in 
2009).  As  remarkable:  The  Spire 
is  backed  by  Irish  money. 
Shelbourne  Development  of 
Dublin — controlled  by 
billionaire  Garrett  Kelleher,  who 
got  his  start  renovating  ratty 
apartment  buildings  in  Chicago 


in  the  1980s— is  expected  to 
put  up  $450  million  of  the  $1.5 
billion  project;  the  rest  will 
probably  come  from  a  bank. 

Once  the  economic  slag 
pond  of  the  EU,  Ireland  has 
crept  up  the  wealth  ladder.  It 
now  has  the  fifth-highest  per 
capita  income  in  the  world, 
$58,200,  ahead  of  Switzerland 
and  the  U.S.  Next  year,  predicts 
the  International  Monetary 
Fund,  it  will  take  fourth  place. 

Enriched  on  high  technol- 
ogy, low  taxes  and  foreign  in- 
vestment, the  Irish  bid  up  their 
own  country's  real  estate  in  the 
last  ten  years.  The  average 
home  in  Dublin  goes  for 


Erin  go  tall:  the  Chicago  Spire. 

$580,000,  triple  what  it  did 
(inflation-adjusted)  in  1997. 
Now  these  real  estate  owners 
are  starved  for  more.  Affluent 
Irish  keep  50%  or  more  of  their 
assets  in  property,  says  James 
Carroll,  chief  of  Investor  First,  a 
Dublin  real  estate  and  develop- 
ment firm.  "Flistorically,  we 
were  ruled  by  the  British,  so  we 
didn't  own  our  land.  When  we 
finally  got  it,  we  kept  it — and 
wanted  more,"  he  explains. 


American  properties  are  a 
natural  fit  for  the  Irish,  says 
Niamh  Lynch,  director  of 
Boston  College's  Irish  Institute. 
"Even  compared  with  the  rest 
of  the  EU,  the  U.S.,  to  most 
Irish,  is  the  preferred  place  to 
put  their  money' 

By  2006  Ireland  had 
$22  billion  invested  in  the  U.S., 
up  from  $3  billion  in  1994. 
The  pace  has  quickened,  says 
Carroll,  whose  firm  estimates 
the  Irish  will  spend  $10  billion 
on  American  dirt,  steel  and 
concrete  this  year.  Says  Sean 
Cordon,  an  Irish  expat  who 
founded  Chicago  real  estate 
company  Sussex  &  Reilly  and 
who  is  developing  a  300-room 
hotel  in  the  city's  West  Loop: 
"I  now  have  three  Irish  groups 
vying  for  that  project." 

Is  it  smart  to  invest  in  U.S. 
real  estate,  just  as  its  heading 
south?  "This  isn't  like  the  Japan- 
ese money'  says  Cordon.  But 
the  market  is  sure  starting  to 
look  like  New  York's  in  1989.  F 


Palatial  Pieces 


There's  a  new  view  across  from  the  Boston  Public  Gardens 
these  days:  a  white-and-gold  flag  and  an  awning  with  "Taj 
Boston"  emblazoned  across  what,  up  until  January,  was  one 
of  Americas  most  renowned  Ritz-Carltons.  In  San 
Francisco  the  Campton  Place  Hotel  will 
soon  be  redubbed  "Campton  Place,  San 
Francisco,  a  Taj  Hotel." 

Both  are  enterprises  of  Taj  Hotels, 
Resorts  &  Palaces,  an  arm  of  the  Tata 
Group  conglomerate.  Having  started  with 
the  Taj  Mahal  Palace  Hotel  in  1903,  the 
company  now  runs  or  manages  59 
properties  in  India  and  another  17 
elsewhere  on  the  globe.  All  luxury. 

Now  the  chain  is  starting  a  $1  billion 
worldwide  expansion.  In  the  US.  it  is  now 
looking  at  hotels  in  Los  Angeles,  Chicago 
and  Atlanta,  building  on  ;  > properties  in 


■■I 

Boston  tea  party:  Taj  took  over  one  of 
America's  most  famous  Ritz-Carltons. 


Boston  and  San  Francisco  and  its  $45  million  30-year  man- 
agement contract  for  the  Pierre  in  New  York  City. 

The  ambitious  plan  will  bump  up  against  a  tough 
challenge:  Will  an  American  traveler  be  willing  to  pay 

$600  a  night  ($2,500  for  a  luxury  suite) 
for  an  unknown  brand — or  prefer  a  Ritz- 
Carlton  or  Four  Seasons? 

Taj  says  its  customer  base  will  include 
well-heeled,  well-traveled  Indians.  Indian 
trips  to  the  U.S.  rose  by  half  to  345,000  in 
2005  from  1999.  And  Taj  thinks  it  can 
grab  Americans  who've  traveled  to  India 
and  know  the  Taj  name.  As  for  finding 
hotels  here,  Taj  has  its  standards.  Says 
RK.  Krishna  Kumar,  vice  chairman  of  Taj 
Hotels,  with  gentlemanly  disdain:  "We  get 
a  lot  of  offers  for  four-star  hotels  which 
we  haven't  looked  at"      — Megha  Bahree 
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"Retirement  sounds  great. 

its  the  no  more  paycheck 

part  I'm  worried  about." 


S  Prudential 


nvestors  should  consider  the  contract  and  underlying  portfolios'  investment  objectives,  risks,  c! 
xpenses  and  tax  consequences  carefully  before  investing.  1  his  and  other  important  inforrnatior 
i)  the  prospectuses,  which  can  be  obtained  from  your  financial  professional.  You  should  read  th 
icfore  investing. 

ssued  by  Pruco  Life  Insurance  Co.  (in  NY,  Pruco  Life  Insurance  Co.  of  New  Jersey).  Distributor,  iJr 
investment  Management  Services  (member  SIPC).  All  are  Prudential  Financial  companies  and  Iocs 
Jewark,  NJ.  All  guarantees  are  based  on  the  claims-paying  ability  of  the  issuer. 
FS-A131740  Ed.  4/2007 


Outfroni 

DELUXE  DEALS 


Status  Quo  LBO 

Someone's  going  to  make  a  lot  of  money  from 
Neiman  Marcus  without  doing  much. 

By  Chana  R.  Schoenberger 


THE  FASHION  DESIGNER  JOHN  TRUEX 
is  behind  a  glass  display  case  at  the 
Neiman  Marcus  store  in  Beverly 
Hills,  readying  what  must  be  his  line's 
twentieth  trunk  show  there  in  nine  years. 
They're  always  a  smash.  L.A.  stylists  prize 
his  minimalist  luxury  purses,  like  the  new 
handmade  wicker  handbags  with  alligator 
trim.  He  made  only  three  and  sold  two 
the  first  day  for  $895  apiece.  About 
Neiman  Marcus  Truex  swoons,  "It's  one  of 
the  most  elegant  stores  in  L.A.,  with  an 
amazing  team  of  people  who  really  know 
their  clients." 

Little  has  changed  at  Neiman  in  the 
past  two  years,  except  its  balance  sheet  and 
owners.  A  year  and  a  half  ago  Neiman 
Marcus  Group  was  taken  private  in  a 
$5.1  billion  leveraged  buyout  led  by  finan- 
ciers TPG  and  Warburg  Pincus. 


They've  pretty  much  left  it  alone,  but  for 
the  $3.5  billion  in  debt  dumped  onto  the 
balance  sheet.  The  retailer's  glacial  expan- 
sion is  the  same  (two  new  stores  a  year),  the 
bosses  are  the  same  and  merchandise  is 
bought  the  same  way.  An  offshoot  called 
Cusp  has  three  new  stores,  but  they  were  in 
the  works  before  the  new  buyers  showed 
up.  As  were  plans,  still  in  the  offing,  to  begin 
accepting  overseas  orders  online. 

Kelly  Cole,  general  manager  of  the 
Beverly  Hills  store  and  a  Neiman  exec  for 
two  decades,  has  met  his  private  equity 
bosses  only  once,  last  year.  After  dinner 
and  a  store  tour,  their  only  instruction  was 
to  keep  at  it.  The  LBO  guys  pretty  much 
come  in  only  for  board  meetings.  They 
don't  seem  to  be  in  a  hurry  to  deleverage, 
either.  The  company  has  paid  down  only 
$425  million  of  the  borrowings. 


Now  Wall  Street  is  abuzz  that  the 
company  will  go  public  again  (the  com- 
pany has  no  official  comment).  It  would 
be  a  fast  round  trip,  but  the  time  is  quite 
ripe.  April  retail  sales  were  terrible  across 
the  board,  except  for  luxury,  where  spend- 
ing is  defiantly  brisk.  "Once  you've  been 
part  of  the  luxury  experience,  you  don't 
change,"  says  Neiman  Marcus  Chief  Exec- 
utive Burt  Tansky. 

The  company  can  easily  justify  a  mul- 
tiple as  astronomical  as  Saks',  which  has 
gone  from  25  times  earnings  at  the  time  of 
the  Neiman  buyout  to  55  times  now.  The 
multiple  on  the  overall  S&P  retail  index 
has  been  flat.  Neiman  Marcus  earned 
$575  million  before  interest,  taxes,  depre- 
ciation and  amortization  on  $4.3  billion  in 
sales  in  the  last  12  months.  Taken  public 
next  week,  the  company  would  command 
an  enterprise  value  of  perhaps  10  times 
Ebitda.  That  would  make  its  equity  worth 
$2.4  billion  and  give  the  LBO  speculators  a 
60%  return  in  two  years. 

Congratulations  would  be  in  order, 
but  of  what  kind?  It  wasn't  as  if  Neiman 
had  been  some  deeply  undervalued  stock 
that  TPG  and  Warburg  Pincus  were  clever 
enough  to  spot  before  anyone  else.  The 
stock  had  more  than  tripled  in  the  five 
years  prior  to  the  day  in  March  2005  that 
the  board  put  the  company  in  play,  and  it 
went  up  another  26%  by  the  time  the  deal 
closed  seven  months  later.  The  debt  and 
involvement  of  private  equity  was  prima- 
rily a  way  to  cash  out  the  controlling 
shareholders,  the  Smith  family  of  General 
Cinemas,  who  were  eager  to  take  gains. 
"It's  not  as  if  they  couldn't  have  done  this 
themselves,"  says  Alexis  Gold,  a  fixed- 
income  retail  analyst  formerly  with  UBS 
Securities. 

After  Neiman  came  a  landslide  of  other 
retail  buyouts:  Burlington  Coat  Factory, 
Michaels  Stores,  Eddie  Bauer,  Dollar 
General.  Some  of  those  don't  look  so  well 
timed.  April's  threadbare  retail  numbers 
suggest  Americans  know  how  to  close  their 
wallets,  too.  But  the  rich  don't  care  about 
higher  gas  prices.  The  trunk  shows  at  the 
Beverly  Hills  Neiman  Marcus  will  go  on  as 
always.  A  couple  of  private  equity  firms 
figured  that  out  and  stand  to  coin  money 
as  a  result.  Why  work  for  a  living?  F 
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You'd  be  nowhere  without  customers.  Liberty  Mutual  can  help  you  protect  them.  We  can  work  with  you  to  identify  potential 
risks  to  customers  and  make  recommendations  that  help  you  gain  more  control  over  your  cost  of  risk.  We'll  also  help  you  track 
your  progress.  Because,  at  the  end  of  the  day,  safer  customers  mean  a  safer  business. 

For  more  information  on  insuring  your  business,  visit  libertymutual.com/business. 


Responsibility.  What's  your  policy?' 


VORKERS  COMP  .     COMMERCIAL  AUTO  PROPERTY  GENERAL  LIABILITY  UMBRELLA  GROUP  BENEFITS 

I  200?  Liberty  Mutual  Group. 


DIGITAL  TOOLS 

WHO  BUYS  MUSIC  ON 
vinyl  these  days?  More 
people  than  you'd  think. 
So  many,  in  fact,  that 
some  turntable  makers 
can  barely  keep  up  with  demand.  Sound 
by  Singer,  a  hi-fi  dealer  in  New  York,  will 
sell  50  turntables  this  year.  Five  years  ago 
the  store  sold  one. 

Turns  out  that  while  digital  music  has 
been  conquering  the  world,  turntable  mak- 
ers kept  advancing  the  state  of  their  art. 
Today,  thanks  to  better  components  and 
smarter  engineering,  they  can  pull  sonic  de- 
tails out  of  a  records  grooves  that  could  not 


have  been  imagined  30  years  ago.  A  gener- 
ation raised  on  crappy-sounding,  com- 
pressed MP3  files  can't  believe  it.  Old  guys 
like  me  (I'm  46)  are  rediscovering  our  record 
collections  and  even  adding  to  them. 
Record  labels  are  fueling  the  trend  by  pro- 
ducing reissues  of  classic  LPs,  using  ^ 
heavy  platters  of  virgin  vinyl  instead 
of  the  recycled  plastic  often  used. 

"This  is  the  golden  age  of  analog,"  says 
James  Fuller,  a  turntable  maven  at  Good- 
win's High  End  in  Waltham,  Mass.,  one  of 
the  nation's  foremost  retailers  of  top-end 
audio  gear.  "The  state-of-the-art  turntable 
from  20  years  ago  can't  even  compare  with 


The  Rega  P3 
turntable  is  an  audio 
classic  and  a  bargain  to  boot. 
Rega,  in  the  U.K.,  has  been  building  the 
supersimple  P3  since  the  1980s. 


Still  Spinning 

The  iPod  has  taken  over,  but  turntables  have  kept  on  getting  better. 
Maybe  it's  time  to  switch  back  to  the  black  |  By  Daniel  Lyons 


End  the  Guesswork.  Automate  eDiscovery 


Whether  your  company  is  under  securities  investigation  or  pursuing  intellectual  property  lawsuits,  Autonomy's  Aungate 
software  ends  the  guesswork  when  courts  and  other  regulatory  bodies  subpoena  information  from  your  enterprise. 

The  latest  changes  to  the  Federal  Rules  of  Civil  Procedure  (FRCP)  demand  an  exhaustive  search  of  all  electronically 
stored  information  including  email,  voice  and  video  content  for  disclosure  within  99  days.  Is  your  company  able  to 
comply? 

Autonomy's  enterprise  search  and  eDiscovery  software  can  help.  We  have  been  delivering  results  for  the  world's 
government  intelligence  agencies  such  as  the  Department  of  Homeland  Security,  real-time  global  2000  enterprise 
environments  and  premier  regulators  including  the  SEC,  NASD  and  NYSE.  Now  we  can  help  you. 

So  end  the  guesswork.  Call  Autonomy  today  at  (415)  243-9955  or  visit  www.aungate.com. 


::  aungate 
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a  wholly-owned  division  of  Autonomy  providing  Autonomy  IDOL-powered  solutions 
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THERE  ARE  TRIED  AND  TRUE  WAYS 

TO  RAISE  CAPITAL  IF  ONLY  THE  MARKETS 

WERE  TRIED  AND  TRUE. 


j        Managing,  vftfafifi 

WITH  WACHOVIA 

Your  company  has  plans.  Market  swings  shouldn't 
put  them  on  hold.  Wachovia  gives  you  the  power  to 
succeed  by  leveraging  an  integrated  corporate  and 
investment  banking  platform  and  the  nation's  third- 
largest  full-service  retail  brokerage  firm.1  By  combining 
our  strengths  and  expertise  with  a  highly  collaborative 
approach,  we  can  develop  a  solution  unique  to  your 
business.  A  solution  that  helps  you  perform  in  all 
market  conditions,  regardless  of  the  ups  and  downs. 


INVESTMENT  BANKING 
ADVISORY 

CORPORATE  BANKING 
EQUITY 

FIXED  INCOME 
RETAIL  BROKERAGE 


wvchovta 
Securities 


Wachovia  Securities  is  the  trade  name  for  the  corporate  and  investment  banking  services  of  Wachovia  Corporation  and  its  subsidiaries,  including  Wachovia  Capital 
Markets,  LLC,  and  Wachovia  Securities,  LLC,  members  NYSE,  NASD  and  SIPC,  and  Wachovia  Bank,  N.A.  banking  is  based  on  client  assets  as  of  last  fiscal  quarter 
of  2006.  ©2007  Wachovia  Corporation 


ethnology 


what  we  have  today." 

Harry  and  Sheila  Weisfeld,  cofounders 
of  VPI  Industries  in  Cliffwood,  N.J.,  have  been 
making  turntables  since  1982.  The  Weisfelds 
company  will  do  $7  million  in  sales  this  year 
versus  $3  million  five  years  ago.  "We  can't 
make  turntables  fast  enough.  I  wake  up  every 
day  and  whack  myself  in  die  head  to  see  if 
I'm  dreaming,"  says  Harry,  whose  company 
makes  seven  models  of  turntables,  the  prici- 
est of  which  costs  $12,000. 

Purists  insist  vinyl  sounds  better  than 
digital  because  the  sound  waves  it  pro- 
duces more  precisely  track  the  waves  cre- 
ated by  live  performers.  Others  insist  that's 
hooey.  I  prefer  a  safer  claim:  Vinyl  sounds 
different.  It's  warmer,  richer,  more  human 
and  more  engaging.  And  you  don't  need  a 
million  bucks  to  hear  the  difference. 

Inside  Goodwin's  listening  room  the 
$300  Pro-Ject  Debut  III  turntable,  made  in 
the  Czech  Republic,  did  a  fantastic  job 
reproducing  a  percussion-heavy  cut  from 
a  Peter  Gabriel  movie  soundtrack.  But  a 
big  step  up  was  the  VPI  Scout  ($2,400  with 
cartridge),  which  is  Goodwin's  top-selling 
turntable.  Here  was  deep,  full  bass,  amaz- 
ing separation  of  instruments,  sparkle  and 
clarity,  less  haze.  The  "sound  stage"  was 
wide  and  deep  and  high.  (Then  again,  we 
were  listening  through  a  $150,000  stereo 
in  an  acoustically  prepared  room.) 

The  higher-price  turntables  give  you 
more  stable  suspensions,  more  precisely 
machined  tone  arms,  smoother  and  qui- 
eter motors  and  more  sophisticated  car- 
tridges made  of  titanium.  We  also  heard 
the  $20,000  Basis  Signature,  which  uses 
a  vacuum  under  the  platter  to  hold  a 
record  flat.  To  my  ears  the  Basis  offered 
only  small  advantages  over  the  VPI 
Scout.  Fuller  says  the  differences,  such 
as  tighter  bass  and  better  detail,  become 


Brinkmann  Balance:  $18,500.  Industrial 
design,  top-notch  sound.  Made  in  Germany. 


SME  Model  30/2:  $30,000.  Top  choice  among 
serious  vinyl  enthusiasts.  Made  in  England. 


VPI  Scout:  $2,400  with  cartridge.  Knockout 
performer,  a  bargain  at  this  price.  Made  in  USA. 

apparent  after  extended  listening. 

For  customers  with  big  budgets  Andrew 
Singer  of  Sound  by  Singer  recommends  the 
$18,500  Brinkmann  Balance  or  the  $30,000 
SME  Model  30/2.  Tracy  V.  Maidand,  presi- 
dent of  Advent  Capital  Management  in  New 
York,  recentiy  purchased  an  SME  Model  30/2 
from  Singer.  "People  spend  a  lot  of  money 
on  watches  and  cars,  but  to  me  nothing  pro- 
vides as  much  pleasure  as  listening  to  albums 
on  a  great  system,"  says  Maidand,  who  owns 
2,000  LPs,  mosdy  jazz. 

Another  SME  Model  30/2  owner  is 
Craig  Kallman,  chairman  of  Atlantic 
Records.  He's  got  300,000  LPs,  a  collection 
he  believes  may  be  the  world's  largest.  "For 
an  audiophile  the  CD  is  never  going  to 
match  the  LP,"  he  says. 

Up  in  shoot-the-moon  territory  is  the 
$100,000  Continuum  Audio  Labs  Cal- 


Pro-Ject  Debut  III:  $300.  Perhaps  the  best 
low-end  table.  Made  in  Czech  Republic. 

iburn.  Michael  Fremer,  who  writes  about 
turntables  for  Stereophile  magazine, 
bought  a  Caliburn  last  year.  He  got  a  dis- 
count and  wrote  the  purchase  off  as  a  tax 
deduction,  but  it  still  cost  him  more  than 
a  good  car.  Fremer  said,  "My  wife  heard  a 
Bonnie  Raitt  record  on  it  and  said,  'Oh 
God,  that's  better  than  sex.  Whatever  it 
takes,  you  have  to  have  that  turntable.'" 

For  the  budget-conscious,  Fremer  rec- 
ommends under-$  1,000  turntables  from 
Pro-Ject  and  Rega.  Other  brands  to  con- 
sider include  Avid,  Linn  and  Sota.  One 
warning:  Analog  can  become  an  addic- 
tion. Two  years  ago  I  bought  a  relatively 
inexpensive  $700  Rega  P3  table.  It  was  a 
thrilling  step  up  from  my  20-year-old 
Philips  spinner.  But  now  that  I've  heard 
the  VPI  Scout,  I'm  thinking  I  may  have  to 
get  one.  Dammit.  F 


HEAVY  ROTATION 


Labels  are  putting  out  new  albu  is  as  LPs  and  reissuing  classics  on  audiophile-grade  vinyl.  Stereophile's  Michael  Fremer  recommends  recent 
releases  by  Norah  Jones,  th-     thony  Wilson  Nonet,  Alison  Krauss  &  Union  Station,  Joni  Mitchell,  Neil  Young  and  Joanna  Newsom. 
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Providing  innovative  solutions 

to  enable  split-second  decisions 
at  185  mph  for  Ferrari. That's 


certainty 


The  formula  one  racing  car  is  the  most  complex  and  advanced  car  in  the  world,  packing  research 
in  aerodynamics,  engine  technology,  brakes,  tires  and  modelling.lt  has  more  in  common  with  a  jet 
plane  than  it  does  with  a  high  performance  car.  Tata  Consultancy  Services  (TCS)  works  with 
Scuderia  Ferrari  before,  during  and  in-between  races  to  help  their  cars  go  even  faster.  As  one  of 
the  world's  fastest  growing  technology  and  business  solutions  providers,  TCS  ensures  that  all 
mechanical  and  electronic  systems  perform  at  their  optimum  under  levels  of  extreme  stress. 
Managing  pressure  and  troubleshooting  in  a  situation  where  every  little  advantage  makes 
a  huge  difference.  And  of  course,  enabling  Ferrari  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  »  Business  Solutions  ■  Outsourcing 


To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 


Go  Big  or  Go  Home 

Sharp's  enormous  flat  screens  are  its  ticket  to  reclaiming 
its  lead  in  the  hot  market  for  LCDs  |  By  Tim  Kelly 


Sharp's  new  chairman,  Mikio  Katayama,  in  front  of  the  company's  monster  108-inch  television. 


THE  BIGGEST  TELEVISION  SCREENS 
in  the  world,  108  inches  on  the 
diagonal,  are  rolling  off  the  pro- 
duction line  at  Sharp  Corp.'s  fac- 
tory in  Kameyania,  japan.  Robots 
use  gende  suction  to  lift  and  move  these 
incredibly  fragile  sheets  of  glass,  which  are 
as  broad  as  a  king-size  bed,  as  thin  as  a  credit 


card  and  two  thousand  times  as  smooth 
as  window  glass.  Other  robots  cover  their 
surface  with  dollops  of  milky  liquid  crystal, 
lay  on  top  a  matching  piece  of  glass  and  cut 
them  up  into  small  panels  for  assembly 

You  can't  buy  the  108-inchers — at  least 
not  yet.  Sharp  has  produced  only  eight 
exhibition  models.  It  takes  six  people  to 


lug  one  around  and  costs  the  company  as 
much  as  $40,000  just  to  ready  one  for 
public  viewing. 

Size  is  beginning  to  matter  greatly  in 
the  flat-panel  display  business.  Sharp  is 
locked  in  a  manufacturing  arms  race  with 
Sony,  Samsung  and  the  LG  Electronics- 
Philips  joint  venture  to  make  the  biggest 
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^\)ME  PEOPLE  TH1 

ALL  INSURANCE  IS  THE  SAME. 

They  buy  the  least  expensive  they  can  find. 

And  then  they  have  an  insurance  claim. 

That's  when  they  learn  —  the  hard  way 
that  not  all  insurance  companies  treat  you  the  same. 


If  being  treated  fairly  and  paid  quickly  are  important  to  you 
when  you  or  your  business  has  a  loss,  you  want  Chubb. 

When  you  insure  with  Chubb,  you're  buying  real  insurance 

So,  insure  with  the  best.  Insure  with  Chubb. 

To  learn  more,  go  to  chubb.com. 


Relax.  You're  insured  with  Chubb.5 


<  COMMERCIAL  INSURANCE    <  SPECIALTY  INSURANCE    <  PERSONAL  INSURANCE 


Chubb  refers  to  the  insurers  of  the  Chubb  Group  of  Insurance  Companies.  Actual  coverage  is  subject  to  the  language  of  the  policies  as  issued. 
Chubb,  Box  1615,  Warren,  NJ  07061-1615.  ©  2005  Chubb  &  Son,  a  division  of  Federal  Insurance  Company. 


sets  at  the  lowest  cost.  As  you'd  expect, 
security  is  extremely  tight  at  the  $3  billion 
Kameyama  factory,  the  largest  one  pro- 
ducing electronics  in  Japan.  Cell  phones 
are  forbidden.  Workers  wear  color-coded 
uniforms  to  identify  anyone  who's  not 
where  he's  supposed  to  be.  Only  a  handful 
of  senior  managers  at  Sharp  know  the 
plant's  full  layout. 

Last  year  Sharp  lost,  for  the  first 
time,  its  lead  in  the  liquid  crystal  display 
business,  a  blow  to  the  pride  of  the  com- 
pany that  invented  LCD  technology  in 
the  1970s.  Samsung,  Sony  and  LG- 
Philips'  joint  venture  leaped  ahead  as 
firms  throughout  Asia  rapidly  built  pro- 
duction lines.  Overcapacity  ensued, 
soaked  up  only  by  massive  holiday  dis- 
counts at  Wal-Mart  and  Best  Buy  last 
winter.  Even  so,  LCD  prices  are  off  20% 


"Even  if  our 
competitors  catch 

up,  our  cost 
will  be  superior/' 

in  the  past  six  months. 

Except  for  Sharp,  which  says  the 
average  price  of  its  Aquos  brand  of  LCDs 
is  up  7%  in  the  same  period.  How?  By 
adding  more  big  screens  to  the  mix. 
With  the  Kameyama  factory  Sharp  plans 
to  reclaim  its  lead  in  LCDs  by  gaining 
efficiencies  in  larger,  more  profitable 
sets.  Sharp  will  begin  selling  the  108- 
inch  LCD  sets  this  year,  but  its  main 
intention  is  to  cut  those  giant  57-square- 


foot  sheets  into  six  52-inch  or  eight 
46-inch  screens  without  any  waste. 
Sharp's  older  production  lines  made 
glass  sheets  half  that  size  that  produced 
only  two  52-inch  sets,  with  a  lot  of  glass 
left  behind  as  waste. 

Sharp  will  let  Sony,  Samsung  and  the 
others  kill  one  another  over  the  big  30- inch 
market  while  it  widens  its  lead  in  40-inch 
sets,  sales  of  which  are  growing  faster,  and 
in  50-inchers,  which  are  expected  to  be  the 
biggest  category  in  three  years  (see  chart). 
In  2006,  15%  of  Aquos  TVs  sold  were 
longer  on  the  diagonal  than  40  inches.  In 
2007  the  company  is  aiming  to  raise  that 
proportion  to  40%. 

The  man  charged  with  reclaiming 
Sharp's  LCD  crown  is  Mikio  Katayama. 
The  49-year-old  engineer  used  to  run 
Sharp's  LCD  business  and  was  promoted  to 


Buy  now,  or 
wait?  LCD  or 
plasma? 

Flat-screen  prices  have  been 
falling  25%  a  year,  but  the  most 
coveted  big  screens  may  not 
deflate  as  fast  as  small  screens  do 
because  fewer  firms  know  how 
to  make  the  big  LCDs.  Better 
bargains  can  be  found  with  large 
plasma  sets,  which  producers  are 
discounting  to  regain  share  lost 
to  LCDs.  A  50-inch  Panasonic 
plasma  goes  for  $1,800  in  some 
California  shops.  Similar  size 
LCDs  are  $2,500  and  up. 


Price  per  square  meter  $5,000   Units  (mil)  100 
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Some  think 
barren. 


We  think 
source. 


Investment  Banking  •  Private  Banking  •  Asset  Management 


We  look  at  things  from  a  different  perspective  -  for  the 
benefit  of  our  clients.  By  building  on  our  experience 
and  expertise  globally,  we  help  our  clients  realize  new 
opportunities.  This  has  been  our  ambition  since  1856. 
www.credit-suisse.com 


Thinking  New  Perspectives. 


Credit  Suisse 


chairman  of  Sharp  in  April.  His  predeces- 
sor, Katsuhiko  Machida,  quit  on  a  high 
note,  having  posted  record  sales  and  prof- 
its in  each  of  the  past  four  years.  In  the  12 
months  that  ended  Mar.  31,  net  income 
was  $850  million  on  sales  of  $25  billion. 

"We've  been  making  LCDs  longer  than 
anyone,  and  our  core  tactic  is  to  compete 
on  technology,"  says  Katayama,  whose  rise 
to  the  top  has  been  meteoric,  at  least  by 
Japanese  standards,  and  a  bit  unlikely. 
Until  his  final  year  of  high  school  he  had 
wanted  to  be  a  doctor,  but  he  got  queasy 
at  the  sight  of  blood  and 
switched  to  engineering. 
"Some  of  my  friends  still 
think  I  became  a  doctor," 
he  says.  Katayama  joined 
the  Osaka  company  in 
1981  fresh  out  of  the  uni- 
versity, and  he  has  been 
promoted  seven  times  in 
the  past  eight  years. 

Falling  behind  in  LCDs 
would  be  a  bigger  blow  to 
Sharp  than  to  Sony  or  Sam- 
sung. Sharps  displays  con- 
tribute a  third  of  revenue 
and  profit,  with  flat  panels 
accounting  for  half  the  dis- 
play business.  At  Samsung 
LCDs  account  for  less  than 
7%  of  operating  profit. 
Sharp  is  the  largest  maker  of 
cell  phone  screens  in  Japan, 
and  it  supplies  LCDs  for  Sony's  PlayStation 
Portable,  the  Nintendo  DS  handheld  game 
console  and  Toyotas  in-car  navigation 
systems. 

Flat-screen  technology  has  gotten  so 
good  that  it  has  become  almost  impossi- 
ble for  consumers  to  tell  the  difference 
between  two  different  makes  of  LCD  or 
even  between  an  LCD  and  a  plasma 
screen.  Competitive  advantage  has  come 
down  to  manufacturing  prowess.  The 
Kameyama  factory  gives  Sharp  a  year's 
head  start  on  Samsung  and  Sony  in  big- 
set  production  and  two  years'  head  start 
on  its  Taiwanese  rivals  and  LG  Philips. 

"Even  if  our  competitors  catch  up  in 
a  couple  of  years,"  says  Katayama,  "by 
then  we  will  be  mass-producing,  and  our 
cost  performance  will  be  superior."  His 
immediate  goal  is  to  o  i        Sharps  dol- 


lar share  of  40-inch-plus  sets  to  20%  in 
the  U.S.  and  eventually  command  30% 
of  sales. 

Dominance  in  sets  40  inches  and 
above  will  come  down  to  a  four- way  battle 
between  Sony,  Samsung,  Sharp  and  Mat- 
sushita (Panasonic),  with  its  plasma- 
display  technology.  Samsung  and  Sony 
will  have  a  108-inch-glass  production  line 
running  by  the  end  of  the  year.  Taiwan's 
AU  Optronics,  which  makes  screens  for 
Samsung,  Sony  and  Sharp,  last  week  said 
it  will  halt  a  planned  expansion  of  LCD 


Nothing  slows  LCD  production 
at  Sharp's  giant  Kameyama  plant 
in  Japan,  except  earthquakes. 


output.  A  Lehman  Brothers  analyst  said 
investment  in  LCD  production  this  year 
will  fall  by  28%. 

Not  at  Sharp.  Katayama  plans  to  spend 
another  $1.7  billion  this  year  to  raise  pro- 
duction of  large  sheets  at  Kameyama  from 
30,000  a  month  to  90,000.  Sharp  keeps 
nine-tenths  of  production  output  for  itself, 
selling  the  remainder  to  others  including 
LG  Philips,  Toshiba,  JVC  and  Mitsubishi. 
"We  can  still  supply  them  with  40-inch 
screens,  but  for  the  30-inch  models  Tai- 
wanese companies  can  make  them.  They 
have  become  a  commodity,  and  so  we  ask 
our  customers  to  switch  to  other  suppli- 
ers," says  the  Kameyama  plant  manager 
Toshihiko  Hirobe. 

Sharp  jealously  guards  its  production 
secrets.  Hirobe  doesn't  let  visitors  any- 
where near  the  sensitive  machinery  that 


squirts  liquid  crystals  onto  the  surfaces  of 
the  enormous  glass  sheets.  Instead  they 
get  to  peer  through  windows  for  an  unre- 
vealing  glimpse  of  Kameyama's  inner 
workings. 

Handling  huge  but  wafer-thin  sheets 
of  glass  without  damaging  them  is  a 
tricky  matter.  Automated  machines  that 
look  like  miniature  forklifts  trundle 
silently  along  a  1,000-foot  track  with 
their  precious  loads.  The  whole  place  is 
bathed  in  a  warm  yellow  light  around  the 
clock  because  normal  light  could  damage 
the  delicate  crystals  on  the 
glass  panels.  Only  earth- 
quakes, like  the  one  in 
April  that  damaged  a  400- 
year-old  castle  nearby,  can 
slow  down  production,  but 
then  for  only  a  few  hours. 

Sharp's  next  technologi- 
cal leap  will  be  to  create  a 
giant  flat  panel  light  enough 
to  hang  easily,  like  a  paint- 
ing. "I  think  we  can  come 
up  with  a  product  like  that 
within  the  next  two  to  three 
years,"  says  Katayama.  His 
labs  are  working  on  elimi- 
nating the  backlight,  which 
accounts  for  most  of  the 
weight.  In  ten  years'  time 
entire  walls  could  be 
screens,  he  predicts. 

A  more  immediate  con- 
cern is  dealing  with  the  pending  conclu- 
sion of  an  investigation  by  regulators  in 
Japan,  the  U.S.,  South  Korea  and  Europe 
into  accusations  that  Sharp,  Samsung  and 
LG  Philips  operated  a  cartel  to  fix  LCD 
prices.  Neither  Katayama  nor  Japan's  Fair 
Trade  Commission  were  willing  to  discuss 
the  charges.  It  will  be  hard  to  make  them 
stick.  LCD  prices  fell  by  50%  last  year.  If 
there's  a  cartel,  the  cheaters  have  been 
cheating  on  one  another. 

The  other  big  issue  will  be  deciding 
where  and  when  to  build  a  new  LCD 
plant  once  Kameyama  reaches  its  limit. 
"The  electronics  business  has  become 
unpredictable,"  says  Katayama,  suffused 
with  the  glow  of  a  108-inch  screen 
behind  him.  The  only  thing  predictable 
is  the  fact  that  you  have  to  run  faster  and 
faster  just  to  stay  in  place.  F 
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10-Year  Corporate  Average  Fuel  Economy 


Honda  Average 
30.1  mpg 


Industry  Average 
24.8  mpg 


The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology  And,  our 
ultimate  goal,  a  cleaner  environment. 


'Based  upon  the  average  sales  weighted  fuel  consumption  for  I996-2005  model  year  passenger  car  and 
light-truck  fleets  sold  in  the  U.S..  based  on  CAFE  reports.  ©  2007  American  Honda  Motor  Co.  Inc.  honda.com 


HONDA 

The  Power  of  Dreams 
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Dowdy  no  more,1he  Salvation  Army  rings 
in  a  new  era  of  fundraising  with  magic,  celebrities 
and  p.r.  stunts  |  By  Tatiana  Serafin 


GEORGE  HOOD  WAS  PANIC- 
stricken  one  day  in  Novem- 
ber when  illusionist  David 
Blaine,  dehydrated  and 
weak  after  spending  52 
hours  in  a  spinning  gyroscope  over 
Times  Square  in  Manhattan,  suddenly 
crashed  through  a  supporting  platform. 
No  worries:  The  well-pi. i  unt  was 

staged  for  charity.  Blaine  later  took  a 


hundred  kids,  each  one  armed  with  a 
$500  gift  certificate,  on  a  shopping  trip 
to  Target. 

Target  underwrote  the  $2  million  or 
so  the  event  cost  on  behalf  of  the  Salva- 
tion Army,  one  of  the  oldest  and  largest 
charities  in  the  nation.  Hood  is  a  major 
in  the  Salvation  Army — and  its  market- 
ing chief.  He  vows  to  remake  the  dowdy, 
142-year-old  church  group  into  a  savvy, 


fresh-faced  marketer.  The  David  Blaine 
feat,  he  says,  "was  an  opportunity  to 
touch  a  new  audience  in  an  innovative 
way.  I  have  to  hope  that  will  transfer  to  a 
new  loyalty." 

The  Salvation  Army,  founded  in 
1865  as  an  evangelical  church  to 
"befriend  those  who  have  no  friends," 
needs  new  boosters.  For  the  first  time  in 
decades  the  group  is  overhauling 
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Bose®  QuietComf  ort  •  Acoustic  Noise  Cancelling®  Headphones 

Now  you  have  a  choice. 


On-ear 

QC™3  headphones 


Around-ear 
QC  2  headphones 


Bose  began  researching  noise  reduction  technology  28 
years  ago.  Since  then,  we've  been  leading  the  industry  in 
advancing  the  category  we  created. 

QuietComfort®  3  headphones  represent  the  latest  achieve- 
ment. They  rest  on  your  ears  rather  than  surrounding  them. 
And  while  they  are  smaller  than  our  highly  acclaimed 
QuietComfort  2  headphones,  there  is  no  compromise  in 
noise  reduction,  sound  quality  or  com- 
fortable fit.  So  now  you  have  a 
choice:  QC™2  headphones  for 
around-ear  use,  and  QC™3 
headphones  if  you  prefer  a 
smaller,  on-ear  alternative. 

Hear  the  difference  Bose®  technology  makes. 

You  will  notice  a  dramatic  decrease  in  engine  roar  on 
a  plane.  The  cabin  becomes  more  peaceful.  Connect  your 
CD  player,  MP3  player,  or  listen  to  the  in-flight  movie.  You'll 
hear  detail  you  may  have  never  experienced  while  flying. 
But  our  customers  tell  us  that  they  use  these  headphones 
at  home  or  at  the  office,  too.  Although  the  noise  reduction 
will  be  more  subtle  than  it  is  on  planes,  you  should  notice 
distractions  fading  softly  into  the  background. 


Fold-flat  design 
for  easy  storage. 


Enjoy  your  music  with  our  best-sounding 
headphones  ever.  As  Ultimate  Mobility  magazine 
reports,  Bose  headphones  "have  been  the  gold  standard 
for  years."  The  audio  is  so  lifelike,  you  may  find  yourself 
discovering  subtleties  in  your  music  that  you've  never 
heard  before. 

Try  them  for  30  days,  risk  free.  Choose  QC3  head- 
phones for  an  on-ear  fit,  or  QC2  headphones  for  an 
around-ear  design.  Both  QC2  and  QC3  headphones  offer 
the  same  total  (active  plus  passive)  noise  reduction  and 
the  same  acclaimed  audio  performance.  Your  choice 
should  be  made  on  whether  you 
prefer  around-the-ear  or  on-the-ear 
headphones.  Both  come  with  our 
30-day  Excitement  Guarantee. 
Order  now  for  a  free  MP3  player 
(a  $50  value)  featuring  music 
selected  by  Bose.  Easily  add/remove  songs, 
and  use  it  to  enjoy  your  headphones  even 
more.  Plus,  shipping  is  free.  QuietComfort 
Acoustic  Noise  Cancelling  headphones.  Engineered 
exclusively  by  Bose,  the  most  respected  name  in  sound. 


FREE  MP3 
player  when 
you  order  by 
June  30,  2007. 


To  order  or  learn  more  about  Bose  headphones: 

1-800-901-0256,  ext.  Q5647 
www.Bose.com/QC 


Better  sound  through  research® 
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©2007  Bose  Corporation.  Patent  rights  issued  and/or  pending.  Free  MP3  player  and  free  shipping  offer  not  to  be  combined  with  other  offers  or  appiied  to  previous  purchases,  and  subject  to  change  without  notice.  Purchases 
must  be  from  a  Bose  authorized  reseller  to  qualify  for  offers  If  QuietComfort*  headphones  are  returned,  the  MP3  player  must  be  returned  for  a  full  refund.  Risk  free  refers  to  30-day  trial  only  and  does  not  include  return  ship- 
ping. Delivery  is  subject  to  product  availability.  Quote  reprinted  with  permission:  Ultimate  Mobility,  Fall/03. 


fundraising  and  staging  attention- 
getting  gimmicks  in  a  bid  to  increase 
individual  donations  and  lift  sagging 
sales  in  its  1,550  U.S.  thrift  shops. 

"What  worked  in  the  1950s  and 
1960s  was  fine.  Now,"  Hood  says,  "we 
have  to  change  our  culture." 

Leaders  of  the  U.S.  arm  of  the  organ- 
ization, known  for  its  flock  of  self- 
effacing  employees  and  volunteers,  fret 
that  the  Salvation  Army  no  longer  is  top 
of  mind  on  Main  Street.  The  charity 
brought  in  $5.3  billion  in  2005,  includ- 
ing $996  million  from  individuals  and 
corporate  donors,  $2  billion  from 
estates— most  of  that  a  $1 .5  billion  wind- 
fall from  the  estate  of  the  late  Joan  Kroc, 
the  wife  of  the  founder  of  McDonald's— 
and  half  a  billion  from  sales  of  donated 
goods  at  its  thrift  shops. 

But  store  sales  fell  4%  in  2005  (the 
group  doesn't  know  yet  how  it  fared  last 
year).  Its  donors  are  getting  older  (average 
age:  64).  And  the  groups  contributions 
from  individuals  and  businesses  grew  6% 
from  2000  to  2005,  trailing  the  13%  in- 
crease in  all  charitable  giving  in  that  period. 

"There  is  an  inadequate  knowledge 
of  who  we  are  and  what  we  are,"  says 
Israel  Gaither,  head  of  the  U.S. 
arm  of  the  Salvation  Army, 
which  spent  $2.8  billion  in  2005 
running  rehab  centers,  shelters 
and  meal  services  for  the  needy. 

For  decades  the  Salvation 
Army  relied  mainly  on  volun- 
teers stationed  outside  retailers 
during  the  holidays,  ringing 
bells  and  collecting  coins  and 
bills  in  their  trademark  red  ket- 
tles; the  first  one  was  deployed 
in  San  Francisco  in  1891. 

But  many  retailers  have 
banned  solicitors  from  their 
storefronts  in  recent  years — even 
Target  itself,  which  took  a  drub- 
bing in  the  media  for  bouncing 
the  Salvation  Army  in  2004;  to 
make  amends,  the  chain  later 
approached  Hood  about  hatch- 
ing special  events,  such  as  the 
Blaine  production. 

Hood,  60,  had  spent  18  years 
with  the  Salvation  Arm-/  in  Ohio, 
New  York  and  Pennsvi 


before  mustering  out  in 
1986  to  work  in  busi- 
ness-to-business direct 
marketing  for  TRW  and 
Equifax.  He  rejoined 
the  do-gooder  group 
in  2000.  After  becom- 
ing head  of  market- 
ing three  years  later, 
he  started  to  central- 
ize fragmented  mar- 
keting efforts  in  40 
far-flung  U.S.  field 
offices.  He  still  frets 
that,  shortly  after  he  arrived,  leaders  in 
the  Salvation  Army's  main  office  in 
Alexandria,  Va.  were  surprised  to  hear  of 
a  Christmas  card  promotion  hatched  by 
the  Detroit  office — on  The  Oprah  Winfrey 
Show.  "No  damage  was  done,  but  we  were 
blindsided,"  says  he. 

Now  he  seeks  to  help  coordinate  vary- 
ing local  crusades  to  let  all  the  branches 
know  which  pleas  work  the  best.  They 
use  a  unified  central  theme:  "Doing  the 
Most  Good."  Hood  also  crafts  bolder 
approaches,  inspired  by  the  good  press 
the  Salvation  Army  garnered  in  the  slew 
of  hurricanes  in  2004  and  in  Hurricane 


By  the  Numbers 


Heeding  the  Call 

The  Salvation  Army,  a  church,  runs  rehab 
centers,  shelters,  day  care  centers  and  meal 
services  for  needy  people  around  the  world. 

$371  mil  Amount  the 

Salvation  Army  received  from  the  U.S. 
government  in  2005. 


64  mil 

U.S.  in  2005. 


Meals  served  in  the 


25,000 


The  number  of  U.S. 
volunteers  who  solicit  donations  with 

red  kettles. 

83  cents  The  amount 

of  every  dollar  spent  that  goes  to 
helping  people. 


Source:  The  Salvation  Army. 


Selling  itself:  The  Salvation 
Army  runs  heart-tugging 
ads  like  this  one. 


Katrina  the  following  year. 
Army  employees  "chased 
media  trucks  all  through  the 
storms,"  he  says  brazenly. 

Hood  is  talking  to  cor- 
porate sponsors  about  fund- 
ing a  TV  special,  a  reality 
show  and  perhaps  even  a 
feature  film  to  promote  the 
Salvation  Army.  Stoking  more 
p.r.,  he  recently  invited  a  reporter  and  a 
photographer  to  an  "Xbox  ministry" 
hosted  by  the  Salvation  Army  in  New  York 
on  Friday  nights  to  lure  teens  in  off  the 
streets  (see  photo,  p.  76). 

Last  year  in  Los  Angeles  the  Salvation 
Army  staged  a  fashion  show  sponsored 
by  Paramount  Pictures,  with  designers 
dressing  celebrities  in  duds  plucked  from 
Salvation  Army  thrift  shops.  The  event 
raised  more  than  $100,000  for  a  homeless 
shelter  for  families  affected  by  HIV.  The 
same  office  recently  got  Donald  Trump  to 
host  its  Celebrity  Invitational  Golf  Classic. 
In  Portland,  Ore.  Army  volunteers  do 
fundraising  from  red  VW  Beetles. 

Now  the  Salvation  Army  is  in  the 
midst  of  the  biggest  ad  campaign  it  has 
ever  run,  trumpeting  its  good  works.  It  ran 
TV  spots — some  purchased,  others  public 
service  announcements — worth  $19  mil- 
lion in  ad  time  last  year,  a  63%  increase 
from  2005.  In  addition,  Wal-Mart  has 
spent  more  than  $5  million  in  two  years 
for  holiday  ads  encouraging  people  to 
donate  to  the  Salvation  Army.  (Returning 
the  favor,  Hood  testified  on  Wal-Mart's 
behalf  in  FDIC  hearings  last  year  about  its 
plans  to  start  a  bank.) 

A  few  initiatives  are  already  getting 
good  results.  Red  Kettle  donations  rose 
5%  in  2006  to  $117  million.  Online  ad 
banners  soliciting  contributions  on 
CNN.com,  AOL  and  other  Web  sites 
brought  in  half  a  million  dollars  late  last 
year.  Hood  says  the  blitz  has  barely 
begun:  "We  should  never  grow  content  or 
complacent  with  where  we  are — be  grate- 
ful, yes,  thankful,  yes.  But  we  have  to 
realize  the  nonprofit  industry  is  more 
competitive  than  ever."  F 


78      FORBES      JUNE  4 


For  generations  we've  been  committed  to  fueling  our  way  of  life.  And  by  providing  a 
steady,  secure  supply  of  Venezuelan  oil,  you  can  rely  on  us  to  provide  the  energy  your 
life  demands.  We're  the  people  of  CITGO,  and  we're  there  for  you  at  every  turn. 
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PHARMACEUTICALS 


Ancient  Secrets 

Can  traditional  Chinese  medicine  become  a  potent  source  of  new  drugs 
for  the  West?  Asia's  richest  man  is  betting  on  it  |  By  Kerry  A.  Dolan 


HOLD  YOUR  NOSE  IF  YOU 
take  a  tour  of  Shanghai 
Hutchison  Pharmaceuti- 
cals' factory  on  the  indus- 
trial outskirts  of  China's 
largest  city.  It's  where  they 
make  She  Xiang  Bao  Xin,  a  pill  made 
from  synthetic  deer  musk,  synthetic  ox 
gallstones,  an  enemy-repelling  toad  secre- 
tion and  four  herbs.  The  odor  hits  you  on 
the  first  floor,  where  masked  workers 
shake  the  pills  on  enormous  metal  trays  to 
separate  the  oversize  ones.  One  floor  up 
another  large  batch  is  brewing  in  a  dozen 
3-foot-tall  metal  vats.  Adherents  of  tradi- 
tional Chinese  medicine  cherish  these 
pills  for  their  heart-protecting  powers. 
Shanghai  Hutchison  sold  200  million 
doses  last  year  for  $8.7  million,  with  sales 
up  17%  from  2005. 

Forty-five  minutes  away  from  the 
musk  are  the  gleaming  labs  of  Shanghai 
Hutchison  Pharma's  sibling  company, 
Hutchison  MediPharma.  This  place  is 
easier  on  the  senses.  A  cadre  of  Chinese 
nationals  with  medical 
degrees  and  doctorates 
in  biology  and  chem- 
istry from  North  Amer- 
ican universities  and 
resumes  that  include 
Pfizer,  Johnson  &  John- 
son and  Amgen,  screen 
thousands  of  chemicals 
found  inside  Chinese 
herbs  and  plants  on  the 
latest  high-speed  ma- 
chines. They're  looking 
for  promising  drug  can- 
didates to  patent,  like  all 
the  many  labs  in  Shang- 


Asia's  richest 
man,  Li  Ka-shing, 
backed  Chi-Med. 
"It's  a  massive 
objective  we've 
set  ourselves," 
says  Christian 
Hogg,  Chi-Med's 
CEO,  in  Shanghai. 
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hai's  pharma  gulch.  Roche  is  right  across 
the  street,  Novartis  and  Eli  Lilly  down 
the  block. 

The  two  companies,  Shanghai 
Hutchison  and  Hutchison  Medi 
Pharma,  straddle  the 
old  and  new  worlds  of 
Chinese  medicine,  yet,  . 
amazingly,  they  share 
the  same  parent,  Hutchison  M 
China  MediTech,  or  Chi-Med.  W 
The  Hong  Kong  company  is 
going  forward  and  backward  at 
once.  It  aims  to  expand  the 
market  for  traditional  Chinese 
medicine    while  harvesting 
modern  drugs  from  Asian  flora. 
"It's  a  massive  objective  we've  set. 
We're  trying  to  modernize  and 
globalize  Chinese  medicine,"  says 
Chi-Med  Chief  Executive  Christian 
Hogg,  42. 

The  name  Hutchison  can  only  mean 
one  thing:  the  presence  of  Li  Ka-shing, 
Asia's  richest  man  and  chairman  of  the 
globe-girdling  conglomerate  Hutchison 
Whampoa,  which  has  invested  $72  mil- 
lion in  Chi-Med  since  its  inception  in 
2000.  Chi-Med  listed  28%  of  its  outstand- 
ing shares  on  London's  AIM  exchange  last 
May;  Hutchison  owns  the  other  72%. 

Chi-Med  is  a  minnow  compared  with 
Hutchison  Whampoa's  other  concerns. 
The  company  lost  $10  million  last  year  on 
revenue  of  $58  million,  up  52%  over  2005, 
mostly  from  sales  of  the  musk  pill,  a  treat- 
ment for  respiratory  infection  and  an 
angina  drug.  But  Li,  78,  is  so  keen  on  the 
growth  opportunity  that  he  devotes  some 
of  his  valuable  time  to  signing  off  on  Chi- 
Med  joint  ventures. 

MediPharma  has  two  drugs  in  mid-stage 
clinical  trials  in  the  U.S.,  one  to  augment 
radiation  therapy  on  head  and  neck  cancer 
and  the  other  to  treat  Crohn's  disease,  a 
chronic  inflammation  of  the  digestive  tract. 
The  active  ingredient  in  the  Crohn's  drug  is 
a  chemical  found  in  an  herb  common  in 
China  called  Indian  echinacea  or  rice  bitters. 
If  approved,  the  drug  would  compete  with 
I&J's  Remicade,  which  brought  in  $3  billion 
last  year  from  treating  Crohn's  and  other 
diseases. 

In  November  Procter  &  Gamble 
signed  a  two-year  agreement  with  Chi- 


Nature's 
Medicine  Chest 

For  thousands  of  years  folk  healers  have 
used  plants  as  medicines.  Early  commercially 
sold  drugs  such  as  cocaine,  codeine  and  qui- 
nine were  derived  from  medicinal 
^  plants.  Modern  drug  developers 
L^^W  continue  to  rely  on  nature  for 
;     '- '  p    leads  and  inspiration 

Spiriva 


WHAT  IT'S  USED  FOR: 

chronic  obstructive 
pulmonary  disease 

WHERE  IT'S  FROM: 

belladonna  herb 

SOLD  BY:  Boehringer 
Ingelheim/Pfizer 

2006  SALES: 

$1.73  billion 


Cubicin 

WHAT  IT'S  USED  FOR:  skin  and 
skin-structure  infections 

WHERE  IT'S  FROM:  Streptomyces 
roseosporus  microorganism 

SOLD  BY:  Cubist  Pharmaceuticals 

2006  SALES:  $190  million 


Razadyne 

WHAT  IT'S 
USED  FOR: 

Alzheimer's  disease 

WHERE  IT'S  FROM: 

Caucasian 
snowdrop  bulbs, 
flowers 

SOLD  BY:  Johnson 
&  Johnson 

2006  SALES: 
$54  million 


WHAT  IT*  USED  FOR:  malaria 
WHERE^irs^R^^vveet 


10  million 


Sources:  Companies;  IMS  Health;  Roll  Back 
Malaria  Partnership. 


Med  to  screen  traditional  medicines  for 
new  ingredients  for  P&G  beauty  products. 
That  same  month  Merck  KGaA  of  Ger- 
many agreed  to  develop  anticancer  drugs 
with  Chi-Med.  The  terms  of  these  deals 
were  not  disclosed. 

China's  approach  to  medicine  is  in 
transition.  Many  doctors  trained  in  West- 
ern medicine  scoff  at  traditional  Chinese 
medicine's  lack  of  scientific  grounding 
(even  as  they  plumb  its  medicine  cabinet 
for  secrets).  "We  are  not  a  folklore-based 
company,"  says  Samantha  Du,  the  U.S.- 
trained  biochemist  in  charge  of  Chi-Med's 
drug  development.  The  nations  booming 
middle  class  readily  embraces  Western 
medicine  but  thinks  nothing  of  adding  a 
dash  of  ancient  herbs  to  a  meal.  Chi-Med's 
business  development  manager,  Michael 
Leung,  lives  in  Hong  Kong  with  his  wife,  a 
private  banker.  "She  takes  bird-saliva  nest 
and  puts  it  in  soup  to  help  her  skin  look 
young,"  he  says. 

Sales  of  Western  pharmaceuticals  in 
China  grew  91%  in  five  years  to  $13  bil- 
lion in  2005,  according  to  the  Boston 
Consulting  Group.  That's  one-twentieth 
the  size  of  the  U.S.  market  but  roughly 
equal,  by  some  estimates,  to  the  tradi- 
tional Chinese  medicine  market.  Some  of 
this  growth  has  been  tainted  by  corrup- 
tion. In  2005  Zheng  Xiaoyu,  the  former 
head  of  China's  State  Food  &  Drug 
Administration,  was  booted  from  office 
for  taking  bribes  to  obtain  drug  approvals, 
the  Chinese  media  alleged.  A  fake  version 
of  one  drug  and  improper  production  of 
another  killed  21  people  last  year.  Since 
last  fall  the  agency  has  revoked  350  manu- 
facturing licenses  and  vowed  to  tighten 
inspections,  according  to  Chinese  media. 

A  wave  of  herbal  prospecting  in  China 
in  the  1990s  turned  up  little  for  several  big 
firms  such  as  Bayer,  Eli  Lilly  and  Pfizer. 
Novartis,  however,  scored  a  hit  in  1998 
with  Coartem,  an  antimalarial  drug  that 
combines  artemisinin,  an  extract  from 
sweet  wormwood,  with  a  compound 
called  lumefantrine.  Sweet  wormwood  is 
used  by  Chinese  herbalists  to  treat  fever. 

Last  year  MediGene  of  Germany  got 
approval  from  the  FDA  for  U.S.  marketing 
of  an  ointment  extracted  from  green  tea 
leaves  to  treat  genital  warts.  Sales  in  the 
U.S.  are  being  handled  by  Bradley  Phar- 
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work  with  you  to  create  your  personal  retirement  safety  net.  Protecting  retirements  for  over  100  years,  MetLife  has  the  expertise 
and  financial  strength  to  make  guarantees  for  the  "if"  in  life. 
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hai's  pharma  gulch.  Roche  is  right  across 
the  street,  Novartis  and  Eli  Lilly  down 
the  block. 

The  two  companies,  Shanghai 
Hutchison  and  Hutchison  Medi- 
Pharma,  straddle  the 
old  and  new  worlds  of 
Chinese  medicine,  yet, 
amazingly,  they  share 
the  same  parent,  Hutchison 
China  MediTech,  or  Chi-Med. 
The  Hong  Kong  company  is 
going  forward  and  backward  at 
once.  It  aims  to  expand  the 
market  for  traditional  Chinese 
medicine    while  harvesting 
modern  drugs  from  Asian  flora. 
"Its  a  massive  objective  we've  set. 
We're  trying  to  modernize  and 
globalize  Chinese  medicine,"  says 
Chi-Med  Chief  Executive  Christian 
Hogg,  42. 

The  name  Hutchison  can  only  mean 
one  thing:  the  presence  of  Li  Ka-shing, 
Asia's  richest  man  and  chairman  of  the 
globe-girdling  conglomerate  Hutchison 
Whampoa,  which  has  invested  $72  mil- 
lion in  Chi-Med  since  its  inception  in 
2000.  Chi-Med  listed  28%  of  its  outstand- 
ing shares  on  London's  AIM  exchange  last 
May;  Hutchison  owns  the  other  72%. 

Chi-Med  is  a  minnow  compared  with 
Hutchison  Whampoa's  other  concerns. 
The  company  lost  $10  million  last  year  on 
revenue  of  $58  million,  up  52%  over  2005, 
mostly  from  sales  of  the  musk  pill,  a  treat- 
ment for  respiratory  infection  and  an 
angina  drug.  But  Li,  78,  is  so  keen  on  the 
growth  opportunity  that  he  devotes  some 
of  his  valuable  time  to  signing  off  on  Chi- 
Med  joint  ventures. 

MediPharma  has  two  drugs  in  mid-stage 
clinical  trials  in  the  U.S.,  one  to  augment 
radiation  therapy  on  head  and  neck  cancer 
and  the  other  to  treat  Crohn's  disease,  a 
chronic  inflammation  of  the  digestive  tract. 
The  active  ingredient  in  the  Crohn's  drug  is 
a  chemical  found  in  an  herb  common  in 
China  called  Indian  echinacea  or  rice  bitters. 
If  approved,  the  drug  would  compete  with 
J&J's  Remicade,  which  brought  in  $3  billion 
last  year  from  treating  Crohn's  and  other 
diseases. 

In  November  Procter  &  Gamble 
signed  a  two-year  agreement  with  Chi- 
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For  thousands  of  years  folk  healers  have 
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Med  to  screen  traditional  medicines  for 
new  ingredients  for  P&G  beauty  products. 
That  same  month  Merck  KGaA  of  Ger- 
many agreed  to  develop  anticancer  drugs 
with  Chi-Med.  The  terms  of  these  deals 
were  not  disclosed. 

China's  approach  to  medicine  is  in 
transition.  Many  doctors  trained  in  West- 
ern medicine  scoff  at  traditional  Chinese 
medicine's  lack  of  scientific  grounding 
(even  as  they  plumb  its  medicine  cabinet 
for  secrets).  "We  are  not  a  folklore-based 
company,"  says  Samantha  Du,  the  U.S.- 
trained  biochemist  in  charge  of  Chi-Med's 
drug  development.  The  nation's  booming 
middle  class  readily  embraces  Western 
medicine  but  thinks  nothing  of  adding  a 
dash  of  ancient  herbs  to  a  meal.  Chi-Med's 
business  development  manager,  Michael 
Leung,  lives  in  Hong  Kong  with  his  wife,  a 
private  banker.  "She  takes  bird-saliva  nest 
and  puts  it  in  soup  to  help  her  skin  look 
young,"  he  says. 

Sales  of  Western  pharmaceuticals  in 
China  grew  91%  in  five  years  to  $13  bil- 
lion in  2005,  according  to  the  Boston 
Consulting  Group.  That's  one-twentieth 
the  size  of  the  U.S.  market  but  roughly 
equal,  by  some  estimates,  to  the  tradi- 
tional Chinese  medicine  market.  Some  of 
this  growth  has  been  tainted  by  corrup- 
tion. In  2005  Zheng  Xiaoyu,  the  former 
head  of  China's  State  Food  &  Drug 
Administration,  was  booted  from  office 
for  taking  bribes  to  obtain  drug  approvals, 
the  Chinese  media  alleged.  A  fake  version 
of  one  drug  and  improper  production  of 
another  killed  21  people  last  year.  Since 
last  fall  the  agency  has  revoked  350  manu- 
facturing licenses  and  vowed  to  tighten 
inspections,  according  to  Chinese  media. 

A  wave  of  herbal  prospecting  in  China 
in  the  1990s  turned  up  little  for  several  big 
firms  such  as  Bayer,  Eli  Lilly  and  Pfizer. 
Novartis,  however,  scored  a  hit  in  1998 
with  Coartem,  an  antimalarial  drug  that 
combi/ies  artemisinin,  an  extract  from 
sweet  wormwood,  with  a  compound 
called  lumefantrine.  Sweet  wormwood  is 
used  by  Chinese  herbalists  to  treat  fever. 

Last  year  MediGene  of  Germany  got 
approval  from  the  FDA  for  U.S.  marketing 
of  an  ointment  extracted  from  green  tea 
leaves  to  treat  genital  warts.  Sales  in  the 
U.S.  are  being  handled  by  Bradley  Phar- 
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Health 


maceuticals.  Cephalon  sells  a 
leukemia  drug  called  Tri- 
senox  (arsenic  trioxide).  A 
similar  active  ingredient, 
arsenic  stone,  has  long  been 
used  in  China  and  elsewhere 
to  treat  fevers,  depression 
and  arthritis. 

Chi-Med's  plant-finding 
took  root  in  1995,  when 
Christian  Hogg,  an  English- 
man then  at  Procter  &  Gam- 
ble, was  sent  to  introduce  the 
Chinese  to  the  company's 
laundry  detergents.  While 
there,  he  got  to  know  man- 
agers at  Hutchison  Wham- 
poa,  which  owns  30%  of 
P&G's  Chinese  unit.  In  1999 
P&G  transferred  Hogg  to 
Brussels,  but  he  kept  his  pas- 
sion for  China. 

Within  six  months  he  had  hatched  a 
business  plan  to  bring  Chinese  medicine 
to  the  West,  to  be  sold  in  fancy  shops  that 
would  also  offer  acupuncture,  massage 
and  herbal  treatments.  Hutchison  Manag- 
ing Director  Canning  Fok  liked  that  idea 
but  also  saw  an  opportunity  to  get  in  on 
sales  of  traditional  Chinese  medicine  in 
China,  a  segment  of  the  pharma  business 
that  had  not  yet  opened  to  foreign  invest- 
ment. In  2000  Hutchison  China  MediTech 
was  born.  Hogg  got  enough  money  to  go 


Samantha  Du  left  Pfizer  to  run  Chi-Med  labs  in  Shanghai. 


but  hadn't  the  faintest  idea  how  to  run 
one.  A  recruiter  found  Samantha  Du,  a 
Chinese-born  biochemist  with  a  Ph.D. 
from  the  University  of  Cincinnati  and 
eight  years'  experience  at  Pfizer.  Du,  now 
42,  was  being  groomed  for  management 
at  Pfizer  but  decided  it  might  be  better  to 
run  her  own  operation.  She  moved  from 
Groton,  Conn,  to  Hong  Kong  in  2001. 

The  next  year  Du  set  up  a  new 
research  lab  in  Shanghai,  which  has  a 
good  supply  of  disciplined  scientists  and  is 


Du  and  her  staff  screened  10,000  Chinese 
medicines  to  find  ones  that  influence  cancers 
and  the  immune  system.  They've  come  up 
with  some  new  prospects. 


off  and  build  the  first  few  of  what  are  now 
six  Chinese  herbal  medicine  shops  in 
London,  operating  under  the  name  Sen. 

In  2000,  when  China  finally  opened 
the  traditional  medicine  sector  to  foreign 
investment,  Chi-Med  was  one  of  the  first 
in.  In  2001  it  invested  $35  million  in  joint 
ventures  with  two  Chinese  medicine  com- 
panies, including  the  newly  renamed 
Shanghai  Hutchison  Pharmaceuticals,  and 
in  2005  put  $17  million  into  a  third  firm. 

Hogg  wanted  to  set  up  an  R&D  arm 


cosmopolitan  enough  to  lure  back  Chi- 
nese scientists  from  U.S.  drug  firms.  Chi- 
Med  promised  her  a  $27  million  startup 
budget.  Du  recruited  from  companies 
such  as  Amgen,  Pfizer  and  J&J. 

Plant-derived  drugs,  called  botanicals, 
are  devilishly  hard  to  develop  because 
herbs  and  flowers  contain  so  many  chem- 
ical entities  that  it's  hard  to  pinpoint  their 
biological  targets  at  a  molecular  level.  Still, 
pharmacy  shelves  are  chockablock  with 
drugs  that  are  either  derived  from  plants 


(morphine,  from  poppies)  or  inspired  by 
herbal  remedies  (aspirin,  from  an  ancient 
willow-bark  extract).  The  best-under- 
stood Chinese  herbs  have  already  been 
well  covered,  but  in  the  past  few  years  Du 
and  her  staff  have  screened  10,000  tradi- 
tional Chinese  medicines  looking  for  ones 
that  influence  cancers  and  the  immune 
system  and  have  come  up  with  a  handful 
of  new  prospects. 

In  2004  the  FDA  streamlined  the 
development  of  botanical  drugs  by  allow- 
ing drugmakers  to  skip  early- 
stage  safety  trials  if  a  drug 
candidate  comes  from  an 
herbal  remedy  that  is  safe  and 
legally  marketed  already.  Chi- 
Med  took  its  Crohn's  disease 
drug  into  midstage  trials  two 
years  earlier  than  it  would 
have  otherwise.  Results  are 
expected  later  this  year.  Chi-Med's  second 
compound,  which  sensitizes  head  and 
neck  cancer  cells  to  radiation,  is  approved 
for  use  in  China.  U.S.  trials  are  under  way. 

Funds  to  fuel  Chi-Med's  research  will 
come  from  the  brisk  sales  of  deer-musk 
pills  and  Hutchison  Whampoa's  deep 
purse.  In  a  few  years  China's  economy  will 
develop  enough  to  support  lucrative 
Western-style  drug  reimbursements.  Says 
Hogg:  "We'll  see  10%  to  20%  growth  for 
the  next  10  to  20  years."  F 
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Testing  a  Makeover 

At  Perry  Ellis  International,  diversification  may  help  it  survive  tough  times  in  the 
fashion  biz — and  guarantee  a  son's  rise  to  the  top  By  Heidi  Brown 


OSCAR  FELDENKREIS  BARRELS 
into  a  Perry  Ellis  outlet  store 
in  Miami's  Dolphin  Mall, 
surprising  store  manager 
Robert  Collazo.  Feldenkreis, 
president  and  chief  operating  officer  of 
Perry  Ellis  International,  adjusts  the 
French  cuffs  of  his  Brioni  shirt  and  starts 
firing  questions.  "How  were  sales  last 
weekend?"  he  asks,  unsmiling.  Good — 


2%  above  target,  Collazo  reports.  "How 
about  the  suits?"  Feldenkreis  needles  him, 
eyeing  a  display.  The  $99  summer-weight 
blazers  are  a  hit,  says  Collazo  stiffly.  "What 
about  fragrance?  Do  you  have  enough?" 
Feldenkreis  asks.  No,  not  enough,  it  turns 
out.  With  that  an  exasperated  Feldenkreis 
ends  the  interrogation  by  snapping  open 
his  cell  phone  and  ordering  someone  to 
immediately  deliver  $50  bottles  of  Perry 


Ellis  cologne  to  the  store,  one  of  its  35 
branded  outlets. 

Feldenkreis,  47,  is  anxious  to  keep 
things  on  track  at  Perry  Ellis  Interna- 
tional. The  Miami  menswear  company  is 
pinched  by  sagging  sales  and  consolida- 
tion at  traditional  department  stores, 
where  it  gets  25%  of  its  revenue.  The 
downturn  comes  as  Feldenkreis  is  assum- 
ing more  responsibilities  from  his  father, 


Success  suits  them:  Perry  Ellis  International  Chief  George  Feldenkreis,  his  son  and  second-in-command,  Oscar  Feldenkreis,  and  friends. 
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Probably  not  for  the  Kohl's  customer:  An  Original  Penguin  store  is  upscale  and 
looks  contemporary;  models  wearing  Penguin  and  redesigned  Perry  Ellis  togs. 


George  Feldenkreis,  chief  executive. 

Sales  tripled  between  2002  and  2006, 
then  fizzled  in  fiscal  2007,  ended  Jan.  31, 
with  a  2%  decline  to  $830  million.  Net 
income  was  flat  at  $22  million.  The  elder 
Feldenkreis,  71,  admits  with  disappoint- 
ment that  revenue  (including  royalties 
generated  by  licensees)  from  its  signa- 
ture brand,  $250  million  last  year,  fell  by 
$25  million. 

Is  it  better  to  be  a  narrow  player  or  all 
over  the  map  in  the  fashion  business  these 
days?  Father  and  son  Feldenkreis,  long- 
time apparel  vendors  who  have  spent  ten 
years  and  $190  million  to  become  retail- 
ers and  brand  builders,  are  betting  it  pays 
off  to  sell  a  bit  of  everything  to  all  men. 
After  40  years  as  a  below-the-radar  sup- 
plier of  affordable  menswear  to  discount 
chains  and  department  stores,  including 
Kohl's  and  J.C.  Penney,  Perry  Ellis  Inter- 
national is  diversifying  into  pricier  goods. 
The  company  still  sells  26  menswear 
labels— Natural  Issue,  John  Henry  and 
Grand  Slam  among  them— to  big  chains, 
but  the  Feldenkreises  are  confident  that 
future  growth  will  come  from  selling  bet- 
ter brands  at  higher-end  department 
stores  and  stand-alone  shops.  Wall  Street 
approves:  The  company's  stock  has  more 
than  doubled  in  the  past  year  to  $33. 

"There's  a  big  difference  between 
owning  a  major  brand  and  being  a  pro- 
ducer of  commodity  products"  says  the 
elder  Feldenkreis. 


The  Feldenkreis  duo's  march 
up  the  income  scale  started 
when  Supreme  International,  as 
the  company  was  then  called, 
acquired  120-year-old  Munsing- 
wear  for  $18  million  in  1996. 
George  initially  intended  to  sell 
knit  shirts  to  his  department 
store  clients.  But  Oscar,  who  had 
tried  developing  higher-end 
labels  from  scratch,  had  other 
ideas.  When  he  learned  that 
young  hipsters  were  buying 
Munsingwear's  Original  Penguin 
polo  shirt,  he  yanked  its  togs 
from  low-end  stores  in  2002, 
hired  a  designer  and  talked  his 
way  into  Saks  Fifth  Avenue.  His 
knit  polo  shirt  sells  there  for 
$100.  "Oscar  does  things  quickly' 
says  his  dad. 

In  1999  George  learned  that 
Perry  Ellis,  a  has-been  designer 
brand  from  the  1970s  that  had  I 
fallen  on  hard  times,  was  for  sale.  Using 
capital  raised  in  the  junk  bond  market,  he 
paid  $75  million  to  the  designer's  estate  to 
get  a  brand  that  had  licensing  income  of 
$14  million  a  year.  He  changed  Supreme 
International's  name  to  Perry  Ellis  Inter- 
national to  signal  its  new  mission.  The 
duo  then  spent  $5  million  buying  back 
some  licenses  from  ten  low-end  purvey- 
ors. They  also  shelled  out  $91  million  to 
buy  Salant,  Perry  Ellis'  largest  licensee. 


Oscar  sees  glory  in  branching  out. 
George,  the  more  conservative  executive, 
views  it  as  a  way  to  minimize  risk.  A 
Cuban,  George  grew  up  poor  in  Havana. 
He  moved  with  his  family  to  Miami  in 
1961.  He  was  broke  and  spoke  spotty 
English.  But  he  knew  how  to  get  almost 
anything  anyone  needed.  When  a  door- 
maker  wanted  a  special  louvered  glass, 
Feldenkreis  found  the  source  and  imported 
it  from  Portugal.  He  soon  starting  import- 
ing parts  for  motorcycles  and  automobiles, 
too.  In  1967  Feldenkreis  and  his  brother, 
Isaac,  created  Supreme  International,  an 
apparel  importer.  Its  first  hit:  four-pocket 
Latin-style  shirts.  George,  who  bought 
out  his  brother  in  1978,  was  frugal  as  well 
as  resourceful:  Oscar  recalls  as  a  young- 
ster watching  George  "argue  for 
four  hours  over  one  cent  per 
item"  with  suppliers. 

But  Oscar,  who  dropped  out 
of  college  to  work  with  his  dad  in 
1980,  is  obsessed  with  image.  He 
picked  out  Bentleys  for  himself 
and  his  father,  and  he  prefers 
custom-made  suits  to  the  brands 
they  sell.  He  is  itching  to  buy 
more  ritzy  labels.  He  will  get  his 
way:  George  talks  about  retire- 
ment, and  Oscar  has  a  lock  on 
his  job  because  the  family  owns 
31%  of  the  company's  stock. 

Is  that  a  good  thing?  George 
is  a  more  genteel,  thoughtful 
executive.  Oscar  is  impulsive  and 
ambitious.  At  one  point  he  was 
involved  in  designing  women's 
swimwear  for  Jantzen,  one  of 
Perry  Ellis'  brands.  The  line 
flopped.  In  2001  Oscar  pushed 
to  buy  the  wholesale  operations 
of  Bugle  Boy  Industries.  George 
thought  the  price  Oscar  offered, 
$54  million,  was  too  high  for  the  unit  of 
the  bankrupt  sportswear  maker.  George 
prevailed.  He  also  confides  that  his  son 
hires  and  fires  employees  too  quickly,  fret- 
ting that  "it  costs  us  money." 

But  George,  having  become  a  success 
his  way,  seems  prepared  to  help  his  son 
do  the  same — particularly  if  Oscar  helps 
the  company  ride  out  tough  times.  Says 
George:  "Oscar  wants  to  be  the  biggest 
apparel  guy  in  the  world."  F 
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Eye  in  the  Sky 

This  is  quite  the  niche:  assembling  helicopters  that 
take  aerial  photos  for  condo  developers. 

By  Christopher  Steiner 


■  N  THE  PROSAIC  WORLD  OF 
I  real  estate  marketing  Mark 
I  Segal  and  Jeffrey  Jones  have 
I  found  a  rarefied  perch.  Their 
Hi  SkyPan  International  of  Chi- 
cago sends  bantam  helicopters  into 
the  nooks  and  lofty  alleys  of  the 
high-rise  world,  snapping  photos 
taken  from  100  feet  and  higher,  to 
provide  breath-snatching  views  from 
skyscrapers  that  haven't  yet  been 
built.  Developers  use  the  images  to 
sell  to  prospective  buyers  of  luxury 
condos  and  offices. 

It's  work  that  conventional 
helicopters  once  did — before  Sept.  11. 
After  federal  laws  limited  big  chop- 
pers, some  developers  sent  photog- 
raphers 150  feet  up  on  construction 
cranes  or  took  pictures  from 
different  floors  of  nearby  existing 
buildings.  But  cranes  can't  reach  the 
necessary  heights;  getting  a  200-foot 
machine  in  place  can  cost  $24,000  a 
day.  Views  from  other  buildings  are 
just  that.  Balloons  can  work  but  are 
time-consuming,  and  they  are  slaves 
to  wind  and  pesky  guide  wires. 

SkyPan's  work  isn't  a  snap,  either.  The 
average  job  takes  a  day  and  runs  $30,000  to 
$50,000.  After  the  shoot  Segal  extracts  the 
old-fashioned  70mm  film  from  the  6-foot- 
long  chopper  and  runs  it  through  a  giant 
drum  scanner  to  produce  massive  photo  files, 
500  megabytes  per  image.  The  company 
finds  clients  through  word  of  mouth,  its  Web 
site  and  direct  mail  to  developers.  From  this 
oddball  business  SkyPan  hauled  in  $520,000 
in  revenue  last  year  and  says  it  can  do  dou- 
ble that  in  2007.  The  company  has  been 
profitable  from  the  start,  Jones  and  Segal  say, 
but  almost  all  profits,  aside  from  salaries,  are 
fed  into  R&D  to  refine  their  three  airships, 
worth  north  of  $50,000  each 


These  aren't  hobby-shop  choppers,  which 
can  lift  no  more  than  a  few  ounces.  SkyPan's 
helis  hoist  1 1  pounds  of  camera  equipment. 
They  need  brawnier  booms,  fatter  blades, 
bigger  motors  and  lighter  components. 
Jones  orders  parts  from  40  manufacturers 
and  builds  the  choppers — now  in  their  fifth 
incarnation— from  scratch,  with  an  eye  to 
making  them  less  vulnerable  to  unpre- 
dictable breakdowns. 

Builders  from  Shanghai  to  London 
have  rejoiced:  SkyPan's  photos,  taken  at  in- 
cremental heights  of  20,  50  or  100  feet,  are 
a  standard  part  of  promotion.  "This  tool  is 
a  requirement  now;  you  have  to  do  this,"  ex- 
plains Gregory  van  Schaack,  vice  president 


at  Hines  Development  in  Chicago. 

A  Carnegie  Mellon  graduate  in  civil 
engineering,  Segal,  50,  worked  on  Washing- 
ton's Metro  in  the  1970s,  switched  to 
professional  photography  in  1982  and  devel- 
oped a  panache  for  panoramic  shots,  a  tricky 
proposition.  Some  jobs  had  Segal  balancing 
on  helicopters'  skids,  gripping  a  $20,000 
panoramic  camera  to  capture  glittering  sky- 
lines. Wasn't  there  a  safer  way  by,  say, 
aerial  remote  control? 

A  camera  vendor  from  Texas  put 
him  in  touch  with  Jones,  49,  who 
knows  his  way  around  radio- 
controlled  aircraft  and  was  using 
that  skill  to  pursue  an  avocation  in 
photography,  in  between  jobs  in  such 
fields  as  welding  and  carpet  cleaning. 
Jones'  photography  was  primitive.  But 
the  former  Army  engineer  built 
peerless  helicopters.  Jones  and  Segal 
formed  SkyPan  in  1998. 

The  two  spent  $250,000  of  their 
own  building,  tweaking  and  crashing 
helicopters,  from  1998  to  2002.  Jones 
fashioned  new  frames  out  of  carbon- 
fiber- reinforced  epoxy,  the  stuff  of 
Boeing  787s.  To  get  finer  shots  from 
a  swaying  helicopter  Segal  modified 
his  360-degree  panoramic  cameras  to 
spin  two  revolutions  per  second, 
creating  a  gyro  effect  whose  cen- 
tripetal force  stabilizes  the  lens.  Jones 
added  sensors  that,  by  monitoring 
the  air  temperature  above  and  below 
the  heli  ten  times  a  second,  can 
keep  the  chopper  at  a  fixed  altitude 
with  more  accuracy  than  a  human  on 
the  ground  can. 

On  a  2002  shoot  in  Yelapa,  Mexico  for 
the  Food  Network  their  one  chopper  went 
down  in  the  town's  tiny  harbor.  A  fisherman 
in  a  dinghy  hauled  it  out.  "The  whole  thing, 
from  the  ball  bearings  to  the  camera,  was 
shot,"  Segal  says.  That  mistake  cost  them 
$50,000  and  two  months  of  work.  Then,  in 
Chicago,  they  had  to  hire  a  diver  to  locate 
their  chopper  in  Lake  Michigan  after  it 
crashed  near  the  city's  North  Avenue  Beach. 

So  far  none  of  SkyPan's  equipment  has 
crashed  into  either  airplanes  or  people  on  the 
ground;  the  FAA  is  only  now  working  on 
restrictions.  Perhaps  the  biggest  hazard  to 
their  business  plan  is  a  real  estate  crash.  F 
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Intel  Plots  A 

Comeback 

Intel's  boss  was  raised  on  the 
inside.  Now  he  must  turn  it 

inside  out.  By  Elizabeth  Corcoran 


INTEL  CORP.  WAS  MIRED  IN  MISERY  EARLY  LAST  YEAR.  AFTER  TWO  DECADES  DOMINATING  THE  MICROCHIP  MARKET— 
one  of  the  fastest-moving  and  most  unforgiving  businesses  in  the  world — Intel  seemed  lethargic,  lagging  and  stumble-prone.  Big  lay- 
offs were  imminent.  Its  stock  price,  having  reached  $75  in  the  fall  of  2000,  had  stalled  in  the  $20  range.  Net  income  topped  $10  bil- 
lion in  2000  but  had  fallen  to  only  half  that  in  the  years  since.  Worse,  Intel  was  getting  bested,  badly,  by  a  pesky  producer  one-sixth 
its  size.  After  years  as  an  also-ran  Advanced  Micro  Devices  in  2003  had  upstaged  Intel's  muscle-bound  chips,  namely  Itanium  and 
Pentium  4,  Intel's  centerpiece.  Big  customers— IBM,  Hewlett-Packard  and,  eventually,  Dell— began  turning  to  AMD.  In  2005  Intel  lost 
2.6  points  of  market  share,  far  more  than  it  had  expected. 

Moreover,  forays  for  new  growth  were  fizzling:  A  big  move  into  new  chips  for  cell  phones  flopped;  a  plan  to  create  a  business  run- 
ning server  farms  for  corporate  clients  faded;  a  billion-dollar  gamble  on  Itanium,  a  new-generation  chip  for  big  servers,  failed  to  pay 
off.  The  efforts  had  been  plotted  by  Craig  Barrett,  the  materials- science  engineer  who  in  1998  succeeded  Andrew  S.  Grove,  the  salty 
leader  who  had  helped  start  die  company.  Barrett  was  helped  by  a  successor  of  his  own:  Paul  S.  Otellini,  an  Intel  lifer  who  in  mid-2005 
became  the  first  non-Ph.D.  to  run  Intel. 

Unaccustomed  to  losing,  Intel's  ranks  pelted  their  new  chief  with  bitter  e-mails:  Intel  had  lost  it;  management  was  incompetent. 
Some  likened  Intel  to  a  lumbering  Detroit  carmaker.  Today  Otellini,  56,  is  reluctant  to  talk  about  the  backlash,  though  his  chagrin  is 
apparent.  His  de  facto  number  two,  Sean  Maloney,  is  more  blunt:  "It  was  a  swift  kick  in  the  gut.  We  were  angry  and  disappointed  in 
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ourselves."  He  adds:  "We  just  had  a  visceral 
emotion:  We're  gonna  fix  it." 

That  frustration  pushed  Otellini  to  wage 
the  most  sweeping  overhaul  at  Intel  in  20  years. 
Gone  are  plans  for  diversifying  away  from 
Intel's  chips.  Gone  is  10%  of  its  workforce. 
Otellini  also  bailed  Intel  out  of  cell  phones, 
selling  off  the  XScale  mobile-chip  line.  In  a  first 
for  the  company,  he  has  put  one  chip  factory— 
so  far— up  for  sale.  And  Otellini  is  reorienting 
Intel's  focus  to  look  beyond  its  slow-growth 
mainstay,  processor  chips  for  desktops,  to  what 
he  hopes  will  be  the  Next  Wave.  This  is  a  world 
of  lightweight  notebook  PCs  and  a  gaggle  of 
ultramobile  machines  smaller  than  a  laptop 
but  bigger  than  a  BlackBerry.  "The  PC  market 
has  been  very  good  to  us.  It's  near  300  million 
units  [a  year].  Its  going  to  grow  to  500  million 
units,"  he  says.  "But  how  do  we  sell  a  billion  of 
something?  Can  we  create  a  multihundred- 
million-unit  market,  per  year,  in  handhelds?" 

Intel  already  had  in  place  a  growth  engine  that  could  fuel  its 
comeback:  Centrino,  simpler,  faster  and  cheaper  than  the  Pen- 
tium 4.  The  design  began  with  Intel  engineers  in  Haifa,  Israel,  far 
from  Silicon  Valley.  Centrino  would  power  notebook  comput- 
ers— but  the  "core"  processor  at  Centrino's  heart  would  become 
the  inspiration  for  all  of  Intel  and  lead  to  a  starkly  different  design 
than  the  Pentium,  which  had  reigned  since  1993. 

In  Silicon  Valley  Intel  engineers  thrived  on  using  every  avail- 
able transistor  to  get  more  speed  and  power  from  a  chip.  The 
adverse  side  effect:  lots  of  waste  heat.  The  178  million  transistors 
in  Intel's  top  Pentium  4  give  off  enough  heat  to  fry  an  egg. 


Intel's  success  in  the 

1990s  made  it  hard  to  do 

things  differently 


Look,  no  hands!  Stacks  of  silicon  wafers  shuttle  automatically  through  Intel's  latest  fabs. 


In  the  new-gadget  era  envisioned  by  Otellini  the  chips  must 
be  the  antithesis  of  a  hefty  Pentium — sleeker,  simpler,  far  cheaper 
and,  above  all,  cooler.  Lash  a  couple  of  processor  cores  together 
and  bundle  in  specialized  parts  for,  say,  wireless  linkups  or  video 
graphics,  and  this  system  can  power  everything  from  a  palmtop 
to  a  server.  Intel  says  a  new  family  of  cores,  aimed  at  mobile 
devices,  will  be  ready  next  year. 

"How  do  we  fit  inside  of  something  that  sells  for  $100  and 
make  some  money?"  Otellini  says.  "Costs  become  essential. 
Architecture  becomes  essential.  Integration  becomes  essential. 
And  the  culture  of  the  company  has  to  wrap  itself  around  that." 
This  threatens  "the  ego  of  the  Intel  engineering  community,"  says 


Maloney,  executive  vice  president.  "Their  whole  notion  of  self- 
worth  was  based  around  bigger  and  faster.  That  aspiration 
needed  to  change  to  cooler,  sleeker,  smaller.  That's  a  big  deal." 

Thus  Intel  has  abandoned  what  may  be  the  most  prodigious 
platform — the  cell  phone,  with  1  billion  units  sold  last  year,  four 
times  the  number  of  PCs — in  favor  of  a  new  gadget  that  barely 
exists.  Succeeding  requires  Intel  to  do  two  things  it  never  has 
done  particularly  well:  make  chips  at  the  lowest  cost  possible  and 
let  customers'  demands  shape  development. 

The  Intel  of  old  held  85%  of  the  PC  microprocessor  market 
and  routinely  dictated  upgrades  and  designs  with  little  input 
from  the  clientele.  AMD  Chief  Hector  Ruiz  tacitly 
goads  Intel  for  this:  "We  did  something  that,  unfortu- 
nately, is  all  too  rare  in  the  semiconductor  industry — 
we  went  out  and  talked  with  [customers]  about  what 
[they]  needed,"  he  said  in  an  industry  speech  in  Octo- 
ber 2006. 

The  new  Intel  must  undergo  a  personality  trans- 
plant. The  Intel  that  Andy  Grove  built  had  enshrined 
sharp  confrontation  as  constructive  engagement,  in 
the  imperious  and  emphatic  style  of  its  chairman,  for 
whom  decisions  were  crisp,  choices  were  binary  and 
markets  were  won  or  lost. 

Otellini,  who  scoffs  privately  at  the  "cult"  that  can  surround  a 
company's  founders,  can  deliberate  something  to  death.  He 
deploys  a  reserved  manner  and  prefers  persuasion  over  fiats,  con- 
sensus over  combat.  Frustration  or  embarrassment  shows  in  a  red 
flush  to  his  face.  His  equanimity  is  a  mixed  blessing.  It  can  be  seen 
as  indecisiveness. 

He  was  born  and  bred  in  San  Francisco,  and  during  his  col- 
lege years  he  spent  a  summer  working  with  his  father,  a  butcher, 
in  a  slaughterhouse.  ("I  think  he  did  that  on  purpose,  because  he 
didn't  want  me  to  ever  think  of  that  as  a  career,"  Otellini  has  said.) 
He  attended  the  University  of  San  Francisco,  and  in  1974  he 
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landed  his  M.B.A.  at  the  University  of  California,  Berkeley,  join- 
ing Intel  as  an  analyst.  He  hasn't  missed  an  Intel  paycheck  since. 
He  rose  in  marketing  and  management— "I'm  a  product  guy"— 
and  spent  a  year  in  1990  as  an  aide  to  Grove. 

Barrett  succeeded  Grove  in  1998  and  began  looking  beyond 
microprocessors,  a  business  he  derided  as  a  "creosote  bush."  (In 
the  desert  a  creosote  bush  poisons  the  ground  around  it  to  ward 
off  other  vegetation.)  He  had  Intel  spend  $10  billion  buying  com- 
munications and  networking  firms,  even  as  it  invested  hundreds 
of  millions  more  in  the  Itanium  chip  project  with  HP. 

By  2002  the  dot-com  crash  and  the  collapse  of  telecom  had 
devastated  Intel's  profits  and  chilled  Barrett's  plans.  Intel's  move 
into  chips  for  mobile  phones  had  become  a  quagmire.  Although 
the  company  had  grabbed  a  promising  chip  line  in  a  legal  settle- 
ment with  the  old  Digital  Equipment  in  1998  and  renamed  it 
XScale,  the  chip  wasn't  enough.  Unlike  the  PC  world, 
software  for  such  chips  was  patchy.  Even  making  the 
chips  proved  more  costly  than  expected  as  Intel  had  to 
rejigger  manufacturing  processes. 


Tick, 
Tock 

Intel  has 
been  rocked 
by  rival  AMD 
and  buoyed 
by  new  chips 
over  the  past 
few  years. 


time  when  corporate  customers  eyed  even  electricity  bills  in  a  bid 
to  reduce  their  tech  spending. 

AMD,  Intel's  plucky  rival,  was  poised  to  benefit.  Its  engineers 
had  been  working  on  a  homegrown  chip  that  rivaled  Intel's  high- 
end  Itanium  for  power  but  easily  ran  existing  software.  And  it 
was  cool — generating  less  heat  than  Intel's  big  chips.  AMD 
debuted  its  Opteron  for  high-end  servers  in  April  2003  and 
rocked  Intel's  world.  The  competition  would  knock  the  average 
selling  price  for  high-end  chips  from  more  than  $600  apiece  in 
2003  to  half  of  that  today,  says  IDC  analyst  Shane  Rau. 

Intel,  meanwhile,  had  glitches.  It  canceled  one  new  version  of 
Pentium  4,  ran  a  year  late  on  another,  delayed  several  other  prod- 
ucts and  ran  short  of  chips  because  of  bad  forecasting.  Only  the  tran- 
sition of  the  chief  executive  job  from  Barrett  to  Otellini,  in  May  2005, 
went  smoothly.  Intel  stock  rose  8%  in  calendar  2005;  AMD's  rose  43%. 

Then  Intel  stumbled  in  a  spectacular  way:  It 
missed  sales  forecasts  on  Wall  Street  two  quar- 
ters in  a  row,  through  the  first  quarter  of  2006. 
And  Intel  was  bloated.  In  2000  it  had  86,000 
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"In  hindsight, 
phones — even  the 
smart  phones  we  tar- 
geted—was not  an 
area  in  which  we  had 

20  or  30  years  of  expertise,"  says  Otellini,  who 
became  president  in  early  2002.  "It  didn't  play  to 
any  of  our  strengths.  We  didn't  have  the  software  or 
the  architecture."  Nor  did  Intel  have  many  cus- 
tomers. Research  In  Motion  put  XScale  into  its 
BlackBerry,  but  cell  phone  makers  were  leery  of 
Intel's  reputation  in  PCs  for  reaping  most  of  the 
profits  and  leaving  boxmakers  with  less.  "There 
were  entrenched  players,  many  of  whom  had  seen 
the  PC  movie,  Otellini  says. 

Meanwhile  Intel  was  getting  into  trouble  in  microprocessors. 
The  Itanium,  in  gestation  since  1994  ind  a  few  years  behind 
schedule,  faltered  when  customers  balked  at  the  hassle  and  the 
cost  of  rewriting  old  Intel-based  software  for  the  new  chip. 
Worse,  the  Pentium  4  was  a  hothead  and  a  power  guzzler,  at  a 
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people  producing  $34  billion  of  rev- 
enue; by  2006  it  had  added  17,000, 
though  the  top  line  had  grown  only  5%. 

Otellini  spent  much  of  last  year 
handling  the  fallout — disillusioned 
employees,  the  board  demanding  to 
know  why  Intel  had  slipped  so  badly,  a 
huge  round  of  layoffs.  Yet  Intel  already 
had  a  key  element  in  place  for  a  dra- 
matic comeback — the  processor  core 
inside  Centrino. 

.In  2000  Otellini,  then  head  of 
Intel's  microprocessor  business,  had 
realized  slim  notebooks  would  need  a 
cooler,  less  power-hungry  processor  than  the  Pentium  4.  So  he 
set  engineers  in  Israel  to  the  task.  They  approached  it  in  a  non- 
Intel  way,  sacrificing  some  raw  power  to  get  a  chip  that  ran 
cooler.  The  idea  was  scorned  inside  Intel.  "The  company  had 
been  so  successful  in  the  1990s  it  was  hard  to  talk  about  doing 
things  differently,"  says  David  Perlmutter,  who  led  the  project. 
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"It  was  easier  to  be  remote  and  question  the  basic  religion  of 
the  company." 

In  2002  their  work  was  all  but  finished,  when  Otellini  had  an 
epiphany:  Notebooks  and  laptops  had  to  be  able  to  connect  wire- 
lessly  to  the  Internet.  So  Otellini  decreed  that  the  new  chip 
should  wait  until  the  engineers  could  fuse  their  core  to  a  home- 
grown Wi-Fi  component.  "Making  that  decision  was 
tumultuous  inside  of  Intel,  to  say  the  least,"  he  says.  "It 
was  a  cultural  issue.  We're  a  microprocessor  company" 
The  Intel  faithful  disliked  delaying  a  new  chip  to  wait 
for  adjunct  technology.  One  computer  maker  jeered  at 
the  project,  calling  it  "Latrino." 

Intel  rolled  out  its  Wi-Fi- 
ready  Centrino  in  March 
2003.  Six  months  later  the 
new  chip  was  a  much-needed 
hit.  Intel's  Perlmutter  was 
convinced  he  could  see  the 
next  horizon.  "The  first  Cen- 
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Since  the  Mac's  debut  in  1984,  it  always  had  run  on  chips  from 
Motorola  and  its  partners.  Otellini  gets  coy  when  asked  whether 
Intel  might  eventually  surface  in  the  Apple  iPhone,  due  in  June. 

In  spite  of  Centrino's  success,  Intel  overall  was  sagging. 
Early  last  year  Otellini  hired  consultants  from  Bain  &  Co.,  who 
huddled  with  some  of  Intel's  smartest  managers  to  take  a  snap- 
shot of  the  company.  Their  report,  two 
months  later,  stung  Otellini  and  staff:  Intel 
was  fat  and  inefficient,  hampered  by  high 
costs  and  a  swollen  marketing  department. 
One  example:  Intel  had  too  many  "two-in- 
a-box"  managers  (a  pair  who  share  title 
and  job).  One  set  even  jointly  oversaw  a 
staff  of  one. 

"We  weren't  used  to  the  sniping.  No 
one  had  questioned  us  for  years,"  says  mar- 
keting chief  Sean  Maloney.  But  instead  of 
demurring,  senior  execs  focused  on  a  fix. 
"How  could  you  let  Intel  fail?"  he  says. 
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trino  wasn't  bad,"  he  says.  "But  could  we  evolve  the 
architecture  to  be  better  than  the  Pentium  4?" 

It  could.  A  Centrino-like  core  was 
anointed  as  Intel's  flagship  for  notebook 
and  desktop  PCs.  In  October  2004 
Otellini  canceled  future  Pentium  4 
efforts.  He  signed  on  for  a  big  test 
of  whether  Intel's  engineers 
could  shed  their  dictatorial 
ways  to  work  closely  with  a 
most  demanding  customer: 
Steve  Jobs  of  Apple. 

After  much  wooing  by  Otellini, 
Jobs  had  agreed  to  consider  using  the 
next  core,  so  long  as  Apple  engineers 
could  work  hand  in  hand  with  Intel's 
designers.  And  in  mid-2005  Jobs  took 
the  stage  at  his  annual  powwow  with 
developers  to  announce  that  the  Apple 
Macintosh  would  start  using  Intel  chips. 


We're  the  company  that's  famous  for  techno- 
logical change.  The  sense  of  personal 
shame  would  be  overwhelming." 

But  Intel  stumbled  again  in 
launching  its  rescue  mission.  Led 
by  the  deliberative  Otellini,  the 
company  imposed  job  cuts  so 
slowly  that  the  ranks  grew  ever 
more  angry.  Intel  first  told  Wall 
Street  it  would  analyze  the  com- 
pany's structure  but  didn't  cite  lay- 
offs. Later  it  said  it  would  fire  a 
thousand  managers.  In  June  2006  it 
sold  off  the  XScale  mobile  chip  line  to 
Marvell  Technology  Group  for  $600 
million,  shedding  more  staff.  Only 
in  September  did  Otellini  &  Co. 
put  a  number  on  the  layoffs: 
10,500  jobs,  or  10%  of  the  work- 
force, the  biggest  cut  at  Intel  since 
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it  abandoned  the  memory-chip  business  in  1985.  More  layoffs 
loom  as  Intel  weighs  selling  the  weakest  part  of  its  business 
making  flash  memory  (used  in  cell  phones  and  cameras)  by 
year-end. 

Now  Otellini  plies  new  growth.  Intel's  sales  of  various  "core" 
chips  (including  the  Centrino  and  the  "Core  2  Duo"  lines,  both 
inspired  by  that  original  core  approach  in  Centrino)  will  exceed 
sales  of  its  classic  design  this  year.  Notebook  chips  are  gaining 
fast:  By  2009  Intel  figures  it  will  ship  more  chips  for  notebooks 
than  for  desktop  PCs— happy  news  because  at  least  for  now  Intel 
makes  more  money  on  notebooks. 

Next:  chips  for  the  ultramobile  handhelds.  These  will  incor- 
porate, on  one  piece  of  silicon,  a  Centrino-like  core  plus  circuits 
handling  such  tasks  as  Voice  over  Internet,  graphics  for  games 
and  search.  Otellini  argues  that  by  2011  such  chips  could  com- 
pete in  what  he  expects  will  be  three  newly  formed  $10-billion- 
a-year  markets — one  each  in  mobile,  consumer  electronics  and 


Leaping  Ahead 

Competition  brings  lower  prices,  more  technology — and  a  blizzard  of  new  chips 


INTEL 

AMD 

$35.4  billion 

Revenue    j  $5.6  billion 

$5  billion 

Net  income     ($166  million) 

$130.6  billion 



Market  cap  |  $7.5  billion 

94,000 

Employees  16,500 

Code  name  "Penryn,"  a  45nm 
family  of  chips  that  can  be 
tailored  for  servers,  desktops 
and  mobile  PCs  in  dual-  and 
quad-core  configurations. 

Sources:  AMD;  Intel. 
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Big  Chip       Code  names  "Barcelona"  and 

for  2007       "Agena,"  65nm  chips  with  four 

core  processors  on  a  die  for 

servers  and  desktops.  "Griffin," 

a  dual-core  processor  for 

mobile  PCs. 

supercheap  PCs  for  the  Third  World.  That  enhanced  core  goes 
for  now  by  the  name  Silverthorne. 

"Silverthorne  could  really  be  a  thorn  in  Intel's  side,"  frets 
Auguste  Richard,  a  senior  analyst  at  First  Albany  Capital  in  San 
Francisco,  who  nonetheless  admires  the  Intel  overhaul  and  has 
a  "buy"  on  the  stock.  Any  system-on-a-chip  revenues  for  Intel 
are  a  few  years  away.  Wall  Street  also  worries  about  the 
inevitably  thinner  profit  margins  in  chips  for  cheap  palmtops. 

Intel  never  had  obsessed  over  cutting  product  costs.  "You 
would  never  have  had  a  discussion  with  Andy  [Grove]  or  Craig 
[Barrett]  about  us  being  the  lowest-cost  producer,"  Otellini  says. 
When  a  company  has  products  that  could  command  as  much  as 
80%  margins,  he  note.s  its  are  important  but  not  critical."  But 
cost  will  be  everything  in  t!  ldh  eld  market,  and  Intel  is  count- 
ing on  its  mind-boggling  ;        ;s  in  manufacturing  for  an  edge. 


It  makes  some  of  the  tiniest  chips  ever  created  for  a  PC, 
cramming  them  onto  the  largest  silicon  wafers  in  the  world.  It 
now  has  5  factories  (of  a  total  16)  that  use  platters  300  millime- 
ters across  (12  inches  or  so).  By  year-end  Intel  will  produce 
chips  measuring  45  nanometers  (45  billionths  of  a  meter), 
smaller  than  most  human  viruses.  That  will  let  it  etch  2,500 
chips  on  each  300mm  wafer. 

Otellini  bets  Intel  can  stay  so  far  ahead  of  rivals  that  it  can 
make  chips  as  cheaply  as  any  competitor.  That  includes  China, 
which  is  emerging  as  the  foundry  for  the  rest  of  the  chip  world. 
"We've  been  benchmarking  them.  We  don't  think  we're  at  a 
cost  disadvantage,"  he  says.  In  March  Intel  set  plans  to  build  its 
next  chip  factory,  typically  a  $4  billion  project  in  the  U.S.,  in 
Dalian,  China. 

But  Intel  will  have  to  prevail  over  fearsome  foes:  Samsung 
and  Texas  Instruments,  established  vendors  of  chips  for  the 
picky  cell  phone  business.  And  Intel's  new  push  will  require  its 

engineers  and  managers  to  cater 
to  customers  in  ways  they  never 
have  before. 

"Intel  talks  about  being 
customer-centric,  but  it's  not 
in  their  DNA.  They've  been 
brought  up  to  rule  the  world," 
says  Henri  Richard,  AMD  sales 
chief.  When  he  meets  with 
phonemakers,  they  tell  him 
what  they  want,  what  a  chip 
should  do  and  how  much  it 
should  cost.  In  PCs,  "Intel  tells 
the  customer:  'This  is  the  way 
it's  going  to  be.'" 

At  TI,  Senior  Vice  Presi- 
dent R.  Gregory  Delagi  says 
his  company  has  spent  a 
decade  learning  to  coddle 
clients.  It  reorganized  its 
supply  chain  to  have  TI 
products  ready  just  across 
the  street  from  a  customer 
assembly  plant.  During  the  tech  slump  in  2001  TI  built  a  site 
for  a  customer  within  its  own  factory  in  France  to  let  the 
client's  engineers  work  alongside  TI  staff. 

But  Intel  execs  say  they  learned  how  to  mollify  customers 
as  fussy  as  Steve  Jobs.  And  they  vow  that  their  foray  into  the 
ultra-  mobile  market  will  fare  better  than  their  effort  to  make 
chips  for  cell  phones,  in  part  because  Intel's  cores  are  heirs  to 
the  mountains  of  software  written  for  the  850  million  or  so 
Intel-based  computers  in  the  world  today. 

"That's  the  heart  of  why  it  was  important  for  us  to  make  the 
changes  we  made  last  year,"  Otellini  says.  A  billion  computers 
now  link  up  to  the  Internet,  most  of  them  Intel-based,  and  it 
took  12  years  to  reach  that  milestone.  The  next  billion 
machines  will  come  online  in  only  half  as  much  time — and 
Intel  will  have  to  fight  hard  for  every  single  one  of  them.  F 
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OUTSOURCING 
SERVICE  PROVIDER 
WILL  ALWAYS  MEET 
YOUR  NEEDS 


Introduction  by 
Peter  Bendor-Samuel 


Text  by 
Kathleen  Goolsby 


Peter  Bendor-Samuel  is  chief 
executive  officer  and  founder  of 
Everest  Group,  a  strategic 
business  advisory  firm  and  global 
leader  in  outsourcing  innovation. 


Many  buyers  of  outsourced  services  ask  consultants  two  crucial  questions:  "How  can 
we  ensure  a  strong  relationship  with  our  service  provider  after  a  deal  is  signed?"  and 
"How  should  we  manage  our  outsourcing  arrangement  to  achieve  maximum  value?" 


To  achieve  optimal  outcomes  and  a  mutually 
beneficial  relationship  over  the  long  term,  a 
buyer  and  service  provider  need  to  establish  a 
"partnering"  type  of  relationship.  They  must 
commit  to  each  other's  success  and  collaborate 
on  opportunities  and  issues. 

Old  Mutual  Financial  Network  and  Perot 
Systems,  winners  of  the  Best  Partnership  award  in 
the  2007  Outsourcing  Excellence  Awards, 
describe  the  partnering  approach  as  "a  spirit  of 
partnering,  where  we  really  care  about  each  other 
and  always  do  what  is  best  for  both  companies." 

Outsourcing  Centers  awards  program  provides 
an  in-depth  look  at  what  happens  in  outsourcing 
relationships. This  year  it  was  clearer  than  ever  that 
relationships  experience  unanticipated  challenges. 
In  each  case,  where  the  parties  adopted  a  partner- 
ing mind-set,  the  provider  was  flexible  and  met 
the  evolving  needs. 

Three  weeks  before  going  live,  Webster  Bank 
and  Fidelity  National  Information  Services  dis- 
covered that  data  they  received  after  Webster 
acquired  another  bank  was  incorrect.  It  would 
require  six  weeks  to  correct  the  problems,  so 
Fidelity  voluntarily  worked  double  shifts  for 
three  weeks  and  met  the  deadline. 

When  Hurricane  Katrina  displaced  thousands 
of  U.S.  citizens,  ACS,  which  was  handling  child 
support  payments  for  the  Louisiana  Department 
of  Social  Services,  located  all  the  displaced  fam- 
ilies and  ensured  they  received  payments.  This 
relationship  won  the  Best  BPO  award. 

Through  collaborating,  the  Bank  of  India  and 
HP,  the  Best  IT  Infrastructure  award  winners, 
rolled  out  a  core  banking  system  a  year  ahead  of 
schedule.  McKesson  and  Brigham  and  Women's 
Hospital  Department  of  Surgery  won  the  Best 


Healthcare  award.  McKesson  partnered  with  its 
client  to  build  up  front  the  surgeons'  expectations 
for  a  year  of  major  technology  and  process  changes. 

Winner  of  the  Best  Offshore  award,  Wipro 
helped  its  client,  Nortel  Networks,  deal  with 
the  ups  and  downs  of  the  telecom  industry. 
Unisys  and  the  Illinois  State  Toll  Highway 
Authority,  winners  of  the  Best  IT  Applications 
award,  collaborated  on  a  solution  that  not 
only  benefits  Illinois  citizens  but  helped  the 
Tollway  achieve  a  rapid  return  on  investment, 
an  objective  benefiting  the  state.  Bharti 
Airtel  and  Nortel  Networks  India,  the  Best 
First  Steps  award  winners,  are  among  3.06% 
of  relationships  this  year  that  implemented 
an  incentive  for  both  parties  to  achieve 
specific  outcomes. 

Alfinanz  voluntarily  flew  to  North  Africa  to 
be  available  to  support  its  client,  Aon  South 
Africa,  in  a  project  for  the  World  Bank.  This 
twosome  won  the  Best  Financial  Services  award. 
Thomas  Cook  UK  and  Accenture,  who  won  in 
the  Best  EU  category,  partnered  through  multiple 
issues  in  a  complex  multi-process  transformation 
to  bring  the  buyer  to  profitability. 

In  another  outstanding  partnering  example, 
HP  voluntarily  made  a  costly  decision  to  replace 
hundreds  of  newly  purchased  ATM  devices  for 
its  client,  Toronto  Dominion  Bank  Financial 
Group,  m  order  to  eliminate  issues  it  encountered 
during  rollout  of  new  software  and  hardware. 

Each  of  these  and  the  other  outstanding  rela- 
tionships nominated  for  awards  differ  in  their 
governance  and  contractual  aspects,  but  they  all 
share  the  characteristic  of  a  partnering  mind- 
set. It's  the  best-practice  approach  that  ensures  a 
provider  will  always  be  there  for  the  buyer. 


ADVi 


OLD  MUTUAL  FINANCIAL  NETWORK  AND 

PEROT  SYSTEMS  TEAM  UP  TO  ACHIEVE 
DYNAMIC  COMPETITIVE  ADVANTAGE 


BEST  PARTNERSHIP: 
Old  Mutual  Financial  Network/ 
Perot  Systems 

Old  Mutual,  which  outsources  its 
back  office,  changed  suppliers  to 
Perot  Systems  in  2002.  The  two 
partners  share  efficiency  enhance- 
ments 50-50;  together  they  have 
driven  down  unit  costs  every  year  of 
the  contract  thanks  to  automation: 
Perot  converted  paper  documents 
to  digital  information.  The  supplier 
also  reduced  product  development 
time  to  market  from  six  to  nine 
months  to  six  to  twelve  weeks.  Last 
year  Old  Mutual  introduced  15  new 
products.  "We  are  now  focused  on 
offense  rather  than  defense,"  says 
SVP  Dave  Smith. 


BEST  FIRST  STEPS: 
Bharti  Airtel/Nortel  Networks 
India  Private  Ltd. 

How  do  you  initiate  a  change 
in  the  world's  fastest-growing 
telecom  market?  You  outsource. 
Bharti  Airtel,  an  integrated  Indian 
telecom,  wanted  to  consolidate 
its  No.  1  position  and  scale  for  a 
projected  100  million  customers  by 
2010.  Using  customer  service  as  a 
differentiator,  it  outsourced  its  con- 
tact center  technology.  The  result: 
speech  recognition  and  self-service 
applications  handle  more  than  75 
million  customer  calls  a  month. 
Customers  are  being  encouraged 
to  use  machine  (IVR)  interactions 
over  human  (agent)  interactions. 


After  acquiring  Fidelity  and  Guaranty 
Life  Insurance  Company  in  2001, 
London-based  Old  Mutual  pic 
needed  to  position  itself  for  signifi- 
cant U.S.  market  expansion,  improve  transaction 
efficiency  and  reduce  time  to  market  for  new 
product  launches.  It  also  needed  to  address  service 
issues,  because  agency  groups  were  losing  faith  in 
the  insurer  due  to  unfulfilled  promises  to  Fidelity 
and  Guaranty  Life  customers  as  well  as  customers  of 
entities  comprising  the  U.S.-based  Old  Mutual 
Financial  Network  (OMFN). 

Following  a  strategy  of  "be  the  best  or  contract 
the  best,"  OMFN  decided  to  outsource  several  key 
administrative  operations  to  TAG,  a  Perot  Systems 
company  with  insurance  industry  expertise.  In 
addition  to  scalability  and  reduced  costs,  OMFN 
wanted  a  service  provider  that  could  handle  increas- 
ing volumes  of  business  while  improving  customer 
satisfaction  and  being  proactive  and  accountable. 

During  the  initial  transition,  while  also  administer- 
ing policies,  supporting  more  than  50,000  OMFN 
brokers  and  taking  on  the  support  of  30  new  life 
insurance  products,  OMFN's  business  tripled 
through  distribution  channel  expansion.  Even  so, 
both  companies  collaborated  and  successfully  tran- 
sitioned more  than  600,000  in-force  policies  ahead 
of  schedule  and  under  budget.  Through  planned 
and  unplanned  growth,  the  policy  volume  con- 
tinued increasing  for  the  first  two  years,  and  service 
center  calls  increased  by  more  than  40%. 

OMFN  sponsored  training  to  get  the  new 
product  development  teams  up  to  speed  and 
initiated  team-building  activities  to  accelerate 
mutual  trust  and  collaboration.  They  also  co- 
developed  contractual  incentives  to  boost  service 
quality,  improve  efficiency  and  drive 
continuous  improvement. 

Mike  Kerrey,  executive  vice 
president  of  TAG,  attributes  its  col- 
laborative relationship  and  strong 
performance  record  to  a  true  spirit  of 
partnership.  He  adds,  "One  of  the  keys 
to   our  working  so   well  together 


is  that  we  both  care  about  our  relationship. 
Mutual  Financial  Network  and  Perot  Syl 
always  do  what  is  right  and  necessary  for 
group.  Also,  we  emphasize  personal  accounta| 
throughout  the  relationship,  with  people  in 
companies  matched  up  for  roles  and  responsibill 

Perot  Systems  now  administers  more 
1  million  policies  for  OMFN,  supports 
than  1.2  million  calls  annually  and  has  24  ml 
OMFN  images  on  its  system.  Through 
shared  commitment  to  success,  they  red 
costs  by  more  than  20%  (resulting  in  millic 
dollars  in  annual  savings),  reduced  time  to  m 
for  new  products  by  50%,  enabled  more  pre 
introductions,  decreased  process  cycle  tim 
20%  and  increased  policies  issued  monthl 
33%.  Most  importantly,  OMFN  reestabl 
insurer-agent  relationships  and  trust. 

"We  have  a  remarkable  relationship 
Perot  Systems,  and  we  have  been  able  to  bt 
service  model  that  most  companies  can 
dream  of  achieving,"  states  Dave  Smith,  s< 
vice  president  of  operations,  OMFN.  "This 
us  a  competitive  advantage  in  the  marketpla 
we  are  able  to  react  quickly  to  our  clients'  n 
Based  on  a  history  of  success,  we  contini 
trust  Perot  Systems  to  provide  many  of  oui 
customer-service  processes  —  and  they  com 
to  exceed  our  expectations." 


perot 


www.perotsystems.com 


At,  Perot.  Systems,  earning  client  trust  is  not  just  a  goal,  it's  a 
way  of  life.  More  than  21,000  associates  stand  ready  to  lift 
your  organization  to  new  heights  with  an  extensive  portfolio  of 
consulting,  applications,  business  processes,  and  IT  infrastructure 
solutions.  We  serve  more  than  400  clients  in  the  healthcare, 
government,  and  commercial  sectors. 

Here's  an  example  of  one  client's  results  - 

By  trusting  their  annuity  and  business  support  functions  to  TAG, 
a  Perot  Systems  company,  Old  Mutual  Financial  Network 
(www.omfn.com),  a  leading  national  financial  services 
company,  achieved  many  critical  business  objectives: 

.  Reduced  end-to-end  cycle  time  for  fully  underwritten 
policies  from  22  to  18  days. 

-  Reduced  information  technology  and  insurance 
transaction  costs  by  more  than  20%. 

Accelerated  and  enabled  aggressive  product  and 
market  expansion. 

Decreased  process  cycle  times  for  1035  exchange/transfer 
annuities  to  an  average  of  less  than  25  calender  days. 

.  Realized  millions  of  dollars  in  annual  savings. 
When  you  need  a  hand  to  reach  your  goals,  we'll  be  there. 


Outsourcing  Excellence  Award  Winners 

"Based  on  a  history  of  success,  we  continue 
to  trust  Perot  Systems  to  provide  many  of 
our  key  customer  service  processes  -  and 
they  continue  to  exceed  our  expectations." 

,  '  Dave  Smith, 

Senior  Vice  President  of  Operations 
Old  Mutual  Financial  Network 


For  more  details  on  how  Perot  Systems  and  Old  Mutual  Financial  Network  teamed  up  to  achieve  impressive,  long-term  business  results,  review  the 
case  study:  A  Success  Story  in  Strategic  and  Tactical  Improvements  Through  Collaboration  Read  or  download  at:  www.perotsystems.com/trMst 


PtROI  SYSTEMS  and  the  PEROT  SYS1EMS  lono  .ire  registered  or  uni  metered  trademarks  ol.Peiut  Systems  in  the  United  States,  the 
IU.  .mi I  other  countries.  All  other  trar.1piri.irks  .ire  the  properly  ol  their  respective  owner-.  (O  2007' Perot  Systems  All  Rights  Reserved. 
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MCKESSON'S  REVENUE  CYCLE  OUTSOURCING 
TEAM  COLLABORATES  WITH  BRIGHAM  AND 
WOMEN'S  DEPARTMENT  OF  SURGERY  TO 
ACHIEVE  DRAMATIC  IMPROVEMENTS 


BEST  IT  INFRASTRUCTURE: 
Bank  of  India/HP 

Bank  of  India,  the  nation's  fifth 
largest,  was  using  homegrown 
software  on  stand-alone  systems 
to  run  its  branch  network.  It  needed 
scalable  infrastructure  to  respond 
to  changing  market  dynamics.  It 
selected  HP's  Core  Banking 
Solution  because  it  allowed 
employees  to  provide  better  cus- 
tomer service,  helping  it  compete 
with  peers.  The  result:  The  bank 
can  now  offer  new  products  like 
ATMs  and  Internet  banking.  The 
branches  that  have  the  system  (the 
implementation  was  phased)  grew 
their  business  faster  than  branches 
that  didn't. 

BEST  IT  APPLICATIONS: 
Illinois  State  Toll  Highway 
Authority/Unisys 

The  Illinois  Tollway  believed  the 
most  effective  way  to  relieve  rush- 
hour  congestion  for  1 .3  million  daily 
users  was  to  drive  drivers  to  elec- 
tronic toll  collection.  But  it  wasn't 
convenient  to  convert  because 
drivers  had  to  order  transponders 
over  the  phone  or  physically  walk 
into  a  building;  the  Web  was  a 
solution.  Then,  when  the  Tollway 
raised  rates  for  cash  payers  to  cater 
to  electronic  toll  collection,  Unisys 
processed  more  online  sales  in  three 
months  than  it  did  the  previous  12. 


The  surgeons  affiliated  with  the 
Bngham  and  Women's  Hospital 
(BWH)  Department  of  Surgery  are 
among  the  elite  in  the  medical  world. 
A  multi-specialty  surgical  group  within  Boston- 
based  Brigham  and  Women's  Hospital,  they  have 
teaching  affiliations  with  the  Harvard  Medical 
School.  They  demand  the  same  superior  results 
from  their  support  organization  that  they 
demand  from  themselves.  That  commitment  to 
excellence  led  the  practice  to  outsource  its  back- 
office  business  processes  to  McKesson. 

Conventional  methods  at  the  beginning  of  their 
relationship  only  produced  incremental  results.  In 
many  outsourcing  relationships,  this  situation 
would  have  caused  major  problems,  but  their  part- 
nering mind-set  allowed  BWH  and  McKesson  to 
move  beyond  that  point  with  their  relationship 
stronger  than  ever.  Both  organizations  realized 
that  each  would  share  in  the  success  or  failure  of 
the  project,  so  they  made  a  strategic  decision  to 
transition  their  client/ vendor  relationship  into  a 
partnering  relationship.  The  practice  began  to 
view  McKesson  as  an  extension  of  its  department 
and  leadership  organization.  Both  organizations 
had  the  courage  to  abandon  traditional  thinking 
and  become  truly  innovative. 

Communication  became  paramount;  when 
problems  were  identified  or  opportunities  were 
available  through  the  application  of  technology, 
McKesson  and  the  department  discussed  their 
options  openly  together.  As  a  team,  they  devised 
solutions  and  implemented  them  cooperatively. 
Both  organizations  also  addressed  difficult  deci- 
sions and  took  joint  ownership  of  the  results. 

"Together,  we  developed  a  plan  to 
achieve  improvements  in  opera- 
tional efficiency,  which  allowed  us 
to  reinvest  in  initiatives  for  higher- 
quality  patient  care,"  says  David 
Francis,  BWH's  Department  of 
Surgery's  director  of  billing  opera- 
tions and  compliance. 

Collectively,  the  teams  addressed 


people,  processes,  technology  and  commu: 
tion  as  key  focus  areas.  They  put  monitc 
tools  in  place  to  establish  accountability  for  pe 
mance  and  drive  it  to  levels  that  were  ini 
thought  unreachable. 

Consultation  and  collaboration  were  the  kc 
determining  whether  a  particular  remedy  oi 
tiative  was  the  best  approach.  It  also  ensurec 
parties  were  flexible  where  change  neede 
occur  to  systems  and  processes  on  either  sic 
achieve  optimal  outcomes. 

"Our  daily  communication  helps  us  manag 
process  and  relationship  so  that  no  issues  slu 
without  being  discussed,  and  so  that  there  ai 
surprises  to  either  of  us,"  says  Francis.  Their 
practice  communication  continues  to  keep 
parties  aligned  to  meet  the  challenge  of  any  s 
tion  and  ensures  the  outcomes  of  their  effort' 
be  focused  on  what  is  best  for  the  practice's  pati 

"The  department  leadership  had  the  coura; 
work  with  McKesson  to  build  an  organizatior 
partnership  to  last,  and  not  just  go  for  a  'quid 
By  celebrating  successes,  we  created  an  environ; 
where  success  is  not  only  rewarded  but  is  ex] 
ed,"  says  Chip  Duke,  executive  director,  McKe 

Working  together,  the  group  exceede< 
objectives  set  at  the  beginning  of  the  relation 
Since  partnering  with  McKesson,  the  practic 
produced  industry-leading  performance  m« 
and  improved  quality  care  for  its  patients.  Th 
great  return  on  investment  in  outsourcing. 


Giving  You  the  Power  to  Optimize 
Financial  Performance 


Revenue  management  solutions  that  help  you  achieve  a  healthier  bottom  line. 


If  your  practice  spends  too  much 
time,  energy  and  money  chasing 
professional  billing  revenues,  you 
are  not  alone.  Regulatory  pressures, 
declining  reimbursement  and 
technology  demands  faced  by  physician 
practices  can  be  overwhelming. 
McKesson  empowers  you  with  the 
tools  to  perform  financially, 
operationally,  clinically  —  profitably. 

As  the  nation's  largest  provider  of 
physician  outsourced  billing  and 
accounts  receivable  management  services, 
McKesson's  revenue  management 
solutions  are  backed  by  more  than 
30  years  of  unmatched  knowledge 
and  reimbursement  expertise. 


Solutions  to  Accelerate 
Your  Financial  Performance 

-  Billing  and  Collection  of  Professional  Fees 

McKesson  manages  all  of  your  claims 
submissions,  patient  billing  and  accounts 
receivable  follow-up 

-  Integrated  Practice  Management  and 
Electronic  Medical  Record  (EMR)  System 
From  patient  scheduling  and  registration 

to  a  workflow-driven  EMR,  McKesson 
provides  an  integrated  receivables 
management  solution 

-  Consulting  Services 

McKesson  offers  essential  practice  services 
such  as  guidance  with  organizational 
assessment,  contract  negotiations  and 
compliance  services 

To  learn  more  about  McKesson's 
award-winning  Revenue  Management 
Solutions,  call  800-981-8601  or  visit 
www.mckesson.com/revenue. 


MCKESSON 

Empowering  Healthcare 
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UNISYS  AND  THE  ILLINOIS  TOLLWAY  IMPROVE 
CITIZEN  SERVICES  AND  REDUCE  COSTS 


BEST  BPO: 
Louisiana  Department  of 
Social  Services/ACS 

This  state  agency  collects  child 
support  for  284,000  custodial  parents. 
ACS  was  distributing  $306  million  a 
year  when  Hurricane  Katrina  hit. 
Employees  worked  in  the  shelters, 
leaving  state  resources  stretched 
thin.  ACS  established  a  call  center, 
getting  all  calls  routed  through 
Houston  since  there  was  limited 
phone  service  in  south  Louisiana. 
The  call  center  received  more  than 
45,000  calls  the  first  three  days. 
Then  ACS  tracked  down  displaced 
parents,  and  the  state  mailed 
100,000  checks  all  over  America. 


BEST  FINANCIAL  SERVICES: 
Aon  South  Africa/Alfinanz 

Aon  Consulting  South  Africa,  a  division 
of  the  Chicago  Aon  Corporation, 
administers  pension  funds.  It  was 
losing  members  fast!  It  hired 
Alfinanz,  an  ASP,  to  transform  its 
operations.  Aon  grew  its  members 
more  than  200%  in  2006/2007,  a 
big  turnaround.  Here's  the  best  part: 
With  Alfinanz's  capability,  Aon  can 
administer  7,000  members  per  staff 
member,  the  historic  benchmark 
being  2,000,  and  has  instituted  a 
penalty  fee  rebate  with  clients  if 
Aon  fails  on  service  delivery. 


The  Illinois  Tollway  comprises  274 
miles  of  roads  in  northern 
Illinois.  Although  drivers  had 
been  slow  to  adopt  I-PASS,  an 
electronic  toll-collection  system,  the  Tollway 
expected  they  would  flock  to  the  system  when 
the  agency  expanded  nonstop  travel  lanes  and 
increased  tolls  for  drivers  who  chose  to  pay 
cash  instead  of  using  the  electronic  toll  system. 

In  addition,  the  Tollway  needed  to  imple- 
ment an  initiative  mandated  by  the  governor 
to  convert  the  system's  20  barrier-style  toll 
plazas  to  open-road  tolling  in  less  than  two 
years,  allowing  drivers  to  automatically  pay 
tolls  without  slowing  down,  switching  lanes  or 
waiting  in  line. 

Recognizing  it  would  need  to  upgrade 
its  IT  environment,  migrate  to  Web-based 
solutions  and  implement  an  e-commerce  site 
for  management  of  motorists'  accounts,  the 
Tollway  selected  Unisys  as  its  partner  to  deploy 
and  support  the  new  infrastructure. 

"Strategic  planning  was  key,"  states  Ted 
Young,  CIO,  Illinois  Tollway.  "Unisys  helped 
us  understand  where  our  vulnerabilities  were." 

Richard  Concaildi,  portfolio  executive, 
North  Region  —  Global  Outsourcing  and 
Infrastructure  Services  —  State  &  Local 
Government,  Unisys,  says  a  very  open  dialogue 
with  John  Mitola,  the  Tollway  s  chairman  of 
the  board  of  directors,  and  a  strong  working 
relationship  with  the  senior  management  team 
and  CIO  Young  were  the  keys  to  successful 
strategic  planning.  "They  helped  us  understand 
where  they  were,  where  they  wanted  to  go 
and  how  fast  they  needed  to  move 
there.  Those  open  discussions  were 
the  foundation  for  our  delivering  I 
solutions  to  meet  their  current  and 
long-term  needs." 

Concaildi  says  the  parties  started 
building  trust  through  open  com- 
munication at  the  onset  of  the 
project.  "Mr.   Mitola  understood 


through  those  discussions  that  we  were 
approaching  the  initiative  from  a  very  holistic 
but  very  solid  technology  base  that  wouk: 
allow  the  Tollway  to  move  forward." 

Currently,  more  than  1  million  online 
accounts  have  been  established  by  I-PASf* 
users,  and  Unisys  and  the  Tollway  continue  tc 
implement  new  services  for  motorists.  The 
Tollway  has  realized  net  savings  of  $3.3  millioi 
to  date.  By  handling  service  tasks  such  ail 
address  changes  and  credit  card  renewals  vi.; 
the  Internet,  the  Tollway  reduced  its  reliance 
on  costly  call  center  support  and  reduced  the 
cost  of  services  to  citizens.  In  addition,  the 
solution  helped  the  Tollway  realize  more  thai: 
$31  million  in  revenue. 

Together,  the  Tollway  and  Unisys  are  adding 
added- value  services  for  motorists.  A  recenl 
enhancement  allows  cash  payers  who  arei 
mistakenly  without  coins  or  accidentally  drive 
through  an  I-PASS-only  lane  to  pay  theii 
missed  tolls  online  and  avoid  fines.  The  portai 
also  provides  commuters  with  detailed  informa- 
tion, such  as  construction  plans  and  road  delays. 

"We  have  a  true  partnership  with  gooc 
planning,  communication  and  responsiveness,' 
says  Young.  "Unisys  helps  us  identify  out 
needs  and  understand  where  we'll  be  in  the 
next  six  months.  We're  very  pleased  with  the 
Unisys  team." 


GET  MORE  CONTROL 
BY  CONTROLLING  LESS 

UNLEARN  OUTSOURCING. 

Gaining  control  and  flexibility  through  outsourcing  isn't  a  contradiction.  At  least  not 
for  those  who've  unlearned  outsourcing  misconceptions  and  know  the  true  benefits 
of  outsourcing.  Unisys  Outsourcing  Solutions  are  tailored  to  provide  the  best  fit  for 
your  organization  and  change  as  your  needs  change.  Our  solution  design  models  enable 
us  to  collaboratively  define  your  initial  service  requirements  and  fine-tune  service 
management  over  time.  Whether  you're  expanding  into  new  markets  or  integrating  for 
growth  in  existing  ones,  Unisys  Solutions  for  Secure  Business  Operations  provide 
better  control  of  your  business  performance  and  your  customer  experience.  Perfect  for 
unleashing  your  full  business  potential.  Unlearning  is  just  the  beginning. 


Security  unleashed.  U]\{§Y!§ 


Secure  Business  Operations,  imagine  it.  done. 


www.securityurileashed.com 
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WNS  AND  TRAVELOCITY'S 
STRATEGIC  COLLABORATION 
INCREASES  TRAVEL  MARKET  SHARE 


BEST  EU: 
Thomas  Cook  UK/Accenture 

Can  you  successfully  outsource 
your  entire  back  office?  Thomas 
Cook,  the  second-largest  travel 
company  in  Europe,  did.  It  out- 
sourced HR,  finance  and  accounting, 
and  the  underlying  IT  to  Accenture. 
Accenture  manages  300  applica- 
tions and  400  services  and  supports 
750  shop  locations.  The  decision  has 
proven  cost-effective  and  beneficial 
across  the  business,  and  last  year 
Thomas  Cook  UK  and  Ireland  made 
£83  million;  its  profit  margin  is 
twice  the  industry  average. 

BEST  OFFSHORE: 
Nortel  Networks/Wipro 

Nortel,  a  global  telecommunica- 
tions equipment  company,  was 
growing  rapidly.  It  did  a  radical 
thing  in  1991:  It  outsourced  to 
Wipro,  a  service  provider  in  India, 
more  than  a  decade  before  many 
companies  ever  thought  of  offshore 
outsourcing.  According  to  Nortel's 
Jag  Sharma,  VP,  "At  the  end  of  the 
day,  our  partnership  with  Wipro  helps 
us  compete  more  cost  effectively. 
Today,  more  of  our  competitors 
are  not  from  North  America.  To 
compete  we  have  to  have  similar 
cost  structures." 


H  t's  no  secret  that  the  online  travel  services 
I  industry  is  intensely  competitive  and  that 
consumers  are  laser-focused  on  low  prices. 
So  how  does  a  company  like  Travelocity 
distinguish  itself  and  capture  consumer  loyalty? 
By  being  passionate  about  providing  stellar  cus- 
tomer service.To  help  accomplish  this  objective  in 
2004,  Travelocity  selected  a  leading  Indian  BPO 
service  provider,  WNS  Global  Services,  to  handle 
its  customer  contact  center,  ticket  fulfillment,  and 
finance  and  accounting  processes.  Together,  they 
implemented  several  initiatives  to  improve  con- 
sumers' satisfaction,  which  has  been  beneficial  to 
Travelocity's  business. 

The  relationship's  hallmarks  are  its  open  commu- 
nications, trusting  approach  and  creative  business 
model  centered  on  risk-sharing.  This  is  one  of  the 
largest  outsourcing  programs  ever  undertaken  in  the 
travel  industry,  and  it  was  initiated  when  offshore 
BPO  was  still  nascent.  Adding  to  the  complexity 
and  risk,  the  contract  was  fast-tracked.  Travelocity 
had  an  ambitious  timetable  because  it  quickly 
needed  to  improve  service,  staff  the  growing  busi- 
ness in  its  call  centers  and  accelerate  the  financial 
benefits  of  outsourcing. 

What  enabled  Travelocity  to  take  such  a  trusting 
approach  to  the  relationship  at  the  outset?  "We  were 
willing  to  step  up  and  let  survey  feedback  from 
Travelocity's  end-customers  judge  our  perform- 
ance," says  Anish  Nanavaty,  executive  vice  president, 
Travel  Services,  WNS.  "That  commitment  keeps 
our  interests  aligned  for  excellent  service."  For 
example,  WNS  committed  contractually  to  a 
performance  level  based  on  an  agreed  customer 
satisfaction  score. 

In  addition,  its  risk-sharing  model  ensures 
both  companies  manage  the  rela- 
tionship to  shared  strategic  initiatives 
and  that  WNS  proactively  responds 
to  Travelocity's  business  priorities.  As 
an  example  of  the  benefits  of  this 
strategy,  one  objective  was  to  reduce 
travel  agents'  errors.  Having  out- 
sourced, Travelocity's  management 
bandwidth  was  freed  to  fix  technology 
issues  that  created  errors.  When  WNS 


assumed  financial  responsibility  for  errors  im| 
ing  consumers,  it  provided  reengineered  prod 
and  training  for  agents,  resulting  in  fewer  erro|j 
WNS  and  happier  consumers  for  Travelocity. 

Travelocity  and  WNS  operate  with  open 
munication  and  mutual  respect,  which  enj 
their  collaboration.  "Senior  executives  in 
companies  were  aligned  at  kickoff  to  make 
happen,"  recalls  Nanavaty.  "There  are  no  pa 
or  hierarchy.  The  spirit  of  our  conversations 
always  do  what  is  right  for  both  companies.' 

Their  joint  initiatives  to  increase  cust< 
satisfaction  resulted  in  such  improvements  as  i 
tification  of  situations  that  could  impact  custo 
(such  as  hotel  construction,  airline/airport  rer 
tions,  delays  or  strikes)  and  an  early  warning  sy 
that  provides  alerts  on  erroneous  low  ail 
published  on  Travelocity's  Web  site.  Travelocit\ 
launched  a  "Customer  Bill  of  Rights"  progran 
realigned  its  products,  policies  and  employe- 
adhere  to  the  philosophy  of  "Custc 
Championship."  The  teams  worked  close! 
empower  frontline  agents,  ensuring  that  cust< 
requirements  were  fulfilled  promptly.  Withii 
months  of  completing  the  initial  migration,  V 
retrained  its  entire  workforce  to  enrich  consul 
experiences  through  this  program. 

Travelocity  now  enjoys  a  higher  market : 
and  is  seen  as  an  innovator  in  the  travel  id 
try  through  its  proactive  approach  in  cust< 
care.  It's  proof  of  the  value  of  having  a  stra 
outsourcing  relationship. 


N  FAR  YOUR  COMPANY 
ES  DEPENDS  ON  HOW 
YOU  CAN  EXTEND  IT. 


ii 


As  a  leader  in  business  process  outsourcing, 
WNS  has  a  simple  mission:  help  clients  reach 
their  goals.  We  do  it  by  providing  a  unique 
combination  of  deep  industry  expertise  and 
operational  excellence. 

Essentially,  WNS  Extends  Your  Enterprise. 

EXPERTISE.  Our  focus  and  experience 
in  select  industries  and  processes  have 
enabled  us  to  develop  deep  domain  and 
functional  knowledge.  We  are  true  partners 
for  our  clients.  , 

EXECUTION.  From  ramp-up  to  24/7 
implementation,  we  are  committed  to 
operational  excellence.  We  monitor  our 
services  against  multiple  performance  metrics, 
continuously  seeking  to  improve  them. 

LEADERSHIP.  Our  record  speaks  for  itself. 
Industry  rankings  consistently  rate  WNS 
among  the  top  BPO  providers.  Our  global 
operating  model  allows  us  to  provide  the 
best  services  in  the  right  location  to  provide 
the  best  value  for  clients,  many  of  which  are 
industry  leaders  themselves. 

Expertise.  Execution.  Leadership.  It  all  adds 
up  to  one  thing:  results  for  our  clients.  To 
discuss  your  BPO  needs,  please  contact 
us  at  1-212-599-6960,  or  visit  our 
website:  wnsgs.com 
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IEALTHCARE: 
Brigham  and  Women's 
Hospital  Department  of 
Surgery/McKesson 
Provider  Services 

Brigham  and  Women's  Hospital 
Department  of  Surgery  outsourced 
its  financial  processes  to  McKesson 
and  adopted  a  partnering  approach 

to  achieving  its  objectives.  As  a 
team,  they  collaborated  on  innova- 
tion and  best-practice  process 

improvements,  which  produced 
operational  savings  for  investing  in 

initiatives  focused  on  providing 
greater  quality  patient  care.  But  the 

real  business  best  practice  was 
prepping  the  surgeons  and  staff  up 
front  for  successfully  adapting  to 

technology  and  process  change 
due  to  outsourcing. 


WORLD-CLASS  SERVICE  PROVIDERS  AND 
ICT  INNOVATORS  DRAWN  TO  ADVANTAGES 
OF  MSC  MALAYSIA 


SC  Malaysia,  heralded  as  the  "ICT 
Hub  of  the  East,"  is  an  R&D  hub 
|  for  companies   such   as  Intel, 
Microsoft,  Motorola  and  Sun 
Microsystems.  It's  also  home  to  many  of  the 
world's  top  outsourcing  firms.  What  is  driving 
companies  from  more  than  60  countries  to  locate 
in  Malaysia?  The  answer  is  provided  by  executives 
at  Multimedia  Development  Corporation  (MDeC), 
the  agency  managing  the  development  of  MSC 
Malaysia  and  ensuring  success  for  companies 
operating  in  it. 

Q:  A.T.  Kearney  ranked  Malaysia  as  the  number 
three  hot  spot  in  offshore  destinations  annually 
since  2004,  and  McKinsey  also  ranks  it  third. 
Why  is  Malaysia  the  "in"  spot? 

A:  Malaysia  offers  the  best  of  all  worlds.  It's  a 
crossroads,  highly  integrated  to  the  rest  of  Asia- 
Pacific  and  the  Middle  East.  Like  Europe,  Asia 
has  dozens  of  languages;  but  Malaysia  is  the  only 
country  in  the  world  where  people  indigenously 
speak  all  major  regional  languages  —  including 
Chinese  dialects,  Indonesian,  Indian  dialects, 
Thai  and  Arabic.  Malaysia  has  one  of  the  world's 
most  stable  economies  and  a  stable  political  and 
business  environment. 

Malaysia  has  low  staff  attrition  and  high  levels 
of  returnees  among  our  foreign  graduates.  In 
November  2006,  the  UK's  National  Outsourcing 
Association  voted  Malaysia  as  the  destination  of 
the  year  for  2007.  We  have  a  world-class  talent 
pool  and  business  environment  plus  globally 
competitive  costs. 

Q:  What  is  MSC  Malaysia  and  what  role  does 
it  play  in  developing  the  world-class 
business  environment? 

A:  The  MSC  Malaysia  project 
was  initiated  11  years  ago  by  the 
Malaysian  government  as  part  of 
Malaysia's  long-term  planning  to 
become  a  knowledge-rich  society  by 
the  year  2020.  MSC  Malaysia  evolved 
to  become  a  network  of  cyber  cities  ' 
and  cyber  centers  throughout  the 
country,  positioning  Malaysia  as  an 


attractive  hub  for  outsourcing  services  and  a  ml 
for  information,  communication  and  technl 
(ICT).  It  provides  an  enabling  environme 
catalyze  and  support  the  growth  of  local  and 
national  ICT  and  ICT-enabled  industries. 

Q:  Who  controls  MSC  Malaysia? 

A:  The  Malaysian  government,  with  inpul 
the  MSC  International  Advisory  Panel, 
represents  different  global  companies'  gui 
on  enhancing  MSC  Malaysia.  Our  goveri 
invested  massively  in  infrastructure  and  pre 
tax  breaks  and  other  incentives  for  compan 
locate  in  MSC  Malaysia.  The  governmen 
took  steps  to  fill  potential  gaps  in  the  sup] 
knowledge  workers  by  setting  up  the  MSC 
Talent  Development  Institute  and  to  & 
English-language  skills. 

Q:  What  is  the  Outsourcing  Malaysia  grc 

A:  It's  a  consortium  of  MDeC,  partners  anc 
service  providers,  launched  by  Prime  M 
Abdullah  Badawi  in  2006.  We  focus  on  incr 
global  visibility  of  Malaysia's  capability  as  a 
value  outsourcing  hub. 

You  could  say  Malaysia  was  once  the  bes' 
secret  in  outsourcing.  Now  hundreds  of  work 
outsourcers  are  here:  ACS,  Capgemini,  Cogr 
CSC,  DHL,  EDS,  Genpact,  HP,  IBM, 
Systems,  Unisys  and  domestic  providers  su 
Scicom  and  Sipura.  Satyam  Computer  Serv 
currently  building  a  large  facility  here,  it 
development  center  outside  India. 

For  information  contact: 

Rob  Cayzer,  robcayzer@mdec.com. my 
Muhammad  Zain  Ibrahim,  zain@mdec.con 
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MSC  Malaysia  is  fast  emerging  as  a  global  ICT  hub  with  foreign  investors  streaming 
in  and  homegrown  players  increasingly  capturing  global  markets  with  their 
innovative  products  and  services. 

Since  its  establishment  in  the  mid-1990s,  MSC  Malaysia  has  lured  such  international  corporations  as  Shell,  BMW,  DHL,  Dell,  HSBC  and 
many  others  with  a  'best  of  all  worlds'  basket  of  attractive  investment  factors.  Among  them  are  a  track  record  of  political  and  economic 
stability,  a  pro-business  Government,  strategic  location,  world-class  infrastructure,  widespread  use  of  English  as  the  language  of  business, 
cost-competitiveness  and  skilled  manpower. 


A  GOVERNMENT  FOR  BUSINESS 

Malaysia's  Government  has  always  been  an  administration  for 
business.  Through  its  management  agency  for  MSC  Malaysia  -  the 
Multimedia  Development  Corporation  (MDeC)  -  it  provides  one 
of  the  most  investment-friendly  packages  in  the  ASEAN  region. 

MSC  Malaysia-status  companies  enjoy  a  host  of  special 
privileges,  such  as  tax  exemption,  access  to  research  grants,  no 
cap  on  foreign  ownership  and  no  restriction  on  the  employment 
of  foreign  knowledge  workers. 

SPRINGBOARD  TO  REGIONAL  MARKETS 

Malaysia  sits  at  the  crossroads  between  emerging  powerhouses 
China  and  India.  Investors  often  leverage  on  its  strategic 
location  as  a  springboard  into  these  markets  as  well  as  the 
growing  consumer  bases  of  Thailand,  Singapore,  Indonesia  and 
the  Philippines. 

SUSTAINED  COST-COMPETITIVENESS 

Despite  increasing  competition  from  other  Asian  countries, 
Malaysia  has  managed  to  sustain  its  cost-competitiveness. 
Compared  to  other  economies  in  Asia-Pacific,  it  continues  to 
offer  low  rental  rates  and  an  annual  wage  inflation  of  below  5%. 

LARGE  POOL  OF  HUMAN  CAPITAL 

Intended  as  a  catalyst  to  build  a  knowledge  economy,  MSC 
Malaysia  gone  a  long  way  to  fulfill  this  goal  by  creating  a  large 
pool  of  highly-competent  knowledge  workers. 

Talented,  creative  and  multi-lingual,  the  nation's  human  capital 
is  leading  the  way  in  ICT  innovation  and  playing  a  key  role  in 
the  nation's  aspirations  to  be  a  centre  for  creative  multimedia, 
and  outsourcing  and  shared  services. 


GOING  GLOBAL 

Local  innovations  in  ICT  have  made  significant  inroads  into  the 
global  marketplace. 

Malaysian  is  currently  exporting  its  expertise  in  e-Government, 
a  chip-based  identification  and  multipurpose  card,  e-security 
technologies  and  wireless  broadband  solutions  to  regional 
customers. 

GLOBAL  ICT  FORUM  IN  KL 

Come  2008,  Malaysia  will  be  the  point  of  convergence  for  the 
global  ICT  industry,  with  Kuala  Lumpur  hosting  the  World 
Congress  on  Information  Technology  (WCIT  2008). 

The  event  is  expected  to  draw  over  2,500  participants  from 
more  than  80  countries,  bring  together  global  leaders  from 
industry,  business,  government  and  academia  to  impact 
economic  and  social  development  through  the  exchange  of 
policies  and  ideas  on  technology. 

HOME  AWAY  FROM  HOME 

Foreign  investors  have  also  come  to  enjoy  and  admire 
Malaysia's  unique  unity  in  cultural  diversity  and  an  appealing 
lifestyle  that  combines  the  traditions  of  the  East  with  the 
contemporary  ways  of  the  West. 


For  more  information  please  contact: 


 MALAYSIA  

Spearheading  Transtormatlon 

MSC  Malaysia  Client  Contact  Centre  (CMC) 

Multimedia  Development  Corporation  Sdn.  Bhd.  (389346. D) 

MSC  Malaysia  Headquarters,  2360  Persiaran  APEC 

63000  Cyberjaya,  Selangor  Darul  Ehsan,  Malaysia. 

Tel:  +603  83 1 5  3000  Fax:  +603  83 1 8  85 1 9 

Email:  clic@mdec.com. my 


url:  www.msc.com.my 


SIEMENS  AND  JEFFERSON 
REGIONAL  MEDICAL  CENTER 
ACHIEVE  MEDICAL  EXCELLENCE 


WEB  DIRECTORY 

Everest  Group 

www.everestgrp.com 

McKesson  Corp. 

www.mckesson.com 

Multimedia  Development 
Corporation  Sdn  Bhd 
(MDeC) 

www.mdec.com.my 

Outsourcing  Center 

www.outsourcing-center.com 

Perot  Systems 
www.perotsystems.com 

Siemens  Medical  Solutions 

www.smed.com 

Unisys 

www.unisys.com 

WNS  North  America  Inc. 

www.wnsgs.com 


Six  years  ago,  Jefferson  Regional  Medical 
Center,  a  community  hospital  serving 
the  Pittsburgh,  Pa.,  area,  had  a  costly 
remote  data  center  with  applications 
that  would  no  longer  be  supported,  an  IT  staff  whose 
skills  needed  updating  and  no  help  desk.  The  hospi- 
tal wanted  to  improve  patient  care,  but  it  was  in  the 
red  by  $16  million  and  there  was  a  hold  on  all 
capital  and  IT  spending. 

Jefferson  Regional  selected  Siemens  Medical 
Solutions  to  manage  the  hospital's  IT;  together  they 
developed  a  plan  to  use  IT  to  drive  profitability  and 
business  transformation  within  three  years.  Today,  it 
is  an  award-winning  hospital,  nationally  recognized 
for  its  clinical  excellence  in  both  quality  of  care  and 
operational  efficiency 

Jefferson  Regional  implemented  major  patient-care 
initiatives  by  leveraging  the  savings  from  process 
efficiencies  achieved  through  outsourcing  its  IT  to 
Siemens.  It  recovered  over  $  1  million  by  restructuring 
the  billing  processes  and  $400,000  by  correcting 
clinical  documentation.  Improving  the  contract- 
management  processes  for  evaluating  insurers'  fees 
yielded  $1 .3  million.  IT  also  brought  savings  through 
better  management  of  inventory  costs. 

The  hospital  invested  the  savings  in  initiatives  that 
enhance  patient  safety  and  satisfaction.  Siemens' 
Med  Administration  Check™  system  and  bar  code 
technology  is  now  in  place  to  help  reduce  the  risk 
of  medication  errors.  Physicians  have  online  access 
to  laboratory  results. The  new  wireless  network  hosts 
a  system  for  caregivers  to  quickly  establish  contact 
through  communication  devices,  speeding  care  to 
patients.  Patients  also  like  the  new  dietary  system. 

"Our  outsourcing  approach  is  designed  to  meet 
the  growing  complexity  of  our  customers' 
IT  needs.  Our  goal  is  to  positively 
impact  Jefferson's  operations  and  the 
quality  of  care  it  delivers,"  says  Janet 
Dillione,  president,  Healthcare  IT 
Division,  Siemens  Medical  Solutions. 

The  hospital  also  implemented  finger-  JH 
print  technology  for  physician  access  to  1 
patient  information  via  personal  digital 
assistants  (PDAs),  thus  increasing  security 


and  reducing  the  time  for  physician  ri 
Notably,  physicians  planned  the  pilot  stud^, 
the  IT  group. 

Fostering  strong  collaboration  between  clu 
and  the  IT  organization  is  a  best  practice 
organizations  embrace.  They  established  a 
Clinician  Informatics  Committee,  which  repi 
the  interests  and  needs  of  the  hospital  to  t 
organization,  and  which  also  helps  physiciai 
staff  embrace  new  technology.  As  another  ex 
of  collaboration,  the  IT  group  educates  phy 
on  best  practices  for  medical  documentation 
billing  requirements  won't  result  in  lost  incoi 

Governance  is  crucial  to  the  relationship's 
term  success.  As  another  best  practice,  at  the 
they  established  a  joint  management  structui 
ensures  continual  alignment  of  IT  and  ente 
objectives.  It  provides  a  nonjudgmental  ven 
bringing  together  all  aspects  of  the  organiz 
for  brainstorming  and  guiding  projec 
expected  outcomes. 

Both  organizations  agree  that  this  gover 
structure  has  been  crucial  in  allowing  Jef 
Regional  to  make  informed  decisions  on  tec 
ogy  investments  based  on  impact  to  patien 
and  business  processes. 

Tom  Timcho,  cliief  executive  officer,  Jel 
Regional,  sums  up  the  outcomes  they  achieved 
in  this  outsourcing  relationship  from  the  persp 
that  really  matters:  "Our  patients  now  recogn 
as  a  high-tech  and  high-touch  hospital." 
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o  these  six  elite  winners  of  the 


urcing  Centers  2007  Outsourcing  Excellence  Awards, 


rys  most  prestigious  recognition.  The  Outsourcing  Center, 
association  with  Everest  Group  and  Forbes  Special  Sections, 
ud  to  honor  these  leading  organizations  that  demonstrate 
standing  value  achievable  through  strategic  outsourcing. 


If  you  want  to  see  your  outsourcing  relationship  recognized  as  the  best  of  the  best, 
visit  WWW.OUtSOUrcing-awards.com  to  learn  about  nominations  for  the  2008  Outsourcing  Excellence  Aw  ards. 
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Change  or  die:  Tony  Chopp's  tool-and-die  company  is  defying  the  industry's  sharp  decline. 


A  Savior  From  the  East 


IWO  YEARS  AGO  THE  WALLS 
were  closing  in  on  Anthony 
Chopp  and  the  other  em- 
ployee-owners of  Northwest 
Tool  &  Die.  The  tiny  Walker, 
Mich,  manufacturer  had  just 
racked  up  a  $1  million  loss  on  $10  million 
in  revenues.  It  had  $5  million  in  bank  debt 
and  owed  $1  million  more  to  vendors.  Its 
customers,  auto  parts  suppliers,  were  ailing. 
They  were  turning  to  low-cost  tool  shops  in 
Japan,  Korea  and  China  for  the  dies  they  use 
to  stamp  sheet  metal  into  sculptured  steel 
parts  for  automobiles.  "It  was  a  pretty  bleak 
picture,"  recalls  42 -year-old  Chopp,  who  was 
thrust  into  the  chief  executives  job  in  the 
midst  of  the  crisis. 

Today  Northwest  is  thriving,  even  as 


How  a  Japanese 
company — Honda — 
stepped  in  to  rescue  a 
U.S.  auto  parts  company 
that  was  near  death. 
By  Joann  Muller 

much  of  the  tool-and-die  industry  continues 
to  deteriorate.  Northwests  savior  was  of  a 
most  unlikely  sort  Honda  Motor.  The  Japan- 
ese automaker  took  Northwest  under  its 
wing,  teaching  it  to  more  efficiently  design 
and  manufacture  while  steering  millions  of 
dollars  in  new  business  to  it — even  though 
its  prices  were  50%  higher  than  any  of  a 


number  of  Asian  suppliers.  Today  the  new 
manufacturing  techniques  have  brought 
Northwest's  tool  prices  to  within  1 5%  of  the 
low-cost  Asian  competitors. 

"We  took  the  long  view  that  by  working 
together  we  could  make  them  competitive," 
says  Timothy  Myers,  a  purchasing  executive 
for  Honda  of  America. 

Crazy  like  a  fox,  Honda  has  always  been 
a  quirky  company  driven  as  much  by  prin- 
ciple as  by  economics.  It  believes  in  building 
cars  in  the  markets  where  they  are  sold — 
half  of  its  global  sales  are  in  North  America — 
and  using  locally  produced  tools,  as  well.  So 
it  made  sense  to  rescue  an  ailing  U.S.  com- 
pany, says  Myers.  When  the  tool  supplier 
is  situated  nearby,  he  says,  communication 
between  engineers  is  better  and  cheaper, 
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leading  to  improved  manufacturing  and 
fewer  quality  problems.  "If  everything  is 
sourced  overseas  and  shows  up  in  a  crate, 
we  haven't  really  learned  anything,"  says 
Myers.  He  has  not  forgotten  that  in  2002  a 
port  strike  on  the  West  Coast  delayed  the 
shipment  of  important  tools  needed  at  a  fac- 
tory in  Ohio  for  the  launch  of  the  Honda 
Element. 

Where  were  U.S.  automakers  General 
Motors,  Ford  and  Chrysler?  They  wouldn't 
make  such  a  lengthy  commitment,  says 
James  Clancy,  who  retired  from  Chrysler's 
stamping  division  in  1994  and  now  advises 
the  tooling  industry.  In  recent  years  the  Big 
Three  have  squeezed  their  parts  suppliers, 
who  in  turn  went  overseas  for  tooling  to  cut 
their  costs.  "The  Big  Three  are  just  in  it  for 
price,"  Clancy  says.  "If  they  destroyed  the 
local  supply  base  to  gain  a  nickel,  so  be  it." 
(U.S.  carmakers  counter  that  they,  too,  work 
with  suppliers  to  reduce  costs.) 

The  American  tool-and-die  industry  has 
been  in  decline  for  years.  In  Michigan  its  jobs 
count  fell  from  46,000  in  the  late  1990s  to 
31,000  in  2005.  "One-third  of  the  industry 
is  gone,  and  it's  gone  forever,"  says  Jay  Baron 
of  the  Center  for  Automotive  Research  in 
Ann  Arbor. 

In  the  1950s  and  1960s,  when  carmak- 
ers redesigned  models  every  year,  there  was 
plenty  of  work  Engineers  designed  the  dies 
on  paper,  and  skilled  craftsmen  used  hand- 
operated  machinery  to  cut  the  die  from  a 
hunk  of  steel.  Today  dies  are  designed  on  a 
computer  screen,  and  the  data  are  transferred 
to  computer-controlled  machines,  which  cut 
the  dies  automatically.  Nowadays  as  many 
as  five  years  linger  between  car  redesigns,  so 
there's  less  work  for  the  diemaking  shops. 

More  recently  automakers  have  been 
carving  up  the  market  into  ever  smaller 
slices.  This  trend  works  against  U.S.  tool- 
makers,  whose  expensive  machinery  is  best 
suited  to  produce  heavy-duty  dies  capable 
of  stamping  out  millions  of  identical  parts. 
Asian  competitors  reacted  better,  making 
lighter,  less  expensive  dies  more  suited  to 
low-volume  models. 

Northwest  felt  these  brutal  forces. 
Founded  in  1968,  the  company  began  a  ten- 
year  transition  to  employee  ownership  in 
1996  as  the  original  owners  looked  ahead 
to  retirement.  New  management  struggled 
with  decision  making,  however,  and  North- 


west stagnated.  By  early  2005  the  company 
was  in  crisis. 

Chopp,  an  industry  consultant  who  had 
joined  Northwest  two  years  earlier,  was 
drafted  to  take  over  as  chief  executive.  He 
faced  a  difficult  choice:  try  to  regroup  in 
bankruptcy,  or  let  Northwest  go  out  of  busi- 
ness. He  approached  Honda.  Northwest 
was  doing  $2  million  worth  of  business 
with  Honda  suppliers  at  that  time.  "It  all 
came  down  to  their  answer,"  he  says.  "If 
they  didn't  make  a  commitment,  we  would 
have  gone  under." 

"Northwest  had  a  good  mind-set,"  says 
Myers.  "They  knew  they  had  to  change  the 
way  they  produce  tools  to  stay  in  business." 

As  Northwest  filed  for  bankruptcy  on 
Mar.  15,  2005,  Honda  made  a  leap  of  faith. 


It  was  preparing  to  launch  the  Acura  RDX, 
a  $33,000  "crossover"  vehicle  that  blends  an 
SUV  and  a  sedan,  and  told  suppliers  they 
should  buy  certain  dies  from  Northwest. 
Northwest's  prices  were  52%  higher — a 
die  could  go  for  $800,000  or  so— but 
Honda  vowed  to  swallow  the  added  cost. 
If  Northwest  couldn't  deliver,  Honda 
would  help  its  suppliers  transfer  the  work 
to  other  toolmakers. 

In  exchange  Northwest  turned  over  its 
financials  and  brought  in  Honda  managers 
to  teach  it  how  to  reengineer  its  operations. 
The  transparency  gives  Honda  a  tactical  ben- 
efit: It  knows  ahead  of  time  how  much  a  tool 
costs  Northwest  to  build  and  thus  whether 
suppliers  are  crying  wolf  about  their  tool- 
ing costs.  At  the  same  time,  Northwest  gets 
an  early  look  at  Honda's  product  plans,  so 
it  can  work  out  manufacturing  issues  with 
Honda's  engineers  well  in  advance. 

Honda's  engineers  told  Northwest  how 
to  reduce  the  downtime  on  its  computerized 
milling  machines  and  suggested  a  new 
floor  plan  for  machinery  that  would  boost 
work  flow.  Honda  also  encouraged  North- 
west to  not  overengineer  its  dies,  as  Amer- 
ican tool  companies  are  prone  to  do.  Now, 
says  Chopp,  "when  we  are  done  with  the  die, 
and  with  spare  parts,  we  are  done.  We  don't 


need  to  pull  it  out  of  the  boneyard  and  use 
it  in  100  years."  Honda  is  also  working  closely 
with  Northwest  to  design  dies  that  can  be 
used  to  stamp  parts  from  the  new  high- 
strength  steel  used  in  bulkheads  and  pillars. 

The  arrangement  required  creative 
financing.  Northwest  didn't  have  the  cash  to 
pay  vendors  for  materials,  so  Honda  told  one 
supplier  to  pay  the  invoices  directly. 

"We  obviously  were  wary,  because  they 
were  in  Chapter  1 1,"  said  Douglas  Bradley, 
vice  president  of  Challenge  Manufacturing, 
which  supplies  the  structural  components 
that  hold  vehicles  together.  Challenge  got 
Honda  to  agree  to  pay  $7,500  to  another 
toolmaker  to  review  Northwest's  design 
work  on  dies  for  the  RDX,  in  case  it  needed 
to  step  in.  "It  was  a  little  bit  unorthodox," 


admits  Dan  E.  Jennings,  who  manages  the 
Honda  account  for  Challenge.  "But  Honda 
needed  help,  quite  honestly,  to  launch  this 
vehicle  with  a  fail-safe  approach.  If  North- 
west padlocked  the  door,  we  could  pull 
the  dies  out  and  get  them  done  at  another 
tool  shop." 

Honda  is  so  pleased  with  its  progress 
that  it  is  adding  two  North  American  tool 
shops  to  its  comanagement  program. 
American  companies  account  for  41%  of 
the  tool-and-die  business  on  Honda  parts, 
up  from  a  third  before. 

Northwest  exited  bankruptcy  court  in 
July  2006.  It  reported  $12.5  million  in  rev- 
enues and  a  6%  pretax  profit  margin  for  the 
year.  Honda  accounts  for  40%  of  that  busi- 
ness, up  from  20%  before  the  bankruptcy. 
Chopp  is  aiming  for  sales  of  $25  million  and 
a  10%  margin  within  two  years.  He  has  won 
business  from  new  customers,  including  big 
Ford  and  Chrysler  suppliers.  Its  workforce 
has  gone  from  46  to  74. 

And  Chopp  is  sharing  what  he  learned 
from  Honda  with  other  toolmakers  in 
Michigan,  who  have  formed  a  coalition  in 
an  effort  to  stop  the  industry's  decline.  "If 
you're  not  changing,  you're  headed  for 
extinction,"  said  Chopp.  "We  started  to 
change  too  late,  and  it  almost  killed  us."  F 


"We  took  the  long  view  that  by 
working  together  we  could  make 
them  competitive." 
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golf  spas 


Palace  Resorts  Offer  Perfect 
Activities  for  a  Successful  Meeting 


^ a  corporate  meeting,  many  important 
interactions  occur  on  golf  courses  and 
^■^fti  in  spas,  rather  than  in  conventional 
meeting  spaces.  The  relaxed  atmosphere  and  sense  of 
well-being  can  build  personal  business  connections 
unlike  anything  else.  Palace  Resorts  —  the  company 
that  set  the  standard  in  five-star,  all-inclusive  resort 
accommodations  —  has  emerged  as  a  leader  in 
helping  businesses  plan  corporate  meetings,  and 
offers  some  of  the  world's  best  golf  and  spa  experiences 
for  meeting  attendees. 

Moon  Palace  Golf  &  Spa  Resort 

Fun  and  relaxation  rule  the  day  and  luxury  rules 
the  night  at  Moon  Palace  Golf  &  Spa  Resort,  which 
rests  on  Cancun's  tranquil  and  scenic  Yucatan 
Peninsula.  The  centerpiece  of  the  resort  is  the 
exclusive  Jack  Nicklaus  Signature  27-hole  golf 
course.  Designed  to  harmonize  with  the  tropical 
lushness  of  Cancun,  the  10,798-yard  layout  features 
three  9-hole,  par-36  courses.  Each  course  offers 
three  completely  different  terrains  —  Jungle,  Lake 
or  Dunes  —  and  each  hole  features  four  sets  of  tees, 
which  are  lined  with  native  jungle  vegetation,  natural 
wetlands  and  strategically  placed  bunkers. 

After  a  challenging  day  on  the  greens,  meeting 
attendees  can  head  to  the  clubhouse  and  relax  at 
the  enchanting  spa,  which  offers  over  50  signature 
treatments  and  30  beautifully  appointed  treatment 
rooms.  One  can  indulge  in  the  ultimate  act  of 


pampering  by  reserving  the  Private  Spa  Golden  Sui 
which  features  a  private  sauna,  steam  room,  doul 
Jacuzzi,  dressing  room  and  two  spa  treatment  tables 
all  with  a  breathtaking  view  of  the  golf  course.  T 
spa  also  features  three  couples'  massage  rooms  witl 
lake  view,  six  master  spa  suites  with  Dalneothera 
and  2(1  massage,  facial  and  treatment  rooms. 

Playacar  Palace 

Situated  in  the  Riviera  Maya  region  of  Mexi 
alongside  the  inviting  Caribbean  Sea,  Playacar  Palact 
an  intimate  and  luxurious  all-inclusive  resort  propei 
Here,  golf  lovers  can  experience  the  18-hole,  par- 
championship  course  at  the  nearby  Playacar  Spa 
Golf  Club.  Designed  by  renowned  architect  Rob 
Van  Hagge,  the  competitive  course,  which  is  one 
the  world's  best,  will  inspire  golfers  with  its  h 
foliage,  aquamarine  waters  and  greens  carved  out 
the  dense  Mayan  jungle. 

After  an  amazing  day  on  the  links,  golfers  , 
invited  to  retire  to  the  state-of-the-art  spa  facilit 
that  are  also  located  at  the  club.  Here,  meeti 
attendees  can  choose  from  more  than  60  s 
treatments  to  indulge  in  tranquil  bliss.  Prior  to  ea 
treatment,  spa  guests  can  experience  an  hour-lo 
visit  to  the  hydrotherapy  circuit.  Here,  they  can  p; 
take  in  an  herbal  steam,  a  pressure  shower  and  a  sc 
in  the  hydro-reflexology  pools  or  in  the  refreshi 
lagoon,  which  is  complemented  by  a  breathtaki 
golf  course. 


For  more  information,  call  866-665-0998  in  the  United  States 
and  Canada,  or  visit  palaceresorts.com/groups. 


An  incentive  plan  isn't  much  of  an  incentive  unless  it  really  revs  people  s  motors.  And  that's  a  Palace  specialty. 

Palace  resorts  are  located  in  Mexico's  most  desirable  oceanfront  locations.  Golt  and  spa  services  are  available  too. 
There's  our  own  Jack  Nicklaus  Signature  course  at  Moon  Palace  Golf  &  Spa  Resort  and  Avenrura  Spa  Palace  offers  one 
ol  the  hnest  spas  in  Mexico. 

Your  people  will  love  the  luxurious  accommodations  featuring  a  double  Jacuzzi  and  the  new,  super-comfortable 
Palace  Bed*  in  each  guest  room.  Remarkably  attentive  service  reminds  your  best  performers  that  they  truly  are  VI  Ps. 

Palace  gives  you  the  convenience  of  easy  budgeting  because  everything  is  included  —  Fine  dining,  top-shelf  drinks, 
24-hour  room  service,  non-motorized  water  sports  and  wireless  Internet,  even  taxes  and  gratuities.  And  we  can  handle 
any  size  group,  from  20  to  3,000. 

Your  best  people  have  earned  the  best  incentive  going.  So  give  them  the  ultimate  indulgence  —  all-inclusive 
Palace  Resorts. 

For  complete  information,  go  to  palaceresorts.com/gi-oups, 
email  groups@palaceresorts.com  or  call  1-866-665-0998. 
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Tesco's  Landing 

Britain's  supreme  retailer  has  prepared  mightily  for 
its  U.S.  debut.  The  fallout  may  be  wider  than  first  appears. 

By  Claire  Cain  Miller  with  Parmy  Olson 

RITISH  OBER-RETAILER  TESCO  IS  NOT  AFRAID  OF 
competition.  Once  no  one  thought  it  stood  a  chance 
against  grocer  J  Sainsbury  in  the  U.K.,  but  today  its 
twice  as  big  and  sells  everything  from  groceries  to 
clothes  to  gasoline.  It  has  exported  that  success  to 
Europe  and  Asia.  Now  Tesco  is  arriving  on  U.S.  shores  with  Fresh 
&  Easy  Neighborhood  Markets,  poised  to  take  on  a  field  extend- 
ing from  regional  gourmet  chains  to,  ultimately,  the  big 
kahuna— Wal-Mart. 

The  location  chosen  for  Fresh  &  Easy's  storefront  in 
Manhattan  Beach,  just  outside  Los  Angeles,  demonstrates  its  brash 
confidence  as  it  readies  for  a  second-half  2007  rollout.  On  a  stretch 


Coming  to 
California: 
more  basket 
than  cart. 


full  of  professionals  com- 
muting between  the  free- 
way and  their  ocean 
breezes,  its  nestled  be- 
tween Trader  Joes  and 
Bristol  Farms,  two  stores 
that  are  startlingly  simi- 
lar to  what  Fresh  &  Easy 
promises  to  be. 

The  target  customer  is  stopping  in  to  pick  up  a  prepackaged 
sandwich  for  lunch  or  a  salmon  fillet,  spinach  salad  and  chardon- 
nay  for  dinner,  not  those  stocking  up  for  the  week.  He  or  she  is 
"cooking"  for  a  tiny  few  and  wants  it  tasty  and  quick  and  at  least 
ostensibly  healthful.  (That  means  mostly  organic,  trans  fat  free 
and  heavy  on  well-teased  produce.)  To  accommodate  this  in-and- 
out  shopping,  the  stores  will  have  10,000  square  feet,  a  fifth  the 
space  of  a  suburban  supermarket. 

Across  the  street  from  the  Manhattan  Beach  site  is  Fresh  & 
Easy's  headquarters,  where  $91  billion  (revenues)  Tesco  has 
been  building  its  U.S.  strategy  since  2005.  It  sent  marketing 
director  Tim  Mason  from  the  U.K.  to  head  up  the  effort  last 
year,  and  Chief  Executive  Terry  Leahy  has  promised  to  invest 
$500  million  a  year.  Tesco  plans  to  sign  leases  on  100  stores  in 
California,  Arizona  and  Nevada  by  February 

Tesco  goes  where  others  have  been  sorry  to  have  trodden. 
Sainsbury  purchased  Shaw's  Supermarkets  in  the  U.S.  but  later 
sold  out.  Marks  &  Spencer  and  Dixons  also  had  unhappy  forays 
across  the  pond.  "Analysts  refer  to  the  U.S.  as  the  graveyard  for 
British  retailers,"  says  Mark  Palmer,  professor  of  retailer  interna- 
tionalization at  England's  Aston  Business  School. 

There's  reason  to  expect  different  here.  After  dominating  its 
home  market  Tesco  has  gone  head-to-head  internationally  with 
Wal-Mart  and  the  world's  second-biggest  retailer,  Carrefour  of 
France,  and  is  winning  early  battles. 

One  key  is  a  proved  business  process,  known  as  Tesco  in  a  Box, 
to  ensure  the  stores  run  well  behind  the  scenes,  promoting  consis- 
tency but  also  sharing  innovations.  Some  use  electronic  monitors 
of  how  many  people  enter  and  how  many  are  in  checkout  lines  to 
determine  how  many  checkers  to  assign  minutes  later. 

Meanwhile,  Tesco  varies  every  detail  of  its  in-store  offerings 
based  on  intensive  market  research.  "They  standardize  on  the 
things  that  make  no  difference  to  the  customer,  and  they're  very 
specialized  on  the  things  that  matter,"  says  Michael  Griswold, 
retail  director  at  AMR  Research  of  Boston  and  an  ex-supermarket 
executive. 

Adapting  to  a  new  market's  requirements  sounds  simple,  yet 
it's  where  rivals  have  slipped,  says  John  Cutler,  operations  director 
of  consultancy  Culturewise.  Wal-Mart  blundered  selling  prepack- 
aged fish  in  China,  where  consumers  are  accustomed  to  choosing 
them  live  from  a  tank.  Tesco,  meanwhile,  stocks  live  fish  in  its 
Chinese  stores.  Go  to  a  Tesco  in  central  Europe  and  you'll  find 
hundreds  of  different  types  of  sausages. 

That  knowledge  often  comes  after  years  of  methodical  ground- 
work. "They  carry  out  an  immense  amount  of  research.  They  want 
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ortifying  Crops 


Improving  Nutrition 


Science  For  A  Better  Life 


All  around  the  world,  harvests  are  under  threat 
from  pests  and  disease.  In  many  regions,  these 
dangers  are  also  compounded  by  enduringly 
poor  conditions  such  as  drought,  excessive 
heat  and  soil  salinization,  resulting  in  huge 
losses.  Bayer  CropScience  is  working  to  mini- 
mize these  problems  and  find  lasting  solutions  - 
productive  plants  and  varieties  that  are  better 
suited  to  their  environment  and  more  resilient  to 
the  stresses  of  climate  extremes. 

Bayer  CropScience  also  cultivates  and  pro- 
duces high-quality  seeds  for  crops,  including 
tomatoes,  carrots,  cucumbers,  onions  and 
melons,  and  conducts  research  into  boosting 
properties  of  crops  that  are  beneficial  to  health. 
With  the  goal  of  achieving  long-term  improve- 
ments in  human  nutrition,  www.bayer.com 


Bayer:  Healtl 


latenalScience  CropScience 


Mart  Maneuvers  

to  get  under  the  skin  of  their  customers,"  says 
Palmer.  Before  opening  stores  in  the  tricky 
Japanese  market,  for  example,  Tesco  spent 
three  years  studying,  during  which  time  its 
staff  lived  with  Japanese  families  as  fly-on- 
the-wall  observers.  They  learned  that  a 
weekly  haul  from  the  supermarket  won't  fit 
in  typically  cramped  homes. 

Result:  a  think-small  model,  in  packag- 


up  stores.  They're  often  near  office  parks  and 
suburban  neighborhoods,  and  share  park- 
ing lots  with  chains  like  Starbucks,  Subway 
and  CVS.  The  locations  range  from  tony 
Scottsdale,  Ariz,  to  light-industrial  areas  like 
in  Compton,  Calif.  Expect  to  see  smart  spe- 
cialization among  these  different  markets, 
Griswold  says. 

Outward  affluence  doesn't  seem  to  be  a 


lalkl 

By  the  Numbers 


ing  and  stores.  The  strategy  has  paid  off. 
Carrefour  pulled  out  of  Japan  two  years  after 
Tesco's  entry,  Wal-Mart  is  struggling  with  a 
grocery  acquisition  there,  and  both  Wal-Mart 
and  Carrefour  left  South  Korea  in  Tesco's 
wake.  Tesco  now  gets  23%  of  its  revenue 
overseas,  to  Wal-Mart's  22%.  (Carrefour  is 
at  52%.)  "With  all  Tesco's  major  competitors 
retrenching  and  reappraising  their  strategies, 
Tesco  has  been  the  most  successful  interna- 
tional food  retailer,"  says  Citigroup  analyst 
David  McCarthy  in  London.  (Citi  has  done 
investment  banking  for  Tesco.) 

In  April  Tesco  planned  to  open  huge 
distribution  centers  in  Turkey  and  Ireland 
and  small  Express  stores  in  Japan  and  the 
Czech  Republic. 

Now  Tesco  is  applying  its  international 
formula  in  the  $680  billion  U.S.  grocery  mar- 
ket. In  2005  it  set  up  a  faux  store  inside  an 
old  warehouse  in  Los  Angeles  and  told  those 
who  asked  that  it  was  a  movie  set.  It  invited 
groups  of  250  customers  in  order  to  watch 
how  they  shopped  and  ask  for  feedback  Then 
Tesco  researchers  moved  into  60  California 
families'  homes  for  two  weeks,  rifling  through 
their  fridges  and  cupboards,  shopping  and 
cooking  with  them,  and  keeping  diaries  of 
their  every  movement,  from  how  they  got 
their  kids  to  school  to  what  they  did  at  night. 

Their  conclusion:  Americans  may  have 
more  space,  but  busy  breadwinners  were  short 
on  time  for  shopping  and  preparing,  even  as 
they  wanted  a  quality  food  experience. 

Famously  secretive  Tesco  is  mum  on  its 
U.S.  grid,  but  liquor  license  applications  and 
property  managers  reveal  where  it  has  lined 


New  Kid  in  Town 

Tesco  is  now  the  world's  third-biggest 
retailer,  but  it  is  still  way  short  of 
number  one  Wal-Mart. 


REVENUE  IN  BILLIONS 


PROPORTION  OF  REVENUE  FROM 
INTERNATIONAL  OPERATIONS  IN  2006 


COMPOUNDED  ANNUAL  GROWTH  IN 
INTERNATIONAL  OPERATIONS  SINCE  20021 


MOST  STORES  OUTSIDE  HOME  MARKET 


'Percentages  calculated  using  local  currency. 


must.  Thirty  miles  inland  from  Manhattan 
Beach,  Tesco's  Fullerton  site  is  amid  liquor 
stores,  car  dealerships  and  cheap  motels. 
Twenty  miles  away  Tesco  has  leased  an  old 
clothing  shop  in  South  Gate,  a  Latino  city  of 
compact  one-story  homes  and  Mexican 
markets.  The  shopkeeper  at  a  tiny  discount 
store  next  door  says  he's  heard  that  a  mar- 
ket with  expensive  organic  stuff  "  is  coming. 
"People  here  won't  want  to  spend  too  much 
money'  he  says. 

Trust  that  Tesco,  Spartan  itself  in  nature, 
already  knows  that,  Griswold  says.  He  pre- 
dicts that  Tesco  will  stick  to  basics  in  lower- 
income  towns  and  sell  pricier  gourmet  pro- 


duce in  upper- income  areas.  South  Gate  will 
probably  stock  tomatillos  and  tamale  corn 
husks.  Already  the  company  has  the  flavor: 
A  promotional  brochure  mailed  in  April  was 
printed  in  Spanish  in  some  southern  Califor- 
nia and  Arizona  neighborhoods. 

The  Fullerton  shop  will  be  catty-cor- 
ner from  a  Food  4  Less,  owned  by  Kroger. 
Though  that  hypermarket  won't  be  a 
competitor  yet — its  shelves  are  lined  with 
20-pound  bags  of  rice  and  jumbo  jugs  of 
laundry  detergent— that  might  not  be  the 
case  for  long. 

Watch  for  Tesco  to  expand  rapidly.  Chief 
Executive  Leahy  said  in  April  that  it  could 
grow  as  big  in  the  U.S.  as  the  UKs  1,900-store 
chain.  Research  specialist  Griswold  predicts 
it  will  move  beyond  the  West  Coast  and  grow 
to  include  supermarkets  in  the  next  two  years 
big  enough  to  rival  Wal-Mart's.  "We  are  start- 
ing in  California,  where  there  are  fewer  Wal- 
Marts,"  says  Lucy  Neville-Rolfe,  corporate  and 
legal  affairs  director,  by  way  of  explaining 
Tesco's  choice  of  launchpad 

As  Tesco  stores  grow,  watch  for  Wal-Mart 
stores  to  shrink  to  a  size  closer  to  that  of  Fresh 
&  Easy  Neighborhood  Markets.  Wal-Mart's 
own  version  of  Neighborhood  Markets — 
40,000-square-foot  stores  with  small  parking 
lots  selling  groceries  and  premade  meals — 
first  opened  in  1998.  Recently  the  chain  has 
stepped  up  development  of  these  stores.  "It's 
no  coincidence  that  they're  thinking  about  that 
now.  It's  because  Tesco's  coming,"  Griswold 
says.  A  helpful  asset  David  Wild,  Wal-Mart's 
new  senior  vice  president  of  new  business 
development,  is  a  former  Tesco  executive. 

Watch  for  Tesco  to  shop  for  a  U.S. 
grocery  chain,  as  well,  as  it's  done  in  other 
foreign  markets.  Safeway  is  a  likely  candi- 
date, professor  Palmer  says.  The  $40  billion 
(sales)  chain  is  headquartered  in  Pleasan- 
ton,  Calif,  (which  also  could  explain  Tesco's 
West  Coast  launch),  and  the  two  have  part- 
nered before,  when  Tesco  sold  Safeway  its  IT 
infrastructure  for  online  grocery  shopping. 

Competing  across  the  board  with  Wal- 
Mart  is  a  long  shot;  the  retail  behemoth's 
$345  billion  in  revenue  last  year  is  quadru- 
ple Tesco's.  Still,  don't  think  small  with  the 
new  guys,  Citigroup's  McCarthy  says:  "Tesco 
would  not  have  put  such  a  heavyweight  team 
in  the  U.S.  unless  it  had  very  big  ambitions." 
He  foresees  10,000  American  stores  someday, 
bringing  in  $100  billion.  F 
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Who  helps  doctors  see  each 
patient  as  one  of  a  kind? 


We  do. 


Innovations  from  Siemens  can  be  found  everywhere.  And  more  advanced  personalized 
healthcare  is  an  innovation  that's  closer  than  you  think.  Our  technology  and  process 
advancements  in  imaging,  laboratory  diagnostics  and  information  technologies  are 
enabling  customized  care  based  on  patients'  individual  needs.  Interventions  can  begin 
earlier  —  before  a  patient  experiences  symptoms  of  disease.  Hospitalization  can  be 
minimized  and  overall  healthcare  costs  reduced.  At  Siemens,  our  innovations  today  are 
working  toward  a  healthier  tomorrow. 


automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com/oneofakind 
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Health  Care 

What  Happens  When  Wellness  Is  Consumer  Driven 


Being  healthy  means  different  things  tc 
different  people.  To  some,  it's  about  getting 
in  shape  or  having  a  successful  pregnancy. 
For  others,  it's  about  living  productively  with  a 
chronic  disease.  But  there's  one  truth  that  applies 
to  everyone:  the  more  people  know  about  their 
health  —  including  how  to  stay  healthy  and  how  tc 
best  use  the  health  care  resources  available  to  them  — 
the  healthier  they'll  be. 


^The  most  important  thing  an  employer  can  do  to  reduce  health 
care  costs  is  to  engage  employees  in  health  care  decision-making.  J  f 

-TROY  BRENNAN,  senior  vice  president  and  chief  medical  officer  of  Aetna,  Inc. 
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Personal  Health  Record 
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of  information  about  the  member's  health  conditions  or  medical  treatment. 
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Help  your  employees 
make  history"  today 

Now  your  employees  can  make  history 
with  an  innovative  new  tool  that  empowers 
them  to  share  information  with  their 
doctors  to  help  them  achieve  optimal 
health.  Aetna's  Personal  Health  Record  is 
a  private,  secure  online  location  for  each 
member's  personalized  health  history 
to  which  they  alone  have  access.  Their 
information  is  automatically  updated. 
When  medical  findings  can  improve  a 
member's  health,  they  receive  automatic 
alerts.  Make  history  today.  Call  your 
broker,  Aetna  representative,  or  visit  us 
online  at  aetna.com/makehistory. 


We  want  you  to  know' 
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ADVERTISEMENT  3 


Engaging  employees  in  health  care  decision-making 
means  several  things,  including: 

•  Education,  so  employees  are  aware  of  the  advantages  of  good  health  and 
can  learn  how  to  prevent  health  problems 

•  Wellness  resources,  so  employees  can  achieve  and  maintain  optimal 
levels  of  health 

•  Consumer-driven  health  plans  that  enable  employees  to  control  and  manage 
how  their  health  care  dollars  are  spent 

Combined,  these  three  elements  reduce  the  amount  of  money  employers  and 
employees  spend  on  health  care  while  improving  the  health  and  productivity 

of  employees. 


HELPING  MEMBERS 
ACHIEVE  AND  MAINTAIN 
OPTIMAL  HEALTH 

We  know  that  every  member  has  a  differ- 
ent definition  of  "optimal  health,"  which  is 
why  we  created  Aetna  Health  Connections^. 
This  innovative  new  approach  to  medical 
management  takes  a  unique,  comprehen- 
sive view  of  its  members,  incorporating 
their  current  health  status,  benefit  plan 
design,  demographics,  personal  preferences 
and  other  information  to  help  people  attain 
their  optimal  health. 

DISEASE  MANAGEMENT 
AND  WELLNESS  PROGRAMS 

For  members  with  a  chronic  illness,  this 
may  mean  taking  advantage  of  the  Aetna 
Health  Connections  Disease  Management 
program,  which  is  provided  by  more 
than  2,000  Aetna-employed  clinical 
professionals,  including  doctors,  nurses, 
pharmacists,  social  workers,  wellness 
counselors,  nutritionists  and  weight-loss 
therapists,  among  others.  For  other 
members  who  may  not  have  chronic 
health  conditions  but  want  to  maintain  or 
improve  their  current  health  status,  our 
wellness  programs  —  wellness  counseling, 
weight  management,  smoking  cessation 
and  discounts  to  fitness  centers  —  may 
be  more  useful. 

Regardless  of  their  health  status,  Aetna 
members  have  access  to  many  Aetna 
Health  Connections  programs,  which  can 
help  them  become  engaged  in  their  health 
care  and  achieve  and  maintain  their 
optimal  health. 


We  want  you  to  know 

TAetna 
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Consumer- Driven  Health 
Plans:  Costing  Less, 
Delivering  More 

Consider  the  four-year  study  of 
consumer-driven  health  plans  con- 
ducted by  Aetna,  which  shows  that 
consumer-driven  plans  deliver 
lower  medical  costs,  maintain  or 
improve  levels  of  chronic  and  pre- 
ventive care  and  boost  the  use  of 
generic  medications  and  consumer 
tools  and  information. 

"The  financial  results  achieved  by 
full  replacement  plans  are  particularly 
significant,"  Brennan  notes.  "They 
equate  to  a  savings  of  $1  million  per 
1,000  members  over  a  three-year  period, 
while  still  maintaining  quality  care." 

For  example,  Aetna  HealthFund 
Health  Reimbursement  Arrangement 
(HRA)  plans  effective  in  January  of 
2003  experienced  an  increase  in  med- 
ical costs  of  just  3%  between  2002  and 
2005.  Even  employers  who  began 
offering  an  Aetna  HealthFund  HRA 
plan  as  one  of  several  options  saw  an 
average  hike  in  medical  costs  of  only 
6.7%  over  a  three-year  period. 

Consumer-Driven 
Prevention  and  Wellness 

The  study  also  shows  that  Aetna 
HealthFund  HRA  and  Health  Savings 
Account  (HSA)  members  with  chronic 
conditions  received  care  as  good  as  or 


better  than  before,  as  shown  by  a  6°/ 
higher  usage  of  inhaled  steroids  amonj 
asthmatics  when  compared  with  a  sim 
ilar  non-HealthFund  population. 

Preventive  care  also  is  maintainec 
or  improved.  For  example,  first-yea 
HealthFund  HSA  members  receivec 
cervical  cancer  screenings  at  a  13.89* 
higher  rate  than  did  Preferred  Provide 
Organization  (PPO)  members. 

A  key  element  in  the  effectivenes. 
of  consumer-driven  plans  is  thei 
focus  on  wellness. 

"We  view  preventive  care  anc 
wellness  programs  as  two  of  the  mos 
important  aspects  of  an  effectivi 
health  care  cost  containment  strategy, 
says  Brennan,  who  points  to  Aetna 
new  condition  management  program 
within  Aetna  Health  Connections 
"We're  seeing  positive  clinical  out 
comes,  appropriate  utilization  and  ; 
customer  return  on  program  invest 
ment  in  the  2:1  to  3:1  range." 

Corporate  House  Calls"1 

One  of  the  ways  that  employers  car 
improve  employee  health  is  by  using  ; 
new  approach  in  preventive  medicine 
comprehensive  and  convenient  healtl 
screenings  at  the  work  site. 

California-based  Med  MatRx,  LLC 
brings  local  medical  specialists  to  ai 
employer's  work  site  and  perform 
these  kinds  of  comprehensive  healtl 


xeenings,  which  include  diagnostic 
sts  and  a  physical  examination.  If  a 
ironic  medical  condition  is  discov- 
ed  during  these  corporate  house 
ills,  the  employee  is  referred  to  the 
i-site  specialist.  Although  the 
nployee  is  under  no  obligation  to 
:e  Med  MatRx's  specialists,  it's  often 
mvenient  because  he  or  she  doesn't 
ive  to  make  a  separate  appointment 
id  miss  work  on  a  different  day. 
To  make  its  health  screenings  as 
ficient  and  cost-effective  as  possible, 
[ed  MatRx  uses  a  unique  grading 
rstem,  analyzing  a  company's  past 
isurance  claims  and  employee 
sinographies  to  figure  out  the  dis- 
ises  for  which  employees  are  most 
risk.  Thus  Med  MatRx  can  tailor 
le  screenings  accordingly  and  will 
-ing  the  specialists  most  likely  to  be 
eeded.  One  Med  MatRx  client, 
lergy  firm  Southern  Co.,  saved 
150,000  and  190  workdays  in  a 
jar,  thanks  to  comprehensive  men's 
;alth  screenings. 

Med  MatRx  also  uses  this  demo- 
■aphic  information  to  help  employers 
iucate  employees  about  potential 
jalth  issues  and  how  to  prevent  or 
Lanage  them.  The  firm  also  brings 
igether  advisory  boards  and  conducts 
>undtables  with  leading  specialists  to 
iscuss  the  effects  of  specific  chronic 
ledical  conditions  on  employers' 
orkforces.  These  sessions  help 
tiprove  employers'  understanding 
f  chronic  medical  conditions  in  the 
orkforce  and  how  best  to  screen  for 
lem  on  site. 

lew  Online  Tools 
b  Improve  Care 

As  employees  become  more 
ivolved  in  their  health  care  decision- 
laking,  they  —  and  their  health  care 
roviders  —  need  quick,  easy  access 
>  medical  records,  which  continue  to 
e  dispersed,  fragmented  and  paper- 


based.  The  solution:  an  electronic 
medical  record. 

That's  why  Aetna  has  introduced  the 
Personal  Health  Record  (PHR)  for  its 
members.  Every  individual  PHR 
includes  past  and  current  prescriptions, 
tests  and  procedures,  immunizations 
and  other  important  facts.  It  is  Web- 
based,  secure  and  confidential,  and  is 
updated  as  medical  events  occur. 
Members  can  also  add  information  — 
such  as  family  history  and  over-the- 
counter  medications  —  to  their  record 
via  the  Web. 

Aetna's  PHR  also  uses  the 
CareEngine  System,  which  checks  the 
information  in  members'  records  and 
compares  it  against  highly  respected 
sources  of  medical  literature.  This 
system  actually  scans  information  for 
opportunities  to  improve  care,  and 
when  it  finds  something,  it  notifies 
members  on  an  individualized  alert 
page.  When  appropriate,  the  CareEngine 
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System  also  communicates  critical 
medical  issues  directly  to  members' 
doctors  through  clinical  alerts. 

"Health  programs  are  only  as  good 
as  their  ability  to  engage  a  member 
to  participate,"  observes  Brennan. 
"When  consumers  are  more  involved 
in  the  health  care  process,  there  will 
be  cost  savings  for  consumers  and 
their  employers."  ■ 

Written  by  aimpublications  LLC,  provider 
of  editorial  and  analytic  consulting  focused  on 
technology  and  business  issues  and  trends 
(www.aimpublications.com). 

Produced  by  Frank  Long 
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Enhancing  employers' 
strategic,  competitive  edge 
through  demographic-specific 
Well@Work™  programs. 

www.medmatrx.com 


For  more  information, 
please  contact: 
ROBERT  FRITZKY 
(925)  247-0171 
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Labor  Unrest 


SECURITY  GUARDS  HAD  JUST  PULLED  SABULAL  VIJAYAN 
out  of  the  breakfast  line  in  the  canteen  at  Signal  Interna- 
tional's shipyard  in  Pascagoula,  Miss.  They  were  usher- 
ing him  to  a  trailer  where  a  handful  of  other  Indian  guest 
workers  waited  to  be  loaded  into  a  van,  driven  to  the 
airport  and  put  on  a  plane  back  to  India.  Having  just  eaten,  Vijayan 
asked  to  use  the  bathroom.  Once  inside,  he  grabbed  a  razor  blade 
and  slit  his  wrist. 

Vijayan  had  been  fired  after  complaining  about  conditions  and 
stirring  up  discontent  at  the  camp  where  he  lived  with  289  workers. 
Signal  says  the  men  who  were  canned  did  not  have  sufficient  metal- 
working  skills  to  satisfy  the  terms  of  their  employment,  or  their  visas. 
But  like  many  of  his  compatriots,  Vijayan  couldn't  afford  to  be  sent 
home.  To  get  this  welding  job  his  family  had  borrowed  $  1 2,000-plus 
to  pay  labor  brokers  and  immigration  lawyers.  He  had  been  in  Mis- 
sissippi for  only  four  months  and  hadn't  made  enough  money  to  get 
out  of  the  hole. 

Bleeding  copious!}.  V  iiav  an  was  carried  out  of  the  24-by-36-foot 
trailer  he  shared  with  23  other  men.  News  of  his  attempted  suicide 
spread  around  the  camp  thai  m<  irning  in  March.  As  more  security 
arrived,  the  scene  became  •  ric  st.  It  ended  when  guards  released  the 


other  men  from  the  trailer.  No  one  was  taken  to  the  airport.  Vijayan 
recovered  at  a  hospital  and  became  the  darling  of  civil  rights  groups 
like  the  Workers'  Center  for  Racial  Justice,  which  demonstrated 
outside  a  U.S.  Labor  Department  office  in  New  Orleans.  The  story 
was  picked  up  on  blogs  and  regional  newspapers,  which  proclaimed 
that  slave  labor  could  be  found  right  here  in  the  U.S.  The  Los 
Angeles  Times  portrayed  Signal  as  exploiting  the  helpless  workers. 
Vijayan  remains  in  the  U.S.,  having  applied  for  a  so-called  T  visa — 
reserved  for  immigrants  who  claim  to  be  victims  of  human  traffick- 
ing. Attorneys  for  Vijayan  at  the  Southern  Poverty  Law  Center  are 
considering  bringing  a  case  against  Signal. 

"It  was  theatrics,  a  bunch  of  nonsense,"  says  Richard  Marler,  64, 
chief  executive  of  Signal  International.  "We  want  this  program  to 
work  out.  We  need  the  labor." 

Signal  provides  new  construction  and  repairs  to  offshore 
drilling  rigs  and  ship  components  for  the  Navy  and  Coast  Guard 
A  private  company  created  in  2003  by  Marler  and  a  group  of 
investors  from  the  bankrupt  Friede  Goldman  Halter,  Signal  has 
annual  sales  of  $500  million  or  so  and  3,600  employees  (all  nonunion) 
in  Mississippi  and  Texas.  It  was  doing  fine  until  the  double  whammy 
of  hurricanes  Katrina  and  Rita  in  late  summer  of  2005.  Parts  of  the 
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A  Mississippi  oil  rig  builder  thought 
it  was  doing  itself  and  some 
immigrants  a  favor  by  paying  $19 
an  hour.  It  ended  up  being 
condemned  as  a  slave  driver. 
By  Christopher  Helman 

Pascagoula  yard  were  flooded  with  8  feet  of  water;  Rita  caused  prodi- 
gious wind  damage  to  its  east  Texas  yards.  Many  workers  lost  their 
homes  and  stayed  away  from  work  for  weeks  to  tend  to  their  fami- 
lies. The  Federal  Emergency  Management  Agency  sucked  up  a  lot 
of  labor  by  paying  upward  of  $25  an  hour  for  residential  demolition 
work  Government  housing  grants  and  extended  unemployment 
benefits  kept  more  workers  off  the  market. 

So,  Marler  thought  he  could  solve  Signals  problems  by  hiring  legal 
immigrants.  Last  year  he  brought  over  490  welders  and  metal-fitters 
from  India  on  H-2B  guest  worker  visas— ten-month  visas  for  blue- 
:ollar  laborers  filling  jobs  that  no  American  citizens  want.  The  pay, 
at  $19  an  hour,  is  good  for  Mississippi,  let  alone  India,  and  is  $3  more 
in  hour  than  what  Signal  paid  for  the  same  work  just  two  years  ago. 

Yet  Signal  finds  itself  in  the  middle  of  the  immigration 
maelstrom.  The  feds  are  cracking  down  on  illegal  aliens  and  the 
meat  processors,  construction  outfits  and  produce  growers  that 
employ  them  unwittingly  or  otherwise.  In  the  last  year  18,000 
illegals  have  been  nabbed  by  Immigration  &  Customs  Enforce- 
ment (ICE),  a  unit  of  the  Department  of  Homeland  Security.  A 


sixth  of  these  arrestees  had  prior  convictions. 

But  what  about  companies  that  play  by  the  book?  For  its  H-2B 
efforts,  Signal  International  has  endured  a  yearlong  nightmare.  It  has 
had  to  contend  with  a  greedy  middleman,  unskilled  workers,  labor 
unrest,  bad  press  and  threatened  suits. 

In  the  wake  of  the  hurricanes,  Marler  first  thought  about 
recruiting  around  the  U.S.  But  contracted  labor  (that  is,  recruited 
by  an  outside  party)  costs  $5  an  hour  more  in  fees  and  incentives 
than  direct  employees.  As  Signal's  contract  workforce  soared 
from  10%  before  the  storms  to  40%  afterward,  he  knew  he 
needed  a  new  approach.  To  tap  into  the  foreign  pool,  Marler 
spoke  with  Michael  Pol,  a  labor  broker  and  sheriffs  deputy  in 
Beaumont,  Miss,  who  owns  a  company  called  Global  Resources. 
A  decade  ago  Pol  had  helped  bring  in  500  workers  from  India  to 
the  Avondale  shipyard,  a  division  of  Northrop-Grumman,  out- 
side New  Orleans.  Marler  says  it  was  the  success  of  Avondales 
program  that  gave  him  the  confidence  to  try  something  similar  at 
Signal.  He  also  traveled  to  the  Persian  Gulf  emirate  of  Dubai, 
which  has  imported  tens  of  thousands  of  workers  to  build  its  bur- 
geoning megalopolis.  At  first  Marler  wanted  to  bring  in  as  many 
as  700  workers.  "People  spoke  highly  of  the  Indians,  and  we 
thought  we  would  get  a  lot  of  English  speakers  as  well." 

Signal  contracted  Pol  to  line  up  its  workers,  agreeing  to  sponsor 
Indians  for  visas.  Pol  would  foot  all  the  initial  costs  of  recruiting  and 
testing  candidates  to  ensure  they  knew  the  rudiments  of  the  trades. 
Hed  make  back  those  expenses  by  charging  the  workers  a  fee. 
Pol  says  he  put  up  "several  hundred  thousand  dollars"  organizing  tests 
for  workers  in  Dubai,  New  Delhi,  Mumbai  and  Cbennai, 
conceding  that  he  flew  first-class  and  stayed  in  nice  hotels.  Signal  sent 
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Signal  International  

a  handful  of  foremen  to  supervise  the  test- 
ing process  and  to  meet  with  immigration 
officials  at  U.S.  consulates  in  India  and  Dubai 
to  smooth  the  way  for  visa  applications. 
Pol  says  he  found  and  tested  2,000  men 
through  a  network  of  labor  brokers  in  India, 
many  of  whom  advertise  American  jobs  in 
newspapers. 

Back  in  Mississippi  and  Texas,  Signal  was 
preparing  for  the  workers'  arrival,  inform- 
ing bureaucrats  and  explaining  they 
wouldn't  be  taking  up  much-needed  new 
housing  for  hurricane  victims.  The  company 
spent  $4  million  building  a  camp— a  dozen 
trailers,  each  crammed  with  24  narrow  bunk 
beds,  connected  by  plywood  walkways — and 
lining  up  an  Indian  caterer.  No  backlash  from 
residents:  Coastal  shipbuilding  towns  have 
for  years  relied  on  foreign  workers,  most  of 
them  Latinos.  In  August  the  visas  came 
through  for  500  workers.  This  set  the  clock 
ticking  on  their  ten-month  limit  in  the  U.S. 
Yet  the  first  Indians  didn't  show  up  until  Hal- 
loween. "We  thought  we  had  done  a  lot  of  planning,"  says  Marler. 

Not  nearly  enough.  Setting  up  Social  Security  cards  and  bank 
accounts  proved  to  be  a  real  headache.  When  told  that  $1,000  a  month 
would  be  deducted  from  their  paychecks  for  room  and  board,  many 
guest  workers  pushed  back.  That's  when  Signal  says  it  learned,  to  its 
surprise,  that  the  Indians  had  paid  an  average  of  $10,000  each  to 
brokers  to  get  their  jobs. 

Marler  insists  that  Pol  originally  mentioned  fees  in  the  $2,000 
to  $3,000  range  and  that  he  assumed  the  payment  would  cover  every- 
thing. Pol  doesn't  dispute  those  "early"  estimates  but  says  that  his 
expenses  quickly  mounted:  Immigration  attorneys,  he  says,  charged 
$3,500  per  worker.  Another  $3,000  to  $7,000  apiece  went  to  brokers 
and  middlemen  back  in  India.  Pol  says  his  take  came  to  $3,500  per 
person  (upwards  of  $1.8  million).  John  Sanders,  Signal's  workforce 
project  manager,  believes  that  Pol  may  have  collected  more  than  he 
admits  to  and  has  the  rest  stashed  away  in  Indian  banks.  Pol  denies 
it:  "I  busted  my  butt  last  year,  seven  months  back  and  forth  to  India. 
I  took  a  big  risk  and  spent  a  lot  of  money  in  India  before  I  ever  got 
a  nickel." 

Whatever  the  case,  money  disputes  helped  poison  the  atmos- 
phere early  on.  Marler  says  he  was  shocked  to  learn  that  25%  or  so 
of  the  workers  didn't  have  the  necessary  skills  they  were  supposedly 
screened  for  back  in  India.  How  did  that  happen?  "Signal  didn't  do 
a  good  enough  job  managing  the  training  sessions,"  says  a  person 
close  to  the  situation.  Mai  ler  suspects  that  some  of  the  workers  hired 
stand-ins  to  take  the  skills  tests  for  them.  "I'm  not  saying  Dick's  wrong 
about  that,"  says  Pol,  who  set  up  the  process.  "It  could  happen.  But 
do  I  think  it  happened?  Absolutely  not." 

To  make  the  best  of  a  tough  situation,  Signal  started  intensive  train- 
ing. Some  workers  still  couldn't  cut  it.  Marler  wasn't  about  to  pay  first- 
class  wages  for  lackluster  skills  I  le  tried  to  put  the  men  in  lower-level 
jobs— as  "fire  watchers"  on  safety  lockout— at  $9.50  an  hour. 


"We  want  this  program  to  work  out;  we  need  the 
labor":  Signal  Chief  Richard  Marler.  The  company  works 
on  some  of  the  largest  drilling  rigs  in  the  world. 


That  didn't  pan  out,  either. 
Half  a  dozen  workers,  who 
realized  they'd  never  be  able  to 
make  back  their  fees,  spoke  to  at- 
torneys at  the  Southern  Poverty 
Law  Center,  who  explained  that 
under  the  terms  of  their  visas, 
Signal  had  to  pay  guest  workers 
a  minimum  of  $12.75  an  hour, 
knowing  it  could  fill  the  jobs 
with  American  citizens  at  $9.50. 
The  company  balked  at  doing  so 
and  consulted  ICE  on  what  to  do. 
Its  advice:  Sequester  the  men  it 
was  firing,  put  them  into  a  van 
to  the  airport  and  make  sure 
they  get  on  the  plane.  That's 
when  Sabulal  Vijayan  decided  to 
slit  his  wrists. 

Marler  has  little  sympathy 
for  the  malcontents.  "Their  eyes 
were  wide  open,"  he  says.  "They 
weren't  blackmailed  into  this, 
their  arms  weren't  twisted."  He  expects  to  maintain,  but  not  expand, 
Signals  guest-worker  program  for  another  three  years  or  for  as  long 
as  there  continues  to  be  a  labor  shortage.  He  also  plans  more 
improvements  to  the  camp,  which  "wasn't  as  comfortable  as  we  had 
intended  it  to  be."  If  it  cuts  out  the  middleman,  the  company  can 
probably  save  $5  million  or  more  a  year  on  labor  costs. 

Since  the  blowup  in  March,  Signal  says  50  guest  workers  have 
gone  AWOL,  looking  for  more-lucrative  work.  Until  their  visas  are 
up  on  July  31,  these  men  are  "out  of  status."  After  that  they  will  be 
considered  illegal  aliens.  One  who  fled,  allegedly  a  heavy  drinker, 
died  in  Michigan. 

But  there  are  also  happier  stories  from  the  camp,  where  the  smell 
of  curry  permeates  the  canteen  and  the  TVs  are  tuned  to  Bollywood 
flicks.  Catering  is  handled  by  Anjay  Meswani,  whose  family  owns 
Indian  restaurants  in  New  Orleans  that  serve  Punjabi-style  food  from 
northern  India.  Meswani  says  he's  had  to  change  his  menu  to  reflect 
the  tastes  of  the  southern  Indian  state  of  Kerala,  a  poor,  socialist  strong- 
hold where  the  average  monthly  wage  is  $300  and  where  75%  of  the 
workers  are  from.  They  paid  the  most  to  get  their  jobs  with  Signal — 
$14,000  on  average.  And  yet,  says  Meswani,  "They're  still  asking  how 
they  can  get  their  brothers  over  here." 

Signal  is  seeking  visa  extensions  for  90%  of  its  H-2B  employees. 
It  would  hate  to  lose  a  worker  like  Ramesh  Gunisetti.  A  first-class 
welder  and  fitter,  since  1995  he  has  helped  build  and  overhaul  drilling 
rigs  in  Singapore,  Russia  and  Abu  Dhabi.  His  English  is  better  than 
that  of  most  of  his  compatriots,  so  he  has  become  valued  by  Signal's 
foremen  as  a  translator.  With  overtime  he's  able  to  send  home  $2,000 
a  month  to  his  family  back  in  his  native  state  of  Andra  Pradesh- 
more  than  enough  to  pay  off  the  $14,000  he  spent  to  get  the  job. 
Gunisetti  dreams  that  someday  he  might  be  able  to  bring  his  wife 
and  two  kids  here:  "With  family  and  a  green  card,  we  would  work 
for  Signal  20  years,  guaranteed"  F 
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Before  my  first  visit  to  the  Turks  &  Caicos  Islands,  I'd 
heard  that  its  Grace  Bay  Beach  had  been  called  "the 
best  in  the  world."  Having  sunbathed  on  many 
Caribbean  beaches,  I  took  that  claim  with  a  grain  of  salt.  But 
after  relaxing  in  the  turquoise  water  and  walking  for  miles  on 
the  baby-powder  sand  at  Turks  &  Caicos 's  Grace  Bay,  I  finally 
understood:  this  was  no  ordinary  beach. 


Right:  Provo  Golf  Club,  Providenciales 
Below:  Governor's  Beach,  Granrl  Turks 


Nor  is  this  nation  of  more  than  40  mostly  unim 
habited  islands,  barely  more  than  an  hour's 
flight  from  Miami,  any  ordinary  Caribbean 
destination.  Even  on  Grace  Bay  —  the  nation's  most 
developed  resort  area  on  its  most  populous  island, 
Providenciales  —  Turks  &  Caicos  feels  secluded, 
thanks  to  a  low-density,  high-end  tourism  strategy. 

The  islands'  tastefully  luxurious  hotels,  villas  and 
condominiums  cede  center  stage  to  230  miles  of 
undeveloped  white-sand  beaches  and  many  acres  of 
nature  and  wild  bird  sanctuaries.  Skilled  chefs 
prepare  fresh  local  conch,  lobster  and  grouper, 
which  charming  waitstaff  serve  under  the  stars. 
Nearby  are  opportunities  for  deep-sea  fishing,  diving, 
sailing  and  windsurfing. 

While  it  is  frequently  described  as  the  last  of  the 
true  exotic  travel  destinations,  there's  something 
comfortingly  familiar  in  this  place,  for  both  pure 
vacationers  and  those  who  like  to  mix  a  little  business 
with  pleasure. 


Cruise  Center,  Grand  Turk 
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/ELCOMING  INVESTMENT 

As  a  British  overseas  territory  that 
is  been  self-governing  since  1976, 
urks  &  Caicos  uses  English  com- 
lon  law  and  the  U.S.  dollar,  which 
.S.  investors  will  find  reassuring 
id  simple.  From  providing  a  solid 
:gulatory  environment  to  offering 
onerous  tax  incentives  to  investing 
i  needed  infrastructure,  the  gov- 
-nment  has  worked  to  make 
vestors  feel  at  home. 
"Turks  &  Caicos  is  a  business- 
iendly  country  with  a  government 
tat  will  lay  out  the  red  carpet  and 
Dt  red  tape,"  says  Premier  Michael 
[isick,  whose  government  was  re- 
ected  in  February  2007  with  an  overwhelming  majority. 
With  the  world's  best  beach  and  the  third-largest  reef 
stem  in  the  world,  something  unique  and  magnificent  is 
ippening  here.  It's  a  real  success  story  for  a  country  that 
ur  or  five  years  ago  was  barely  known  at  all,  and  we 
vite  others  to  take  part  in  it." 

The  economy  has  been  growing  at  a  double-digit  pace 
r  the  past  several  years,  and  is  expected  to  continue  its 
rong  performance.  The  burgeoning  tourism  industry 
is  created  opportunities  for  investment  in  real  estate 
id  development  as  well  as  in  businesses  that  provide 
ansport,  services,  medical  care,  education,  agriculture 
id  fishing,  and  in  high-value,  value-added  and  specialty 


Gibbs  Cay,  Grand  Turk 

light  manufacturing.  In  addition,  the  islands'  sophisticated 
financial  services  industry  offers  traditional  investments 
and  asset  management. 

THOUGHTFUL  TOURISM 

Some  of  the  biggest  names  in  hotel  luxury  are  investing  in 
new  developments  for  discriminating  travelers  to  Turks  & 
Caicos.  Over  the  next  few  years,  as  much  as  $3  billion  is 
slated  for  new  tourism  investment,  and  the  country  expects 
to  add  1 ,000  hotel  rooms  to  its  existing  2,500  rooms. 

In  addition  to  its  six  main  islands  — 
Providenciales, Grand  Turk,  Salt  Cay,  and  North,  Middle 
and  South  Caicos  —  this  archipelago  is  becoming  known 


FINANCIAL  SERVICES  ON  TURKS  &  CAICOS 

>phisticated  investors  can  choose  from  a  menu  of  banking,  trust  and  insurance  services  in  a  safe,  highly 
gulated  financial  services  industry 


rCI  Exempt  Companies.  Also  known  as  International  Business 
Companies  (IBCs),  these  offshore  companies  pay  no  taxes  on  gains 
generated  by  investments.  They  are  ideal  for  asset  protection,  tax 
Dlanning  and  plain  old-fashioned  privacy. 

Producer-Owned  Reinsurance  Companies  (PORCs).  Turks  & 
Daicos  is  a  market  leader  in  these  easy-to-set-up,  low-cost  insurance 
structures.  PORCs  allow  companies  to  pay  themselves  reinsurance 
premiums,  keeping  investment  proceeds  and  underwriting  profits 
and  sometimes  creating  tax  advantages. 

Protected  Cell  Companies.  The  government  and  private  sector  are 
loning  draft  legislation  that  would  allow  the  development  of  new 
Droducts,  particularly  protected  cell  companies,  where  shareholders 


are  split  into  ringed  fenced  parts,  then  combine  their  assets  into  a 
joint  investment  or  PORC. 

•  Trusts  for  Tax  Planning,  Estate  and  Asset  Planning.  Under  Turks  & 
Caicos's  flexible  trust  law,  assets  placed  in  trust  are  immediately  pro- 
tected from  all  creditor  claims  and  benefit  from  complete  privacy.  At  the 
same  time,  bankers  strictly  comply  with  international  money  laundering 
regulations,  requiring  disclosure  of  sources  of  funds,  copies  of  identifi- 
cation and  personal  financial  references  attesting  to  the  client's  integrity. 

•  Investment  Funds.  An  array  of  offshore  securities  include  hedge 
funds,  money  market  funds,  equity  and  bond  mutual  funds  and 
mutual  mortgage  funds. 


for  exclusive  smaller  islands 
accessible  only  by  boat,  helicopter 
or  small  aircraft.  Celebrities 
maintain  homes  on  Parrot  Cay, 
while  new  exclusive  residences 
are  under  way  on  formerly  unin- 
habited West  Caicos.  Ambergris 
Cay,  another  unpopulated  island, 
has  98  acres  of  beachfront  prop- 
erty that  is  about  to  be  developed. 

"That's  the  beauty  of  Turks  & 
Caicos.  We  have  quite  a  few  islands 
that  are  being  developed  privately 
and  will  be  developed,"  says  Caesar  Campbell,  chief 
executive  officer  of  the  Turks  &  Caicos  Hotel  &  Tourism 
Association.  "It's  exclusivity  taken  to  the  next  level." 

A  marina  and  the  first  villas  at  Molasses  Reef,  the 
Ritz  Carlton  Reserve  on  the  1  1  -square-mile  West 
Caicos,  are  expected  to  be  completed  by  early  2008. 
On  North  Caicos,  two  condominium  resort  develop- 
ments, the  St.  Charles  and  the  Royal  Reef,  are  already 
under  construction. 

As  word  has  gotten  out  about  Turks  &  Caicos,  tourist 
arrivals  have  increased  from  88,000  in  1996  to  nearly 
250,000  in  2006.  A  $40  million  Carnival  cruise  terminal 
opened  on  Grand  Turk  in  2006,  with  as  many  as  500,000 
cruise  visitors  expected  to  pass  through  annually  by  201 0. 

Despite  the  dizzying  rise  in  demand  for  the  destina- 
tion, strategic  planning  has  helped  Turks  &  Caicos  meet 
a  commitment  to  sustainable  tourism  development. The 
cruise  ship  terminal,  for  example,  was  approved  only 
after  extensive  debate  and  planning  to  prevent  damage 
to  healthy  coral  reefs  and  limit  the  cruise  industry  to  a 
single  docking  facility  on  a  single  island.  Water  quality 
and  the  health  of  coastal  and  marine  life  are  being 
closely  monitored. 

Two-thirds  of  the  islands  are  protected  by  natural- 
reserve  status,  and  development  standards  are  designed 
to  prevent  overbuilding  and  minimize  environmental 
impact.  On  the  Northwest  Point  of  Providenciales,  all 
new  developments  are  oriented  toward  ecotourism. 
This  vision  plays  out  at  Amanyara,  the  first  Aman 
Resorts  property  in  the  Caribbean,  where  private  villas 
and  pavilions  blend  in  unobtrusively  with  the  natural 
surroundings  near  a  national  marine  reserve. 


Amanyara 

"The  environment  is  our 
lifeline,  which  is  why  we're 
taking  every  measure  to 
ensure  that  we  protect  it. 
Developers  must  abide  by 
strict  building  and  planning 
codes,  and  we  are  positioning 
the  destination  as  a  boutique 
destination   and   will  stav 

J 

away  from  mass  tourism," 

says  Turks  &  Caicos  Tourism  Board  Executive  Chairmai 
Honorable  Wayne  Garland.  "We  are  confident  that  ou 
long-term  strategic  development  goals  will  ensure  tha 
our  environment  remains  healthy  for  future  generations. 

SAFE  AND  SOPHISTICATED 
FINANCIAL  SERVICES 

The  country's  second-largest  industry,  financial  services 
makes  up  approximately  1 0%  of  the  economy.  Turks  8 
Caicos 's  tax-free  environment  makes  it  attractive  fo 
incorporating  businesses.  In  addition,  a  wide  range  o 
international  banking  and  trust  services,  including 
investment  and  insurance  products,  is  available. 

"Our  main  aim  is  to  be  as  receptive  to  investors  a 
possible,  bearing  in  mind  that  we  want  to  maintain  i 
safe  environment  for  investing  funds  and  doing  busi 
ness,"  says  Neville  Cadogan,  head  of  the  Financia 
Services  Commission,  which  has  been  independent  b' 
law  since  2001 . 

The  Commission  has  been  working  in  partnershij 
with  the  private  sector  to  modernize  regulations  t< 
strengthen  efforts  to  prevent  money  laundering  an( 


Villa  Renaissance,  Providenciales 


terrorist  financing,  while  ensuring  that  client  infor- 
mation continues  to  be  treated  confidentially. 

"Once  the  new  proceeds  of  crime  ordinance  and 
anti-money-laundering  and  prevention  of  terrorist 
financing  and  code  are  enacted  later  this  year,  we'll 
have  the  newest  and  most  up-to-date  anti-money- 
laundering  legislation  in  the  region,"  says  Jonathan 
Katan,  president  of  the  Financial  Industry  Association. 
"It  is  being  designed  in  keeping  with  the  most  modern 
international  best  practices  and  compliant  with  the 
FATF's  40  +  9  recommendations  for  the  prevention 
and  detection  of  money  laundering  and  combating  of 
terrorist  financing." 


SUPPORTING  GROWTH 

As  Turks  &  Caicos  becomes  better  known,  the  gov 
ernment  is  investing  in  infrastructure  to  suppor 
growth.  For  one  thing,  it  is  making  it  easier  to  move 
among  the  islands.  There  are  now  60  weekly  flight: 
between  Providenciales  and  Grand  Turk.  A  causeway  is 
under  construction  from  North  Caicos  to  Middle 
Caicos.  Marina  and  port  facilities  are  being  upgraded. 

These  investments  have  made  real  estate  attractive 
across  the  islands,  beyond  the  developments  tha1 
Providenciales  pioneered.  Rising  demand  for  beachfron' 
land  has  pushed  real  estate  prices  up  steadily  by  1 5%  tc 
20%  annually  over  the  last  five  years.  Prices  typicalh 
are  about  $550  per  square  foot,  rising  to  over  $1,00C 
for  the  highest-end  properties.  In  general,  properties 
on  Providenciales  —  or  "Provo,"  as  locals  sav  —  arc 
somewhat  more  expensive  than  on  the  other  islands. 

"Flight  now  is  the  best  time  to  invest  in  propertv 
because  you're  not  taking  the  risk  that  you  would  have 
taken  five  or  ten  years  ago.  Now  the  infrastructure  is 
developing  and  the  island  has  a  good  track  record,  but 
there's  still  room  for  growth  "says  Walter  Gardiner,  past 
president  of  the  Turks  and  Caicos  Real  Estate  Association. 

Literacy  is  nearly  universal,  but  the  government  is 
putting  tens  of  millions  of  dollars  into  education  to 
make  sure  that  it  has  the  human  resources  to  sustain  a 
growing  economy.  It  has  instituted  a  year-round  training 
program  to  prepare  Belongers  —  as  Turks  &  Caicos 

Continued  on  page  <s 


Head  of  Government:  Premier  Honorable 
Dr.  Michael  Eugene  Misick 

Capital  City:  Cockburn  Town,  Grand  Turk 

Official  Language:  English 

Currency:  U.S.  dollar 

Population  (2006):  32,300 

Area:  1 93  square  miles  (40  islands,  six  of  which  are 
permanently  inhabited) 

GDP  per  capita  (2002):  $1 1 ,500 

Unemployment  rate  (2005):  5.1% 

Literacy  rate:  98% 

Taxes:  There  are  no  income,  sales,  property  or  capital 
gains  taxes.  Hotels  and  restaurants  charge  10%  tax. 
Import  duties  are  30%  on  most  manufactured  goods; 
the  government  imposes  levies  on  docking  and  cargo 
off-loading.  Development  agreement  concessions  may 
reduce  import  duties  on  selected  construction  materi- 
als and  furnishings  to  1 0%  on  Providenciales  and  the 
Cays  and  5%  elsewhere.  Investors  also  can  receive 
reductions  of  property  transfer  taxes  to  as  low  as  2%. 

Incentives:  In  addition  to  granting  reductions  of 
import  duties  and  cargo  levies,  the  government  may 
support  efforts  to  obtain  work  permits  and  grant 
Permanent  Residence  Certificates.  It  also  may  sell  land 
at  a  50%  discount  or  make  available  long-term  land 
leases  at  concessionary  rates  if  a  resident  is  a  signifi- 
cant shareholder. 

Banking:  There  are  six  licensed  banking  entities, 
including  five  that  are  licensed  to  provide  international 
as  well  as  domestic  services. 

Communications:  Cable  &  Wireless  (Wl)  Ltd. 
provides  state-of-the-art  digital  telephone  and 
broadband  internet. 

Getting  There:  There  are  nonstop  flights  to 
Providenciales  from  Charlotte,  Philadelphia,  Miami, 
New  York,  Boston,  Atlanta,  Toronto,  London,  Montego 
Bay,  Nassau,  Puerto  Plata  and  Cap  Haitien.  All  in- 
habited islands  except  Parrot  Cay  have  landing  strips. 
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Grand  Turk 


ill 0.5  square  miles,  population  3, 700 
Grand  Turk  hosts  the  nation's  capital,  Cockburn 
Town,  a  charming  conglomeration  of  Bermudan- 
style  homes  and  historical  landmarks  from  the  days 
jwhen  the  Turks  Islands  were  the  salt  and  sisal 
I'jcapital  of  the  world.  In  addition  to  being  the  seat 
iiof  government,  it  hosts  a  community  college  and 
jlnedical  center.  Grand  Turk  is  the  country's  only 
island  catering  to  cruise  passengers,  at  a  brand- 
new  $40-million  Carnival  cruise  terminal.  The 
^knowledgeable  and  friendly  staff  at  the  National 
Museum  will  take  you  back  in  history  to  the 
•  Molasses  Reef  Wreck,  the  oldest-known  European 
l  shipwreck  from  around  1510,  and  to  the  days  of 
,^the  Lucayans,  the  pre-Columbian  inhabitants  of  the 
Turks  &  Caicos.  Grand  Turk's  most  dramatic  attrac- 
tions lie  offshore,  in  the  very  waters  where  the 
.jastronaut  John  Glenn  splashed  down  in  1962. 
■Within  about  10  miles  of  the  shore,  the  ocean  floor 
{drops  straight  down  7,000  feet,  creating  a  wall  that 
Is  host  to  spectacular  sea  life.  Grand  Turk's  ocean 
riches  attract  game  fishers  and  the  world's  best 
idive  masters  for  exploring  and  annual  competitions. 


2.5  square  miles,  population  100 
Time  seems  to  have  forgotten  this  smaller  of  the 
wo  Turks  islands,  once  home  to  a  booming  salt 
ndustry  that  supplied  no  less  a  luminary  than 
3eorge  Washington  himself.  Designated  a 
JNESCO  World  Heritage  Site,  Salt  Cay  preserves 
he  history  of  the  salt  industry,  including  the  now- 
abandoned  salinas,  or  salt  flats,  and  the  White 
House,  which  was  build  of  Bermudan  stone  that 
salt  schooners  used  for  ballast.  Transport  is  by  golf 
;art,  bicycle  and  foot.  In  any  case,  flippers  may  be 
your  footwear  of  choice,  because  this  island's 
snorkeling  and  diving  are  outstanding.  From 
January  through  April,  whales  mate  off  the  shores 
3f  Grand  Turk  and  Salt  Cay. 


North  Caicos 

41  square  milos,  population  1,400 
Lush  and  secluded,  North  Caicos  is  known  as  the 
"Garden  Island"  for  its  local  fruit  and  vegetable 
production.  It  is  perhaps  best  known,  however,  for 
the  West  Indies'  largest  flamingo  sanctuary,  located 
in  the  swamps  and  wetlands  on  the  southern  part 
of  the  island,  and  for  its  huge  osprey  nests.  North 
Caicos's  sites  of  interest  include  the  ruins  of 
Wades  Green  and  other  cotton  plantations  estab- 
lished by  British  Loyalists  who  fled  the  U.S.  after 
the  American  Revolution.  A  small  community  of 
vacation  homes  is  clustered  around  Whitby 
Beach,  not  far  from  outstanding  snorkeling  at 
Three  Mary  Cays.  North  Caicos  benefits  from 
being  close  to  both  the  commercial  center  of 
Providenciales  and  the  exclusive,  privately  devel- 
oped Parrot  Cay  resort.  A  new  causeway,  now 
under  construction,  will  connect  it  to  Middle  Caicos. 


Providenciales 

37.5  square  miles,  population  21,000 
The  most  developed  of  the  islands,  "Provo" 
boasts  Grace  Bay,  with  1 2  miles  of  what  has  been 
hailed  widely  as  one  of  the  world's  best  beaches. 
New  ecotourism  developments  are  under  way  at 
Northwest  Point.  The  island  also  is  home  to  the 
world's  only  conch  farm,  which  exports  1  million 
juvenile  queen  conches  each  year.  At  one  of 
Provo's  dozens  of  restaurants,  you  can  try  them 
fresh  out  of  the  ocean  —  along  with  other  local 
catches  like  grouper  and  lobster,  prepared  to  their 
best  advantage.  The  recently  upgraded  Caicos 
Marina  and  Shipyard  attracts  yachters.  On-land 
attractions  include  eighteenth-century  plantation 
ruins  and  old  pirate  caves.  An  annual  Music  & 
Cultural  Festival  features  major  international 
musical  artists  alongside  local  performers.  Listen 
to  the  Turks  &  Caicos's  distinctive  ripsaw  music, 
featuring  wire  whisks  rubbed  against  handsaws 
as  the  main  rhythm. 


South  Caicos 

8.5  square  miles,  population  1,200 
South  Caicos  is  the  Turks  &  Caicos's  fishing 
capital,  where  locals  go  straight  to  the  docks  to 
pick  out  the  day's  meal  as  soon  as  it's  brought 
in.  Though  this  island  is  the  center  of  seafood 
processing  for  domestic  consumption  and  export, 
not  all  of  its  sea  life  is  destined  to  be  eaten.  Much 
of  it  is  the  subject  of  ongoing  research  by  marine 
biologists  and  underwater  ecologists  at  the 
Boston  University  School  for  Field  Studies.  South 
Caicos  is  home  to  a  bonefish  marine  nature 
reserve  and  marine  national  park,  along  with 
other  protected  nature  areas.  Whale  watching  is 
a  major  attraction.  Each  May,  the  South  Caicos 
Regatta  attracts  yachts  to  the  island's  deep- 
water  harbor. 


Middle  Caicos 

48  square  miles,  population  275 
Artifacts  found  in  the  many  spectacular  caves  and 
archaeological  digs  on  Middle  Caicos  provide 
evidence  of  the  Lucayan  Indian  civilization  that 
lived  centuries  ago  on  the  largest  of  the  Turks  & 
Caicos  Islands.  A  handful  of  guesthouses  and  one 
small  resort  provide  some  guest  accommodations, 
but  the  largest  population  on  Middle  Caicos  today 
is  of  the  feathered  kind.  Flamingos,  osprey,  egrets, 
herons,  hummingbirds  and  other  species  con- 
gregate in  the  frigate  bird  colony  to  the  south  and 
across  the  island's  vast  protected  wetlands.  The 
fertile  island  produces  some  crops  for  local  use, 
including  aloe  vera,  guava,  tamarind,  sugar  apple 
and  corn,  showing  the  potential  for  agriculture.  A 
causeway  under  construction  will  link  thg  island  to 
North  Caicos  shortly. 
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natives  are  known  —  for  the  increas- 
ing importance  of  tourism.  Everyone 
who  applies  for  a  business  license 
must  study  customer  relations,  cul- 
ture, history  and  geography.  To  create 
a  four-year  degree  program  that 
attracts  international  students  as  well 
as  Belongers,  the  government  is  seek- 
ing partnerships  with  U.S.  universi- 
ties. Already  there  is  a  successful 
marine  research  center  run  by 
Boston  University's  School  for  Field 
Studies  on  South  Caicos. 

Work  will  begin  soon  on  expanding 
the  Providenciales  airport  runway 
and  upgrading  airport  facilities.  A 
state-of-the-art  hospital  is  being  built 
to  upgrade  the  level  of  medical  care 
available  to  residents  and  visitors 
who  want  a  relaxing  place  to  recover 
from  surgery. 

To  make  it  easier  for  investors  to 
explore  investments  from  agriculture 
to  tourism,  Turks  &  Caicos's  one- 
stop  shop,  TCInvest,  streamlines 
the  business  approval  process. 
TCInvest  also  can  help  investors 
find  local  partners  whose  expertise 
can  be  invaluable  and  who  often 
have  access  to  preferential  prices 
for  government  land. 

"The  Turks  &  Caicos  Islands  are  still 
relatively  unspoiled,  although  the 
islands  are  becoming  well  known," 
says  Conrad  Higgs,  TCInvest 's  chief 
executive  officer.  "You  should  take 
the  opportunity  now  because  it 
might  not  be  so  readily  available  in 
the  not-so-distant  future." 

Myriad  related  business  opportu- 
nities exist,  including  hydroponic 
agriculture  and  deep-sea  vessels  for 


red  snapper  and  tuna  fishing.  As 
tourism  increases,  it  will  become 
increasingly  important  for  Turks  & 
Caicos  to  produce  more  food.  In 
mariculture,  possibilities  include 
shrimp  farming  in  abandoned  salinas 
(salt  flats),  tropical  fish  breeding  and 
scale  fisheries.  Light  industries  like 
pharmaceuticals  and  jewelry  manu- 
facturing can  benefit  from  duty-free 
access  to  the  European  market 
under  Turks  &  Caicos's  status  as  a 
British  overseas  territory. 

State-of-the-art  communications 
and  close  proximity  to  the  U.S.  main- 
land make  Turks  &  Caicos  an  ideal 
location  for  mobile  professionals  like 
investors,  software  developers  and 
others  whose  work  is  not  tied  to  one 
place.  Doug  Parnell,  immediate  past 
president  of  the  Providenciales 
Chamber  of  Commerce,  noted  that 
professionals  who  work  in  multiple 
jurisdictions  are  entitled  to  Turks  & 
Caicos  non-working  Permanent 
Residence  Certificates. 

"It's  the  perfect  sweet  spot  on  the 
planet  for  multi-jurisdictional  prac- 
titioners," Parnell  says.  "When  you 
recognize  the  true  benefits  of  Turks 
&  Caicos  being  an  overseas  British 
territory,  which  uses  the  U.S.  dollar 
and  has  no  exchange  controls  and  no 
income  tax  or  capital  gains  tax,  you 
will  realize  that  it  is  a  wonderful 
climate  to  have  your  money  in."  ■ 


URKS 


lijtd  by  I'jatit 


Blue  Hills  Beach,  Providenciales 


CONTACTS 

TCInvest 

Turks  and  Caicos  Islands  Investment  Agency 
www.tcinvest.tc 

In  Grand  Turk: 

Hon.  L.  Headley  Durham  Building 
Church  Folly 

Tel:  1  (649)  946  2058  /  Fax:  1  (649)  946  1464 
E-mail:  tcinvest@tciway.tc 

In  Providenciales: 
Town  Center  Mall 
Downtown 

Tel:  1  (649)  941  8465  /  Fax:  1  (649)  941  8467 
E-mail:  tcinvestpls@tciway.tc 

Turks  &  Caicos  Islands  Tourism  Board 

www.turksandcaicostourism.com 

In  Providenciales: 
Diamond  Stubbs  Plaza 
Tel:  1  (649)  946  4970  /  Fax:  1  (649)  941  5494 

In  Grand  Turk: 
P.O.  Box  128,  Front  Street 
Turks  &  Caicos  Islands 
Tel:  1  (649)  946  2321  /  Fax:  1  (649)  946  273G 
E-mail:  tci.tourism@tciway.net 

In  Florida: 

The  Lincoln  Building 

Room  2817 

60  East  42nd  Street 

New  York,  NY  10165-0015 

Tel:  1  (646)  375  8830  /  Fax:  1  (646)  375  883£ 

Toll  free:  1  (800)  241  0824 

E-mail:  tcitrsm@bellsouth.net 
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Investment 
Guide 

■  NVESTING:  ART  OR  SCIENCE?  SINCE  IT  IS,  AFTER  ALL,  BASED  ON  NUMBERS,  SOME  TRY 
I  to  concoct  market-beating  formulas.  Robert  Colby  has  evolved  a  system  that,  while 
I  hardly  foolproof,  is  pretty  clever  (seep.  136).  Elsewhere  in  our  spring  Investment  Guide 
I  we  offer  the  wisdom  of  Yale  professor  Robert  Shiller  on  how  to  insulate  yourself  from 

oil-price  unpleasantness  (p.  144). 

Everybody  knows  you  need  fixed-income  securities  as  ballast  in  a  portfolio.  Page  138 

explores  the  ins  and  outs  of  bond  funds.  And  many  changes  are  buffeting  the  401(k),  the 

centerpiece  of  many  peoples  retirement  stashes;  see  how  to  deal  with  them  (p.  146). 

Stock  buybacks  are  all  the  rage.  When  and  why  do  the  shares  go  up?  See  page  157. 

Condo  fever  may  have  subsided,  but  there  are  still  cities  where  you  can  buy  good  units 

sporting  a  government  subsidy  (p.  168).  If  you  rent  out  residential  property,  maximize  your 

tax  savings  (p.  174). 
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STOCKS  &  BONDS 


Surfln'  ETFs 

Exchange-traded  funds  give  the  small  investors  an  opportunity  to  ride  the  waves  of  hot  money. 
But  then  you  have  to  stomach  the  costs  |  By  Daniel  Fisher 
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OST  INDIVIDUAL  INVEST- 
OR harbor  a  guilty  secret: 
They  know  they  should 
invest  in  sensible,  low-fee 
index  funds  but  can't  resist 
the  lure  of  money  managers  who  promise 
to  beat  the  market.  Like  sports  cars  and 
expensive  Bordeaux  wine,  go-go  mutual 
funds  are  barely  defensible  on  any  level,  yet 
investors  chase  after  them. 

Exchange-traded  funds  offer  a  way  out 
of  this  guilty  trap.  Yes,  since  they  can  be 
bought  and  sold  throughout  the  trading  day, 
unlike  traditional  mutual  funds,  investors  can 
get  carried  away  with  them.  And  ETFs  are 
among  the  favorite  tools  of  fast-trading  hedge 
funds,  which  can  dart  in  and  out  of  smaller 
overseas  markets  so  quickly  that  market 
makers  occasionally  have  trouble  adjusting 
share  prices  in  time. 

But  all  that  trading  means  ETFs  are 
among  the  most  liquid  issues  on  the  big 
exchanges.  The  ten  most  active  ETFs  trade 
some  350  million  shares  a  day  combined, 
compared  with  the  typical  daily  volume  of 
2  billion  shares  on  the  Nasdaq  exchange. 


The  Top  Ten  of  Momentum  Investing 

Colby's  plan:  Of  the  200  most-traded  ETFs,  find  the  10  with  the  most  relative  strength 
and  own  them.  If  they  fall  off  the  list,  out  they  go.  Today's  best  are  foreign. 


tive  strength,"  in  which  rising  shares  tend  to 
keep  rising  for  three  months  to  a  year  after 
they  start  their  run. 

This  isn't  a  cheap  strategy,  either  in  taxes 
or  trading  commissions.  Web  sites  tout  "ETF 
heat  maps"  that  suggest  how  to  shift  among 
funds  during  the  trading  day,  a  sure  loser  for 
most  people.  But  for  investors  who  find  buy- 
and-hoid  hopelessly  boring  and  index  funds 
too  plain  to  bear,  ETFs  offer  a  relatively  safe 
alternative  when  used  in  moderation.  Man- 
agement fees  for  most  of  the  bigger  ETFs 
range  from  0.7%  to  0.25%  of  assets,  versus 
1%  or  more  for  actively  managed  funds. 

"With  ETFs  the  individual  investor  has 
tools  and  techniques  that  were  solely  the 
province  of  sophisticated  investors  even  a 
year  ago,"  says  John  Bollinger  of  Bollinger 
Capital  Management,  whose  Bollinger  Bands 
are  a  popular  method  for  identifying  stocks 
that  have  moved  outside  their  normal  trad- 
ing pattern. 

Here's  one  sensible  approach:  Robert  W. 
Colby,  an  investment  consultant  and  author 
of  the  820-page  Encyclopedia  of  Technical 
Market  Indicators  (McGraw-Hill,  $47),  sug- 


FUND 

RECENT 
PRICE 

1-YEAR 
TOTAL 
RETURN 

AVERAGE 
EXPENSES 
PER  $100 

WEEKS  IN 
TOP  10 

MSCI  Australia 

$27.85 

31  %V, 

$0.59 

1 

MSCI  Brazil 

54.70 

20 

0.74 

7 

MSCI  Germany 

31.80 

31 

0.59 

6 

S&P  Latin  America  40 

197.12 

0.50 

7 

MSCI  Malaysia 

12.09 

h 

0.59 

18 

MSCI  Mexico 

58.31 

42 

0.59 

42 

MSCI  Netherlands 

31.09 

— *  . 

0.59 

3 

MSCI  Singapore 

13.49 

44  V 

0.59 

28 

MSCI  South  Africa 

136.00 

12 

0.74 

3 

MSCI  Sweden 

37.39 

34 

0.59 

10 

Prices  as  of  May  7.  Sources:  Tradingeducation.com;  Reuters  Fundamentals  via  FactSet  Research  Systems;  Bloomberg. 

And  ETFs  offer  an  excellent  window  into 


the  minute-by-minute  flows  of  money 
among  countries,  industry  groups  and  even 
investing  styles.  With  a  modest  investment 
in  time  and  data  collection,  investors  can  use 
ETFs  to  surf  those  waves  of  capital,  taking 
advantage  of  a  well-known  phenomenon  in 
the  markets  called  "momentum,"  or  "rela- 


gests  ranking  the  200  or  so  most-traded  ETFs 
on  relative  strength  and  buying  the  top  10, 
refreshing  frequently.  He  uses  a  simple  ratio 
consisting  of  the  stock's  current  price  divided 
by  the  price  six  months  ago.  That's  it. 

The  strategy  puts  investors  where  the 
money's  flowing — over  the  past  two  years, 
that's  been  mosdy  into  foreign  stocks— and 


tends  to  get  them  out  before  bubbles  com- 
pletely deflate.  Colby  admits  he's  following 
the  market,  not  leading  it,  but  that's  the  whole 
idea.  "Yeah,  you're  chasing  the  market,  but 
the  amazing  thing  is  it  works,"  says  Colby,  a 
reedy  fellow  who  speaks  with  frequent 
pauses,  as  if  considering  whether  to  waste 
his  breath  on  the  next  word. 

Colby  has  been  testing  his  stripped- 
down  ETF  strategy  since  mid- 2004,  updat- 
ing the  portfolio  weekly.  (He  posts  his  picks 
on  tradingeducation.com,  a  free  Web  site.) 
Over  the  two  years  ending  Dec.  3 1 , 2006  his 
portfolio,  consisting  of  the  top  10  ETFs  out 
of  more  than  200  ranked  each  week,  re- 
turned 18.2%  a  year  compared  with  8.24% 
for  the  Standard  and  Poor's  500-tracking  SPY 
ETF  and  16.6%  for  the  broader  Dow 
Jones/Wilshire  Global  Total  Market  Index. 

There  are  lots  of  ways  to  tweak  Colby's 
strategy,  such  as  dialing  back  on  trading  fre- 
quency and  restricting  the  list  to  North 
American  stocks  or  certain  industry  groups. 

Academic  studies  support  the  approach. 
In  an  influential  1993  paper  Narasimhan 
Jegadeesh,  now  a  professor  at  Emory  Uni- 
versity, showed  that  a  so-called  zero  cost 
strategy  of  buying  stocks  with  the  best  six- 
month  performance  and  shorting  stocks 
with  the  worst  six-month  performance 
returned  12%  a  year.  What's  more,  they  were 
no  riskier  by  measures  such  as  beta,  which 
shows  the  sensitivity  of  stocks  to  broader 
market  swings.  In  subsequent  research 
Jegadeesh  found  the  same  phenomenon 
with  industry  groups. 

"You  buy  the  winning  industry,  the 
momentum  tends  to  continue,"  Jegadeesh  says. 

Many  mutual  funds  use  relative  strength 
as  a  basic  component  of  their  screens,  and 
Value  Line  includes  it  in  their  secret  rank- 
ing system  for  stocks. 

Since  ETFs  consist  of  groups  of  stocks, 
they  naturally  cushion  the  volatility  that 
makes  momentum  investing  a  hazardous 
game  for  most  small  investors.  That  does- 
n't mean  they  can  overcome  other  problems, 
such  as  trading  commissions  and  disparities 
between  the  trading  price  of  an  ETF  and  its 
underlying  stocks. 

There's  plenty  of  evidence  that  stock 
prices  are  slow  to  react  to  news,  creating  the 
potential  for  making  money  from  momen- 
tum trading,  says  Tobias  Moskowitz,  a 
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Low-Stress  Investing 

Bonds  offer  modest  returns  but  also  promise  to  lower  your 
portfolio's  volatility.  Here's  how  to  buy  them. 

By  Matthew  Rand 


finance  professor  at  the  University  of 
Chicago  who  studies  market  anomalies. 
"Whether  investors  can  take  advantage  of 
that,  particularly  individual  investors,  is 
another  story." 

Stocks  in  thinly  traded  overseas  mar- 
kets can  rise  and  fall  so  rapidly  that  ETFs 
have  trouble  keeping  up.  For  example, 
China  ETFs  traded  at  discounts  as  wide  as 
9%  on  Feb.  27,  2007,  after  hedge  funds 
dumped  shares  on  fears  of  economic  slow- 
ing. "If  you  wanted  to  get  out  on  that  day, 
you  could  only  do  it  at  a  discount  to  net 
asset  value,"  says  Sonya  Morris,  an  analyst 
with  fund  tracker  Morningstar. 

Six-month  relative  strength  also  guaran- 
tees investors  will  miss  the  top  in  every  mar- 
ket. Colby's  formula  put  a  "buy"  recommen- 
dation on  the  Brazil  Index  in  April  2005  and 
kept  it  until  June  2, 2006,  for  a  77%  gain.  But 
investors  would  have  made  1 16%  by  selling 
the  fund  a  month  earlier,  before  it  plunged 
on  fears  of  slowing  global  demand  for 
Brazilian  exports. 

To  replicate  Colby's  results  you'd  have  to 
rebalance  the  portfolio  regularly,  so  that  con- 
sistent winners  like  the  Brazil  Index  don't 
grow  to  dominate  the  fund.  That  means 
more  trading  commissions,  which  at  $10  a 
trade  could  shave  $60  a  week  off  returns. 
And  then  come  taxes.  Since  virtually  all  the 
trades  in  Colby's  portfolio  would  generate 
short-term  gains  taxable  at  as  much  as  35%, 
that  could  trim  four  percentage  points  a  year 
or  more  off  performance. 
/  For  a  high-bracket  investor  Colby's 
strategy  last  year  delivered  8%  aftertax, 
compared  with  15.3%  for  an  investor  buy- 

jjf  ing  and  holding  the  American  Stock 
Exchange-traded  SPY  ETF,  which  tracks  the 
S&P  500  Index.  So  it's  best  to  play  with  this 

i  strategy  in  a  retirement  account,  if  possible. 

f  Or  buy  one  of  the  relative-strength  ETFs  that 
are  popping  up,  such  as  the  PowerShares 

J  DWA  Technical  Leaders  Portfolio,  which 
buys  the  top  100  U.S.  stocks  ranked  by  rela- 
tive strength.  It  has  a  high  0.6%  manage- 
ment fee  and  big  bets  on  highfliers  like 
Holly  Corp.  and  Titanium  Metals.  Needless 
to  say,  if  enough  people  pile  into  momen- 
tum investing,  it  will  cease  to  work.  Indeed, 
the  Value  Line  magic  was  much  more 
apparent  in  the  stock-ranking  system's  first 
two  decades  than  in  the  last  one.  F 


YOU  WON'T  GET  RICH  ON 
bond  funds.  But  your  nest 
egg  won't  yo-yo  around 
either.  The  annualized  return 
over  the  last  ten  years  of  the 
Vanguard  Total  Bond  Market  Index  fund 
is  6.1%.  Nothing  spectacular,  especially 
with  inflation  typically  eating  up  three 
percentage  points  of  that  return.  But  dur- 
ing the  past  decade  the  fund,  which  is  built 
from  the  Lehman  Aggregate  Bond  Index, 
never  lost  more  than  one  point  in  a  year. 

Compare  that  with  the  Standard  & 
Poor's  500.  That  benchmark  stock  index 
gained  8%  annually  over  the  past 
decade  but  lost  22%  in  2002.  If  youd 
been  hoping  to  pay  for  college  or  a  new 
house  in  late  2002,  that  22%  loss  would 
have  hurt.  For  the  extra  two  points  or  so 
that  stocks  returned  over  bonds  in  ten 
years,  investors  went  through  some  jar- 
ring ups  and  downs.  Volatility's  only  fun 
on  the  upside. 

Conventional  wisdom  is  to  increase 
your  percentage  of  bond  holdings  relative 
to  stocks  as  you  get  older.  A  retired  cou- 
ple won't  want  to  risk  that  22%  loss  hitting 
their  entire  net  worth,  whereas  a  recent 
graduate  has  time  to  ride  out  the  bumps 
to  get  that  extra  2%  over  the  long  run. 

But  even  younger  investors  can 
lower  their  portfolio  volatility  with  an 


allocation  to  bond  funds.  These  are  eas- 
ier to  buy  than  bonds  themselves.  Retail 
investors  pay  a  significant  price  markup 
for  individual  bonds,  often  1%  of  the 
purchase  price  if  you  are  buying  small 
quantities — as  you  should  if  you  are  buy- 
ing anything  but  safe  Treasury  bonds. 
Where  default  is  a  possibility,  diversifica- 
tion is  a  must. 

If  you  are  buying  U.S.  paper,  the 
cheapest  method  is  to  buy  new  issues 
directly  from  the  government  via  Trea- 
sury Direct.  What  you  are  doing  here  is 
submitting  a  noncompetitive  bid,  mean- 
ing that  you  get  a  market  average  price  at 
the  next  auction.  Or,  for  a  modest  fee 
($20  at  Fidelity  Investments),  you  can 
have  your  broker  handle  the  paperwork. 

Treasurys  won't  default,  but  they  are 
not  riskless.  The  danger  is  that  infla- 
tion— and  with  it,  interest  rates— may 
accelerate  after  you  buy.  Then  the  market 
value  of  your  bond  will  crash.  The  sensi- 
tivity of  a  bond  to  interest  rate  fluctua- 
tions is  measured  by  its  duration,  which 
is  akin  to,  but  not  exactly  the  same  as,  the 
number  of  years  until  maturity.  A  Trea- 
sury paying  4.5%  and  due  in  ten  years 
has  a  duration  of  eight  years,  which 
means  that  if  interest  rates  lurch  upward 
by  a  percentage  point,  the  bond's  value 
will  fall  (roughly)  by  7.9%.  A  Treasury 
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Why  mirror  the  benchmark 
when  you  can  mirror 
the  pros? 

Introducing  Enhanced  Index  Funds. 


Tap  into  a  strategy  professionals  have  used  for  years. 

se  new  funds  are  designed  to  combine  the 
ow-costs  and  risks  of  indexing  with  the  potential  for 
better-than-index  returns. 


Fidelity  Large 

Cap  Core  Enhanced  Index  Fund 

Fidelity  Large 

Cap  Growth  Enhanced  Index  Fund 

Russell  1000  Growth  Index 

Fidelity  Large 

Cap  Value  Enhanced  Index  Fund 

Russell  1000  Value  Index 

1 

1  800  FIDELITY  |  Fidelity.com/enhanced 


'efore  investing,  consider  the  funds'  investment  objectives,  risks,  charges,  and  expenses.  Contact  Fidelity  for 
prospectus  containing  this  information.  Read  it  carefully. 

ne  S&P  500®  index  is  an  unmanaged  index  of  the  common  stock  prices  of  500  widely  held  U.S.  common  stocks  selected  for  market  size, 
quidity  and  industry  group  representation. 

le  Russell  1000  Growth  Index  is  an  unmanaged  market  capitalization-weighted  index  of  those  stocks  of  the  1,000  largest  US  domiciled 
ompanies  that  exhibit  growth-oriented  characteristics. 

ne  Russell  1000  Value  Index  is  an  unmanaged  market  capitalization-weighted  index  of  those  stocks  of  the  1,000  largest  US  domiciled 
ompanies  that  exhibit  value-oriented  characteristics. 

tock  values  fluctuate  in  response  to  the  activities  of  individual  companies  and  general  market  and  economic  conditions,  domestically 
nd  abroad. 

idelity  Brokerage  Services,  Member  NYSE,  SIPC  454291.2 


STOCKS  &  BONDS 


INVESTMENT  GUIDE 


Treasurys  has  been  flat  at  5%.  Meanwhile, 
the  yield  on  ten-year  Treasurys  has 
dropped  from  5.1%  to  4.7%.  This  is- what 
Wall  Street  calls  an  inverted  yield  curve. 

Who  in  his  right  mind  would  prefer 
the  higher-risk  Treasury  with  the  crum- 
mier yield?  Someone  convinced  that 
interest  rates  will  fall.  If  you  could  be  sure 
that  this  will  happen,  youd  make  more 
money  with  a  long-duration  fund  than  a 
short-duration  one.  But  its  hard  to  be  so 
confident  that  inflation  will  not  come 
back.  Schwabs  Daifotis  recommends  that 
you  stay  at  the  short  end  of  the  maturity 
spectrum,  where  you  get  less  risk  and 
better  return.  Schwabs  ultrashort  Yield- 
Plus  fund  has  gone  from  $6  billion  under 
management  to  $12.8  billion  in  just  a 
year  and  a  half.  The  fund  charges  0.58%  a 
year  in  fees. 

Other  considerations:  How  good  is 
the  fund  manager,  and  how  much  return 
can  a  good  manager  add  or  a  bad  man- 
ager take  away?  The  higher  the  fund's 
credit  quality,  the  less  impact  a  fund  man- 


due  in  five  years  has  a  duration,  and  thus 
an  interest  rate  risk,  that  is  45%  lower. 

If  you  want  the  somewhat  higher 
yields  that  go  with  non-Treasury  bonds, 
you  need  to  think  about  both  duration 
and  a  second  peril,  which  is  the  risk  of 
default.  A  bond  from  a  large,  blue-chip 
company  like  General  Electric  will  get  the 
highest  rating,  AAA,  from  Moody's  or 
Standard  &  Poor's.  Spectrum  Brands, 
maker  of  Rayovac  batteries  and  Reming- 
ton shavers,  gets  a  CCC  rating  because 
credit  agencies  think  it's  got  a  high  chance 
of  defaulting  on  its  debt.  Junk  debt  pays 
out  a  higher  yield  than  safer  debt  in  order 
to  make  up  for  the  default  risk  its  holders 
take  on.  At  the  moment  the  yield  premi- 
ums on  junk  bonds  are  meager.  That  is, 
you  don't  get  particularly  well  compen- 
sated for  the  risk  of  losing  principal. 

Kimon  Daifotis,  head  of  fixed-income 
at  Charles  Schwab  Investment  Manage- 
ment, says  that  most  investors  should  stick 
with  investment-grade  bond  funds  (that 
is,  those  holding  bonds  rated  BBB  or 


Calming  Influence 

These  seven  bond  funds  will  help  keep  your  portfolio  on  a  more  even  keel  in  the  face  of  market  vicissitudes. 


the  manager  might  see  the  risk  as  not 
much  of  a  risk  at  all. 

Martin  Fridson,  who  writes  Leverage 
World  for  institutional  investors — he's  a 
CFA  and  also  used  to  run  high-yield  strat- 
egy for  Merrill  Lynch — says  that  dis- 
tressed debt,  which  is  the  lowest  of  the 
low  when  it  comes  to  credit  ratings,  will 
add  a  lot  to  performance  during  bull 
years  and  subtract  a  lot  during  bear  years. 
Being  overweighted  in  distressed  debt 
will  make  a  fund  manager  look  great  one 
year  and  horrible  the  next.  The  best  way, 
then,  to  gauge  performance  is  to  see  who 
beat  the  index  benchmark  in  both  bull 
and  bear  years. 

For  instance,  the  Merrill  Lynch  High 
Yield  Master  II  index  lost  1.9%  in  2002 
and  gained  28.2%  in  2003.  Two  high-yield 
funds  that  beat  the  benchmarks  impres- 
sively in  both  2002  and  2003  were  Pioneer 
Global  High  Yield  and  Fidelity  Capital  & 
Income.  Pioneer  charges  1.1%,  and 
Fidelity  charges  0.77%. 

Gregory  Hopper  runs  the  Julius  Baer 


FUND 

AVERAGE 
CREDIT 
QUALITY 

AVERAGE 
DURATION 

YIELD 

TOTAL  F 
LATEST 
12  MONTHS 

ETURN 

5-YEAR 
ANNUALIZED 

EXPENSES 
PER  $100 

Fidelity  Capital  &  Income 

B 

NA 

5.9% 

14.0% 

14.1% 

$0.77 

Fidelity  Short-Term  Bond  Fund 

AA 

1.6 

4.5 

5.2 

3.8 

0.45 

Julius  Baer  Global  High  Income  Bond-I 

B 

4.2 

6.6 

11.2 

NA 

0.75 

Pioneer  Global  High  Yield-A 

B 

4.2 

7.3 

13.6 

15.0 

1.10' 

Schwab  YieldPlus  Fund 

A 

0.7 

5.2 

5.7 

3.6 

0.58 

Vanguard  Short-Term  Bond  Index-lnv 

AA 

2.4 

4.5 

5.8 

3.5 

0.18 

Vanguard  Total  Bond  Market  Index-lnv 

AA 

4.5 

4.9 

7.3 

4.7 

0.20 

Performance  through  Apr.  30.  'Maximum  sales  charge  of  4.50%  NA:  Not  available  or  not  applicable.  Sources:  Upper;  Morningstar. 


above).  Besides  the  meager  yield,  there's 
another  problem  with  junk:  Its  returns  are 
too  closely  correlated  with  those  of  the 
stock  market.  So  adding  it  to  your  stock 
portfolio  doesn't  accomplish  quite  the 
same  reduction  in  volatility  that  you  were 
aiming  for  in  buying  bonds. 

Ordinarily,  long-duration  bonds  pay 
higher  coupons  dian  short-duration  bonds. 
That's  to  compensate  the  investor  for 
greater  risk;  there's  more  time  for  things  to 
go  wrong.  But  in  the  past  year  that  neat 
relationship  of  risk  to  reward  has  been 
stood  on  its  head.  The  }ield  on  six-month 


ager  can  have.  Yet  an  actively  managed 
fund  will  cost  more  in  fees  than  an 
indexed  fund.  Vanguard's  bond  index 
funds  charge  expenses  of  0.2%  or  less.  Pay 
more  for  an  active  bond  fund  only  if 
there's  persuasive  evidence  that  its  man- 
ager is  doing  better  than  other  funds  of 
similar  duration. 

At  the  nether  reaches  of  the  credit- 
quality  ladder  a  good  manager  can  make  a 
higher  expense  ratio  worthwhile.  A  good 
fund  manager  might  have  an  insight  into  a 
company's  ability  to  pay  off  debt.  The  rest 
of  the  market  may  have  written  it  off,  but 


Global  High  Income  fund,  which  didn't 
start  until  2003  but  has  a  three-year  annu- 
alized return  of  11%.  He  disagrees  with 
Daifotis'  dismissal  of  high-yield  and  points 
out  that  even  in  any  of  junk's  worst  years  it 
hasn't  lost  more  than  8%. 

He's  been  buying  not  just  risky  corpo- 
rates  but  also  government  paper  from 
Brazil  and  so-called  disaster  bonds,  which 
let  their  governmental  issuer  stop  making 
payments  if  an  earthquake  or  landslide 
occurs.  Hopper  says  that  the  small  portion 
of  his  portfolio  in  disaster  bonds  is  yield- 
ing 10%  for  him  right  now.  F 
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3,500  PILOTS 


350  FLIGHT  ATTENDANTS 


700  MAINTENANCE  PROFESSIONALS 


265  OWNER  SERVICES  REPRESENTATIVES 


70  SCHEDULERS 


8  METEOROLOGISTS 


120  AIRCRAFT  DISPATCHERS 


1,700  OTHER  PROFESSIONALS 


ONLY  NETJETS  HAS  OVER 
6,600  EXPERTS  DEDICATED  TO 
YOUR  SAFETY  AND  SERVICE 


iNLY  NETJETS:  MOST  EXPERIENCE  |  MARKET  LEADER  |  WORLD'S  LARGEST  FLEET  |  MOST  AIRCRAFT  TYPES  |  HIGHEST 
AFETY  STANDARDS  I  SUPERIOR  OWNERSHIP  EXPERIENCE  I  GLOBAL  OPERATIONS  I  A  BERKSHIRE  HATHAWAY  COMPANY 


ETJETS  FRACTIONAL  JET  OWNERSHIP  PROGRAMS       THE  MARQUIS  JET  CARD       EXECUTIVE  JET  MANAGEMENT 
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T.  Rowe  Price  Retirement  Funds: 

The  best  target 
funds  available.' 


Kipiinger's,  Fall  2006 


The  fufids'  investment  in  many  underlying  funds  means  that  they  will  be  exposed  to  the  risks  of  different  areas  of  the  market. 
There  are  many  considerations  when  planning  for  retirement.  Your  retirement  needs,  expenses,  sources  of  income, 
and  available-assets  are  some  important  factors  for  you  to  consider  in  addition  to  the  Retirement  Funds.  Before  investing 
in  one  of  these  ftinds.  also  be  sure  to  weigh  your  objectives,  time  horizon,  and  risk  tolerance.  The  funds  assume  a 
retirement  a?eof;65. 


Just  choose  the  year  closest  to  your  expected  retirement  date: 


Retirement  2010  Fund  (TRRAX)  ★★★★★ 
Retirement 201 5  Fund  (TRRGX)  ★★★★ 
Retirement  2020  Fund  (TRRBX)  ★★★★★ 
Retirement 2025  Fund  (TRRHX)  ★*★★★ 
Retirement  2030  Fund  (TRRCX)  ***★★ 

Retirement  2035  Fund  (TRRJX)     ★  ★  ★  ★  ★ 
Retirement  2040  Fund  (TRRDX)  ★★★★★ 
Retirement  2045  Fund  (TRRKX)    Not  Yet  Rated 
Retirement  2050  Fund  (TRRMX)  Not  Yet  Rated 
Retirement  2055  Fund  (TRRNX)  Not  Yet  Rated 

Past  performance  cannot  guarantee  future  results.  The  Overall  Morningstar  Rating'"  is  derived  1 
from  a  weighted  average  of  the  performance  figures  associated  with  a  fund's  3-,  5-.  and  10-year  1 
(if  applicable)  Morningstar  Rating™  metrics.  The  Retirement  2010  Fund  was  rated  among  89  1 
and  89  target-date  2000-2014  funds;  the  Retirement  2015,  2020,  and  2025  Funds  were  rated  | 
among  54  and  54  target-date  2015-2029  funds;  and  the  Retirement  2030,  2035,  and  2040  I 
Funds  were  rated  among  88  and  88  target-date  2030+  funds  for  the  overall  rating  and  the  3-year 
period  ended  3/31/07,  respectively.  Ratings  are  based  on  risk-adjusted  performance.  Request  a  j 
prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other  information 
that  you  should  read  and  consider  carefully  before  investing. 

Kiplinger's  magazine  said  T.  Rowe  Price  has  "the  best  target  funds  available"  because  of  their  high  allocation  to 
stocks,  low  expenses,  and  three-year  performance  record  (based  on  the  funds'  limited  performance  history  in 
a  bull  market  cycle).  When  you  dig  deeper  into  your  investment  options,  it's  easy  to  understand  why  more 
and  more  investors  are  choosing  T.  Rowe  Price. 

T.  Rowe  Price  Retirement  Funds  make  investing  simple — just  choose  the  one  closest  to  your  retirement  date. 
Each  Retirement  Fund  invests  in  a  mix  of  up  to  15  T.  Rowe  Price  mutual  funds,  and  we  adjust  that  mix  over 
time,  initially  focusing  on  growth,  and  then  stability  as  your  retirement  date  approaches. 

Call  our  Investment  Guidance  Specialists  today,  and  put  our  no-load  Retirement  Funds  to  work  for  your 
retirement  savings,  401  (k)  rollover,  or  IRA. 


troweprice.com/start 


1.877.872.5491 


T.Rowefirice 


INVEST  WITH  CONFIDENCE 

'For  funds  with  at  least  a  3-year  history,  a  Morningstar  Rating'"  is  based  on  a  risk-adjusted  return  measure  (including  the  effects  of  sales  charges,  loads,  and  redemption  fees) 
with  emphasis  on  downward  variations  and  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  4  stars,  the  next  35%  3  stars,  the  next 
22.5%  2  stars,  and  the  bottom  10%  1  star.  Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately.  Morningstar  Rating""  is  for  the  retail  share 
class  only;  other  classes  may  have  different  performance  characteristics.  The  Retirement  2010, 2020, 2025, 2030, 2035,  and  2040  Funds  received  5  stare  and  the  Retirement  2015 
Fund  received  4  stars  for  the  3-year  period. 

C2007  Morningstar,  Inc.  All  Rights  Reserved.  The  information  contained  herein:  (1)  is  proprietary  to  Morningstar  and/or  its  content  providers;  (2)  may  not  be  copied  or  distributed; 
and  (3)  is  not  warranted  to  be  accurate,  complete,  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising  from  any  use 
of  this  information. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor  MRET075268 


STOCKS  &  BONDS 


,  Jil  GUIDE 


A  Shield  Against 
The  Next  Oil  Shock 

Depending  on  where  you  work  and  where  you  live,  crude's  price  trends  can  hurt  or  help  you. 
Forget  energy  stocks.  There's  a  better  way  to  play  this. 

By  Robert  J.  Shiller 


IL  PRICES  ARE  SOMEWHAT 
down  from  their  recent  peaks, 
and  oil  price  volatility  is  off  the 
high  levels  of  the  last  half- 
dozen  years.  So  we  may  have 


a  breather  to  think  about  how  oil  should  fig- 
ure into  our  investing  regimens.  But  there's 
no  telling  what  will  happen  next — the  prices 
may  climb  or  sink. 

The  long-run  situation  seems  risky, 
because  the  world  is  running  through  its  eas- 
ily discovered  reserves.  At  current  usage  rates 
we  will  exhaust  the  proved  reserves  in  a  few 
decades.  Meanwhile,  oil  consumption  stands 
to  increase  with  the  rapid  demand  growth 
from  the  developing  world,  driving  prices  up 
a  lot.  Political  turmoil  is  another  factor  that 
can  push  up  prices. 

On  the  other  hand  you  can  make  a  case 
that  oil  demand  might  decline  sharply  New 
technology,  avidly  sought  today,  could  well 
spur  any  number  of  alternative  energy 
sources:  oil  sands,  oil  shak  natural  gas  con- 


verted to  liquid,  coal  converted  to  liquid,  etc. 

Another  argument  for  an  oil  price  decline 
revolves  around  an  unwinding  of  speculation. 
The  price  surge  in  oil  (along  with  other 
commodities)  since  the  late  1990s  has  the 
look  and  feel  of  a  speculative  bubble.  The 
price  of  oil  climbed  sixfold  between  1998  and 
2006.  No  spurt  in  economic  indicators 
seemed  to  justify  such  an  increase.  World  eco- 
nomic output,  as  computed  by  the  Interna- 
tional Monetary  Fund,  rose  only  70%. 

The  oil  markets  recent  frothiness  is 
eerily  reminiscent  of  the  irrational  exuber- 
ance in  the  late- 1990s  stock  market.  The 
excited  feeling  that  we  are  in  a  new  era,  which 
will  drive  oil  prices  perpetually  higher, 
sounds  a  lot  like  the  talk  surrounding  tech 
stocks  seven  years  ago.  Also,  remember  how 
sharply  oil  prices  dropped  in  the  1980s. 

What  should  investors  do  to  prepare  for 
a  possible  new  oil  spiral,  either  up  or  down? 

A  fundamental  risk-management  prin- 
ciple should  be  that  if  there  is  a  risk  of  an 


increase  in  the  price  of  something  you  need, 
get  it  into  your  portfolio. 

People  already  instinctively  know  this  in- 
vestment principle.  They  routinely  buy 
homes  as,  in  effect,  a  hedge  against  increases 
in  rents  or  home  prices.  Once  you  own  your 
own  home,  you  need  not  worry  about  those 
increases  until  it  is  time  to  sell,  years  hence. 

Think  of  putting  oil  into  your  portfolio 
as  the  equivalent  of  buying  a  lifetime  supply 
of  it.  If  oil  prices  go  up,  so  does  the  value  of 
your  oil  portfolio.  The  oil  in  the  portfolio  can 
also  hedge  against  the  other  economic  effects 
of  oil  price  shocks. 

Let's  say  you  work  in  the  U.S.  auto  indus- 
try, which  for  years  has  banked  on  large,  fuel- 
hungry  SUVs  and  light  trucks.  Higher  oil 
prices  have  hurt  the  industry  substantially. 
Painfully  high  numbers  of  autoworkers, 
engineers  and  executives  are  out  of  work. 
Home  prices  are  falling  in  Michigan  and 
other  auto-producing  states.  If  auto  industry 
people  want  to  move  elsewhere  for  better 
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There's  only  one  thing  you  really  need  in  order 
to  offer  employee  health  care  coverage. 

An  employee. 

Offering  health  care  coverage  to  your  employees  is  a  big  step  for  any  small  business. 

But  with  help  from  Blue  Cross,  it's  a  step  your  business  can  take.  We  have  such  a  wide 
choice  of  plans,  there's  sure  to  be  one  that's  right  for  your  company.  Our  BeneFits  portfolio 

has  a  range  of  affordable  and  manageable  plans  that  are  easy  to  join  and  contribute  to. 
Or  if  you  want  to  offer  more  choice,  EmployeeElect  has  a  wide  array  of  flexible  plans  your  staff 
can  pick  and  choose  from.  To  find  out  more,  just  call  your  broker  or  visit  us  at  bluecrossca.com. 


Jf-liii 


Public  lands  make  up  over  one-third  of  this  great  country,  and  they 
belong  to  each  of  us.  From  sidewalks  outside  our  doors  to  beaches  to 
distant  mountain  streams,  we  share  it  all.  And  together,  we  can  protect 
it.  Whether  you'd  like  to  organize  a  cleanup,  be  a  campground  host, 
or  do  something  else,  there's  a  way  you  can  help.  To  find  out  more  "N^M  ERICA 

about  t!  s  volunteer  opportunities  available,  visit  www.TakePride.gov.    It's  your  land,  lend  a  hand. 


Work  alongside  the  country's  most  educated  workforce 
and  there's  never  a  shortage  of  answers. 

Fairfax  County,  Virginia,  has  a  workforce  with  three  times  the  national  average  of  graduate 
and  professional  degrees.  and  4,900  technology  firms  to  employ  them.  when  your 
colleagues  are  this  impressive,  you'll  be  surrounded  by  answers.  to  see  how  your  company 
can  benefit  from  a  move  to  fairfax  county,  visit  e-cou  ntry.org  or  call  us  at  703-79o-060o. 

Fairfax  County.  The  power  of  ideas. 


"Our  Surcharges  (incl.  Fed.  Univ.  Sue.  of  11.7%  of  inter-  if|  telecom  charges  (varies  quarterly).  40  Regulatory «  70«  Administrative/line/mo.  &  others  by  area)  are  not  taxes  (details:  1  888  684 

1888):  gov  t  taxes  §  our  surcharges  could  add  4%-34c  Activation  fee/line:  Up  to  $35. 

IMPORTANT  CONSUMER  INFORMATION:  Subject  to  Ni  i,  ijor  Account  Agmt.,  Customer  Agmt.,  Calling  Plan  &  credit  approval.  Up  to  $1 75  termination  fee  per  line.  Cannot  combine 

with  other  offers.  Coverage  8,  offers  not  available  in     Typical  download  speeds  of  400-700  kbps.  Speed  claim  based  on  our  network  tests  with  5  MB  FTP  data  files  without 

compression;  actual  throughput  speed  varies.  Brog  '    ss  available  in  242  metro  areas  covering  202  million  people.  If  more  than  5  GB/line/month,  we  presume  use  is  for 

nonpermitted  uses  and  will  terminate  service;  sei  v  details.  Coverage  maps  at  verizonwireless.com.  America's  most  reliable  wireless  network  claim  based  on  fewest 

aggregate  blocked  and  dropped  connections;  see  v  ; iss.com/bestnetwork  for  details.  Limited-time  offer.  Shipping  charges  may  apply,  c  2007  Verizon  Wireless 


opportunities,  their  shrunken  home  values 
won't  help.  They  would  be  better  off  had  they 
hedged  against  higher  oil  prices  years  ago. 

Financial  planners  tend  to  read  from  a 
standard  book  presuming  that  all  investors 
are  the  same  and  that  a  fully  diversified  port- 
folio of  stocks  and  bonds  is  right  for  every- 
one. But  this  one-size-fits-all  portfolio  does 
not  agree  with  financial  theory,  which  holds 
that  each  investor  should  take  into  account 
his  or  her  individual  economic  situation. 

Economists  Steven  J.  Davis  and  John 
Haltiwanger  have  found  that  oil  price  shocks 
account  for  20%  to  25%  of  the  cyclical  vari  - 
ability in  employment  growth — twice  as 
much  as  for  monetary  shocks — and  they  doc- 
umented who  feels  the  shocks  the  most. 
Workers  in  apparel,  rubber,  plastics,  furni- 
ture, primary  metals  and  transportation 
equipment  are  especially  hard  hit  by  oil  price 
increases.  Employees  in  food  manufacturing, 
technology  and  printing/publishing  are  rel- 
atively invulnerable  to  them.  Employees  in 
large  plants  find  their  jobs  more  at  risk  than 
do  employees  at  small  ones. 

Clearly,  the  more  vulnerable  people 
should  take  the  heaviest  long  position  in  oil. 
And  the  relatively  invulnerable  can  take 
weaker  positions.  Those  living  in  oil-rich 
regions  such  as  Texas,  Alaska  or  Alberta,  or 
whose  jobs  are  in  oil  or  oil  services,  should 
take  short  positions  in  oil. 

What  if  you  are  a  mere  consumer  of  en- 
ergy— that  is,  neither  your  job  nor  the  value 
of  your  home  is  particularly  sensitive  to  the 
price  of  oil?  Lets  say  you  spend  $2,000  a  year 
on  gasoline  for  your  car  and  $1,500  on  heat- 
ing oil  for  your  house.  At  present  prices  you 
will  spend  $70,000  over  the  next  20  years  on 
fossil  fuels.  You  could  largely  immunize  your- 
self against  that  exposure  by  buying  a  con- 
tract to  receive  1,000  barrels  of  oil  spread  out 
over  the  next  20  years.  To  be  sure,  there  are 
also  a  lot  of  other  ways  that  energy  prices  af- 
fect your  livelihood,  but  the  contract  would 
at  least  take  the  sting  out  of  your  two  most 
visible  energy  bills. 

Unfortunately,  such  a  contract  has  not 
been  available  to  the  general  investing  public. 
I  once  wrote  a  book,  Macro  Markets  (Oxford 
University  Press,  1993),  about  the  importance 
of  incorporating  macro  risks,  such  as  oil,  into 
investment  portfolios.  I  argued  there  that  we 
need  a  lot  of  financial  product  innovation  to 


make  such  risk  management  possible.  True, 
oil  futures  and  options  have  been  around 
since  the  1980s,  but  most  people  will  find 
those  difficult  to  trade  in:  You  would  need 
to  roll  the  contracts  regularly,  and  that 
process  is  complex  and  can  sometimes  lose 
you  money. 

Alternatively,  you  can  buy  oil  company 
stocks,  or  short  them.  The  trouble  is  that 
prices  of  oil  stocks  do  not  correlate  very  well 
with  the  price  of  oil.  For  example,  when  oil 
prices  fell  sharply  in  the  mid-1980s,  oil  stocks 
hardly  moved.  There  are  a  lot  of  reasons  this 
can  happen:  For  instance,  the  big  oil  com- 
panies make  money  from  refining  and  dis- 
tributing as  well  as  producing,  and  the  in- 
vestors in  these  stocks  tend  to  push  their  price 
around  in  correlation  with  the  aggregate  stock 
market.  From  the  mid-1980s  to  the  mid- 
1990s  not  much  happened  to  oil  prices,  and 
yet  oil  stocks  tripled. 

Lately,  though,  several  oil-related  ex- 
change-traded trusts  have  been  formed. 
They  have  slighdy  different  approaches.  The 
United  States  Oil  Fund,  created  in  early  2006, 


tracks  an  investment  that  rolls  over  short-term 
oil  futures.  Two  others  have  exposure  to  oil 
futures:  iPath  Goldman  Sachs  Crude  Oil  Total 
Return  Index  Exchange  Traded  Note  and 
PowerShares  Deutsche  Bank  Oil  Fund. 

The  futures  market  expects  oil  prices  to 
keep  rising,  causing  a  condition  called  "con- 
tango." The  impact  on  your  futures  holdings 
is  that  your  asset  values  tend  to  erode  as  the 
futures  contract  you  hold  gets  closer  to  the 
current  date.  The  above-mentioned  funds  are 
tied  to  futures  contracts  and  therefore  suffer 
from  this  eroding  effect.  So  all  these  prod- 
ucts have  been  losing  1%  to  2%  per  month, 
along  with  rolling  futures. 

The  United  States  Oil  and  iPath  products, 
the  only  ones  around  since  last  summer,  are 
down  from  then  because  of  the  contango  and 
because  crude  prices  today  are  lower  dian  in 
mid-2006.  You  can  either  buy  these  instru- 
ments or,  if  you  want  to  reduce  your  expo- 
sure to  crude,  short  them.  Their  expenses  run 
between  0.5%  and  0.75%  of  assets  annually 


I  have  a  horse  in  this  race.  The  company 
that  I  cofounded,  MacroMarkets  LLC,  last  No- 
vember created  a  pair  of  exchange-traded 
products  called  Claymore  Macroshares.  One 
is  bullish  (ticker  UCR  for  "up  crude")  and  the 
other  bearish  (ticker  DCR  for  "down  crude"). 
Buying  UCR  is  like  buying  a  supply  of  crude 
oil.  Buying  DCR  like  shorting  crude  oil  but 
without  the  nuisances  (such  as  margin  calls 
and  tax  issues).  As  youd  expect,  UCR  is  ahead 
of  its  start  point,  while  DCR  has  slipped. 

UCR  and  DCR  have  higher  expenses — 
1 .6%  of  assets  annually — but  investors  receive 
1099  forms  instead  of  K-  Is  and  receive  long- 
term  capital  gains  treatment  if  held  long  term 
and  quarterly  income  distributions  on  both 
UCR  and  DCR.  One  should  view  any  invest- 
ment in  a  total  return  context.  This  includes 
the  consideration  of  price  performance, 
income  and  the  expense  ratio  all  in 
combination.  UCR  and  DCR  pay  regular  dis- 
tributions of  income,  and  the  net  asset  value 
tracks  the  price  of  oil.  The  Claymore 
Macroshares  also  don't  erode  capital. 

These  instruments  allow  for  investors  to 


hedge  their  oil  exposure  as  easily  as  buying 
a  stock  Lets  go  back  to  the  earlier  example. 
If  the  individual  had  bought  a  security  that 
increased  in  price  when  oil  prices  went  up, 
their  costs  to  fill  their  car  and  heat  their  homes 
would  have  gone  up,  but  they  also  would  have 
made  money  on  their  investment.  For  those 
whose  jobs  and  livelihoods  depend  on  oil 
prices  remaining  high,  an  investment  that  in- 
creases in  value  by  either  selling  short  the 
above-mentioned  products  or  buying  DCR 
would  offset  the  economic  pain. 

Some  say  investments  in  commodities 
such  as  oil  are  scary.  It  is  all  a  matter  of  hedg- 
ing risks,  a  lesson  taught  in  Finance  101.  F 

Robert  J.  Shiller,  professor  of  economics 
and  finance  at  Yale  University,  is  author  of 
Irrational  Exuberance  (2nd  edition, 
Princeton  University  Press,  2005)  and 
The  New  Financial  Order  (Princeton 
University  Press,  2003).  He  also  is  chief 
economist  at  MacroMarkets  LLC. 


YOU  CAN  HEDGE  AGAINST  HIGHER  OIL 
PRICES  BY  USING  A  NEW  SET  OF  OIL  ETFs. 
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INVESTMENT  GUIDE 


RETIREMENT 


The  New  401  (k) 

A  User's  Guide 

Six  changes  that  could  be  coming  to  your  retirement 
savings  account.  Get  ready. 

By  David  Armstrong 


EVEN  IF  YOU'VE  HAD  THE  SAME 
401(k)  plan  for  years  and  are  con- 
tent with  your  current  investment 
choices,  pay  attention:  You  may  well 
have  new  decisions  to  make  about 
how  you  pilot  your  tax-deferred,  employer- 
sponsored  retirement  account.  In  response 
to  Congress'  rewrite  of  federal  pension  law 
last  summer  and  other  new  federal  edicts, 
employers  are  revamping  their  plans,  adding 
new  choices  and  eliminating  others. 

And  while  you're  reviewing  your  plan, 
scrutinize  the  fees  you're  being  charged. 
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fou've  taken  control  of  your  trading 


Mow  take  command. 
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Complain  if  they  seem  out  of  line.  With 
both  politicians  and  class  action  lawyers 
attacking  high  (and  hidden)  401(k)  fees, 
you're  more  likely  to  get  results  than  in 
the  past. 

The  Roth  Option 

After  Congress  made  permanent  the  Roth 
40  l(k)— first  allowed  in  January  2006  on 
a  temporary  basis— employers  started  get- 
ting on  board.  A  Profit  Sharing/401(k) 
Council  of  America  survey  early  this  year 
found  22%  of  companies  (up  from  7%  in 
early  2006)  offering  a  Roth  K  and  another 
48%  planning  to  or  considering  it. 

A  Roth  K  works  much  like  a  Roth  indi- 
vidual retirement  account:  You  put  already 
taxed  money  in  and  (after  five  years)  all 
withdrawals  in  retirement  are  tax  free. 
By  contrast,  in  a  traditional  deductible 
401(k)  or  IRA,  pretax  money  goes  in  and 
all  withdrawals  are  taxed  as  ordinary 
income.  Whether  the  money  is  going  into 
a  traditional  401  (k)  or  a  nondeductible 
Roth  or  a  blend,  the  most  you  can  put  in 
this  year  is  $15,500  ($20,500  if  you  were 
born  before  1958). 

Two  types  of  employees  are  likely  to 
benefit  from  using  the  nondeductible 
option:  young  workers  who  expect  their 
income  tax  rates  to  rise  and  high-income 
workers  who  have  so  much  loose  cash  that 
they  can  shrug  off  the  loss  of  the  tax 
deduction.  If  you  can  afford  one,  a  Roth 
beats  a  deductible  account. 

Suppose  you  are  now  and  always  will 
be  in  a  40%  tax  bracket  (state  and  fed- 
eral). And  suppose  you  can  double  your 
money  between  now  and  when  it's  time 
to  spend  it.  Put  $20,000  into  a  Roth  now 
and  it  becomes  $40,000  of  spending 
money  at  retirement.  Alternatively,  you 
could  put  the  $20,000  into  a  deductible 
account  and  generate  $8,000  in  tax  sav- 
ings for  investment  outside  the  account. 
Come  retirement,  this  strategy  gets  you 
$24,000  of  aftertax  money  from  the 
401(k)  and  something  less  than  $16,000 
from  the  side  account.  Less,  because  this 
side  account  is  not  protected  from  taxes 
along  the  way.  So  the  deductible  strat- 
egy leaves  you  with  something  less  than 
$40,000  of  spending  money  during 
retirement. 


Another  Roth  K  advantage  for  the  well 
heeled:  When  you  leave  your  job,  you  can 
roll  the  money  into  a  Roth  IRA,  which  isn't 
subject  to  the  same  minimum  withdrawal 
requirements,  beginning  at  age  70  V2,  as  a 
regular  IRA.  That  allows  you  and  your 
heirs  to  stretch  out  tax-free  growth,  poten- 
tially for  decades. 

If  your  tax  rate  is  likely  to  fall  in 
retirement  (say,  because  your  income 
will  drop  or  you're  moving  from  highly 
taxed  New  York  City  to  Florida,  which 
has  no  state  income  tax),  stick  with  a 
deductible  401(k).  Unsure  of  the  future? 
Hedge  your  bets  by  splitting  your  con- 
tributions between  a  Roth  K  and  a  tradi- 
tional account.  (Note:  your  employer's 
contributions  can't  go  in  the  Roth 
anyway.) 

No  Parachute 

Most  workers  no  longer  have  a 
traditional  pension  to  save  them  if 
their  401  (k)s  crash. 
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'Percentage  of  all  workers  participating  in 
retirement  plans.  Source:  Employee  Benefit 
Research  Institute. 

Autopilot  1:  The  Escalator 

To  promote  savings,  the  new  pension 
law  encourages  firms  to  automatically 
enroll  new  employees  in  401  (k)  plans, 
forcing  them  to  make  the  effort  to  opt 
out  if  they  don't  want  to  contribute.  A 
Hewitt  Associates  survey  found  58%  of 
large  companies  plan  to  use  automatic 
enrollment  by  the  end  of  2007,  up  from 
24%  at  the  end  of  2005.  At  some,  there 


will  be  escalators  that  jack  up  contribu- 
tions over  time  unless  you  voice 
objections.  Unless  you're  really  strapped, 
put  up  with  all  this  paternalism.  Saving 
money  is  good  for  you. 

Autopilot  2:  Life-Cycle  Funds 
The  government  is  involving  itself  not  just 
in  workers'  spending  decisions  but  in  their 
asset  allocation,  too.  Under  proposed 
Department  of  Labor  rules,  employers  will 
be  encouraged  to  make  something  other 
than  money-market  accounts  the  default 
investment  option  for  savers  who  are  too 
lazy  to  specify  a  choice.  The  favored  alter- 
natives: balanced  funds  (more  or  less 
fixed-percentage  blends  of  stocks  and 
bonds),  life-cycle  funds  (which  shift  from 
stocks  into  bonds  as  the  saver  ages)  and 
managed  accounts  (custom  blends  created 
by  computers). 

Yes,  there's  a  lot  of  inertia  in  invest- 
ment allocations.  A  recent  Wharton 
School  Pension  Research  Council  study  of 
1.2  million  participants  in  1,500  plans 
found  that  over  two  years  80%  made  no 
trades  and  another  11%  just  a  single  trade. 
So  even  if  they  started  with  a  well-thought- 
out  asset  allocation,  they  allowed  the  mar- 
ket to  skew  it.  The  result:  Account  holders 
who  "passively"  rebalanced  their  accounts 
by  investing  in  either  balanced  or  life-cycle 
funds  earned  0.84  percentage  points  more 
a  year  on  their  investments  (on  a  risk- 
adjusted  basis)  than  their  inert  brethren. 

If  you  want  to  stay  60%  in  stocks  and 
40%  in  fixed-income  investments,  the 
right  balanced  fund  can  keep  you  there.  If 
you  want  to  shift  into  more  bonds  as  you 
age,  consider  a  life-cycle  fund.  The  latter 
is  getting  very  popular,  but  watch  out  for 
the  fees,  says  Joseph  Nagengast  of  Turn- 
stone Advisory  Group. 

Another  problem:  Life-cycle  funds 
treat  everyone  of  the  same  age  the  same. 
But  a  55-year-old  midlevel  worker  five 
years  from  retirement  should  probably 
invest  more  conservatively  than  a  55- 
year-old  executive  planning  on  working 
1 5  more  years.  If  you're  55  and  plan  to  toil 
until  70,  pick  a  fund  designed  for  45-year- 
olds.  (Make  sure  your  plan  doesn't  auto- 
matically move  you  into  the  "proper" 
retirement  age  fund.) 
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WORKERS  AT  SMALL  COMPANIES  ARE 
MORE  LIKELY  TO  PAY  HIGH  401(K)  FEES. 


Autopilot  3:  Managed  Accounts 

While  many  more  companies  are 
making  life-cycle  funds  their  default, 
managed  accounts  are  also  a  fast-grow- 
ing—and intriguing— option.  As  of  the 
end  of  April  Financial  Engines,  the  lead- 
ing provider  of  this  service,  had  signed 
up  174  employers  with  $170  billion  in 
assets.  Your  company  could  be  one  of 
them;  only  half  of  those  signed  up  had 
rolled  the  service  out  yet. 

Cofounded  by  modern  portfolio 
theory  guru  William  Sharpe,  Financial 
Engines  charges  0.15%  to  0.6%  of  assets 
a  year,  on  top  of  normal  mutual  fund 
expenses,  which  vary,  depending  on 
what's  offered  in  your  plan.  For  its  cut, 
Financial  Engines  picks  your  funds  and 
rebalances  your  holdings  quarterly,  if 
needed. 

While  the  allocation  is  heavily 
influenced  by  your  age,  there's  more 
customization  than  in  a  life-cycle  fund. 
The  service  will  diversify  your  portfo- 
lio away  from  the  industry  you  work  in, 
particularly  if  you  hold  company  stock, 
and  will  take  into  account  how  much 
you  save,  your  holdings  outside  the  plan 
and  even  your  spouse's  holdings.  "Not 
all  50-year-olds  should  be  treated  the 
same,"  says  Chief  Investment  Officer 
Christopher  Jones. 

Some  other  managed  accounts 
services  reallocate  your  portfolio  more 
aggressively,  based  on  changing  market 
conditions.  You'll  be  charged  more  for 
this  market-timing  approach— upward 
of  1.5%  of  assets— on  top  of  fund  fees.  A 
bad  idea. 

Shrinking  Choices 
As  of  June  General  Motors  is  reducing 
from  73  to  39  the  number  of  funds 
offered  in  its  salaried  workers'  401(k)— a 
move  that  should  cut  both  company  and 
participants'  costs.  Watson  Wyatt  pension 
consultant  Robyn  Credico  reports  that  six 
of  her  largest  corporate  clients  are  reduc- 
ing their  offerings.  GM  and  other  spon- 
sors are  reacting  to  research  showing  that 
more  fund  choice  doesn't  lead  to  better 
asset  allocation  by  average  participants 
and  may  even  par  hem.  Bounty  is 
wasted  on  the  ignorant. 


What  about  those  who  know  what 
they're  doing  or  use  professional  advisers? 
Then  a  smaller  smorgasbord  is  not  a  good 
development,  argues  financial  planner 
David  Kudla  of  Mainstay  Capital  in  Grand 
Blanc,  Mich.,  who  has  GM  clients. 

It  you  don't  like  your  401(k)'s  new, 
pared-down  menu,  lobby  for  a  brokerage 
window.  For  a  fee  of  $80  or  so  a  year  (plus 
transaction  costs),  this  service  will  allow 
you  to  buy  any  stock  or  fund  you  like. 
Some  mutual  funds  even  waive  their  loads 
if  you  invest  through  a  window.  Currently 
only  about  8%  of  plans  offer  this  escape 
hatch,  says  Hewitt  Director  of  Retirement 
Research  Pamela  Hess.  The  companies  say 
they  don't  see  a  demand;  just  1%  of  work- 
ers offered  a  window  use  it. 

Find  Those  Fees 
Most  employees  (and  some  employers, 
particularly  smaller  ones)  have  no  idea 
how  much  fees,  both  obvious  and  hid- 
den, are  eating  into  their  retirement  sav- 
ings. Expenses  are,  on  average,  lower  at 
big  companies. 

According  to  a  study  by  HR  Invest- 
ment Consultants,  fees  consume  an  aver- 
age of  1.59%  of  assets  per  year  in  plans 
with  25  participants  and  1.07%  of  assets 
in  plans  with  5,000  participants.  But 
costs  vary  widely.  When  HR  examined 
plans  with  100  participants  and  $5  mil- 
lion in  assets,  it  found  annual  investment 
fees  for  fixed-income  funds  ranged  from 
0.2%  of  assets  to  2.24%,  for  large-cap 
U.S.  equity  from  0.37%  to  2.48%,  for 
international  equity  from  0.48%  to 
2.95%.  Overall  costs  can  run  even 
higher,  if  extra  administrative  fees  are 
imposed. 

Here's  how  to  evaluate  your  plan.  First 
look  at  the  administrative  charges,  which 
should  be  modest.  Are  you  charged  for  an 
annual  account  maintenance  fee?  For  pur- 
chases? For  fund  sales?  Many  employers 
absorb  all  administrative  costs— or  think 
they  do.  One  trick  is  for  a  plan  adminis- 
trator to  woo  sponsors  with  lower  admin- 


istrative fees,  then  charge  slightly  higher 
expenses  for  the  funds,  says  David  Camp- 
bell of  financial  planning  firm  Bingham, 
Osborn  &  Scarborough.  "There's  a  migra- 
tion away  from  companies  picking  up  as 
much  as  they  can  toward  putting  it  on  the 
participants." 

Then,  assuming  your  plan  offers  indi- 
vidual mutual  funds,  examine  the  expense 
ratio  found  in  the  funds'  prospectuses. 
Even  if  some  offerings  are  pricey,  you 
should  have  at  least  a  few  low-cost  index 
fund  choices— say,  an  S&P  500  or  other 
broad  stock  market  index  fund  costing 
around  0.2%  of  assets  and  a  bond  index 
fund  at  0.4%. 

Interested  in  more  exotic  or  managed 
funds?  Compare  the  fees  charged  by  com- 
parable publicly  sold  funds.  Large  401(k) 
plans  often  use  institutional  funds  that 
should,  if  anything,  cost  less  than  a  retail 
fund.  If  a  mutual  fund  fee  is  higher  than 
the  comparable  retail  product,  that  could 
be  a  tip-off  that  administrative  and  other 
costs  are  being  shifted  to  you  and  hidden 
in  the  fund  fee. 

Also,  check  the  fund's  turnover,  or 
how  often  the  manager  buys  and  sells 
stocks,  in  the  fund's  prospectus.  Rule  of 
thumb:  A  100%  turnover  can  nick  your 
annual  return  by  as  much  as  0.75%  in 
commission  costs  and  spreads,  says 
Campbell. 

Should  expenses  look  high,  talk  to 
your  company.  Class  actions  against 
companies  and  plan  administrators,  as 
well  as  new  federal  rules  in  the  works,  are 
making  employers  more  sensitive  to  their 
legal  duty  to  try  to  get  a  good  deal  for 
workers. 

If  you  can't  make  headway,  consider 
cutting  your  401(k)  contributions  to  the 
minimum  level  needed  (usually  anywhere 
from  3%  to  6%  of  salary)  to  snag  your 
employer's  full  match.  Then  put  your 
money  in  an  IRA  if  you're  poor  enough  to 
be  eligible  or  a  taxable  account  if  you're 
not.  Saving  taxes  isn't  worth  it  when  your 
savings  get  eaten  up  by  fees.  F 
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Past  performance  is  not  a  guarantee  of  future  results.  Please  consider  the  investment  objectives,  risks,  charges 
and  expenses  of  the  fund  carefully  before  investing.  The  prospectus  contains  this  and  other  information 
about  the  fund.  To  obtain  a  prospectus,  contact  your  financial  advisor  or  download  one  at  vankamper\com 
Please  read  the  prospectus  carefully  before  investing.  ©  2006  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06  (C) 
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Civilized  Gambling 

Stock  options  aren't  for  everyone,  but  a  growing  number 
of  trading  firms  would  like  to  convince  you  otherwise. 

By  Liz  Moyer 


mmam  or  the  34  years  that  options 

have  been  traded  on  an  exchange, 
■MMi  investors  have  dreamed  of  hitting 
the  big  score  with  them.  Kevin 
Wakeem,  a  34-year-old  property 
tax  consultant  for  energy  companies  in 
Houston,  was  one  of  those  dreamers.  He 
started  buying  options  five  years  ago.  He 
recalls  winning  big  on  one  bet  and  losing 
big  on  the  next.  "I  didn't  really  know  what 
I  was  doing,"  Wakeem  says. 

Neither  do  a  lot  of  individual  investors, 
but  they  keep  coming.  Retail  options 
trading  accounts  for  some  40%  of  the  total 
675  million  contracts  traded  a  year  on  the 
Chicago  Board  Options  Exchange.  Discount 
brokerages  like  Charles  Schwab,  E-Trade, 
Fidelity  and  TD  Ameritrade  do  a  healthy 
traffic  in  these  derivatives.  Boutiques  like 
Thinkorswim,  an  eight-year-old  Chicago 
company,  and  OptionsXpress,  of  the  same  city 
and  almost  the  same  vintage,  have  been  pros- 
elytizing amateurs,  offering  online  accounts 
and  seminars.  Thinkorswim  counts  35,000 
retail  customers;  OptionsXpress,  which  raised 
$230  million  with  an  initial  public  offering 
in  2005,  has  228,000. 

"Customers  run  the  gamut  from  yuppies 
to  grandmas  and  everyone  in  between,"  says 
Edward  Provost,  executive  vice  president  for 
business  development  at  the  CBOE.  "We  think 
we're  in  the  golden  age  of  growth." 

Nonprofessional  options  investors  can  be 
divided  roughly  into  three  groups.  First  are 
the  gamblers.  You  make  a  lot  of  bets  and  hope 
for  a  few  big  wins. 

If  you  are  bearish  on  home  builders,  a  put 
option  on  KB  Home  gives  you  the  right,  but 
not  the  obligation,  to  sell  shares  at  a  certain 
price  before  the  option  expires,  and  if  your 
timing  is  right  you  could  easily  double  your 
money  in  a  short  period  of  time.  Or  you 
could  just  as  quickly  lose  the  whole  wad  (the 
premium)  that  you  paid  for  the  option. 

If  you  are  bullish  on  technology,  you 


Dreaming  of 
the  big  score: 
Kevin  Wakeem. 


might  buy  calls  on  Cisco  Systems  or  Intel  or 
the  QQQ  basket.  Calls  give  you  the  right,  but 
not  the  obligation,  to  buy  shares  at  a  certain 
price.  Say  Cisco  is  trading  at  $27  and  you're 
investing  $2,500  to  buy  67  call  options.  A  call 
with  a  $35  strike  price  expiring  in  January 
2008  costs  37  cents.  If  the  stock  gains  $10.50 
by  then,  your  profit  is  $14,271.  To  put  that 
in  perspective,  if  you  had  just  bought  Cisco 
shares  outright  and  the  stock  moved  the 


same,  your  profit  would  have  been  $977.  Calls 
are,  in  effect,  leveraged  bets  on  stocks. 

This  kind  of  option  buying  is  rather  like 
betting  on  horse  races,  and  probably  as  hard 
to  succeed  at.  There  are  people  who  claim 
to  have  made  a  fortune  doing  this,  but  it's  hard 
to  know  whether  to  believe  them.  The  cir- 
cumstantial evidence  that  it  is  next  to  impos- 
sible to  succeed  over  a  long  period  with  this 
strategy  is  that  you  don't  see  mu- 
tual funds  with  terrific,  long-term 
records  that  just  buy  options. 

Second  category:  the  risk 
avoiders.  Say  you  retire  from  Wal- 
Mart  with  30,000  shares  of  the 
company,  representing  half  your 
net  worth.  Maybe  for  tax  reasons, 
or  maybe  because  you  still  believe 
in  it,  you  don't  want  to  selL  But  you 
can't  afford  the  risk  of  a  big  loss.  You 
could  buy  out-of-the-money  pro- 
tective puts — options  that  would 
make  good  some  of  your  loss  if  the 
stock  collapses.  Risk  avoiders  don't 
expect  to  make  money  with  their 
option  trades  any  more  than  they 
expect  to  make  money  on  their  fire 
insurance.  They  are  simply  buying 
peace  of  mind 
The  third  category  is  yield  enhancers.  This 
is  where  tax  consultant  Wakeem  finds  him- 
self today.  He  does  covered  calls.  With  this  ap- 
proach you  may  be  long-term  bullish  on  a 
stock  but  don't  think  it  will  make  a  big  move 
in  the  short  term.  So,  for  example,  you  buy 
Cisco  at  $27  and  then  write  a  call  option  at 
$35.  If  the  option  expires  worthless,  the  op- 
tion premium  is  extra  money  in  your  pocket 
If  the  stock  shoots  up,  on  the  other  hand,  you 


Off  to  the  Races 

Equity  options  trading  volume  rose  24%  year-on-year  in  the  four  months  to  Apr.  30. 
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Yearly  equity  option  contract  volume 


'Annualized  through  Apr'if.  Source:  Options  Clearing  Corp. 
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m  Canada's  new  Klondike 

.berta 


Canada  is  wealthy,  politically  stable 
and  socially  tolerant  or  "cool,"  as 
many  people  like  to  define  it. 
Deep  in  its  rock  formations  lies  the 
)iggest  oil  sand  deposit  in  the  world, 
and  that  deposit's  energy  content  is  so 
jreat  that  many  geologists  claim  that 
here  may  be  more  oil  in  Alberta  than 
>audi  Arabia  —  180  billion  barrels  of 
jroven  reserves,  according  to  the  latest 
statistics. 

The  sands  have  been  mined  since  the 
1970s,  but  it  is  only  in  the  last  few 
rears,  thanks  to  rising  oil  prices,  that 
hese  deposits  have  become  so  valuable, 
md  comparisons  with  the  Klondike  gold 
ush  of  the  late  1890s  now  abound. 

Squeezing  oil  from  rocks  is  certainly 
nuch  more  expensive  than  drilling  a 
lole  in  a  conventional  oilfield,  so  the 
irice  of  crude  needs  to  be  above  $50  a 
)arrel  to  make  the  venture  profitable.  It 
nay  be  a  volatile  investment,  but 
Alberta's  3.2  million  inhabitants  are 


enjoying  the  ride  for  the  time  being. 

Alberta's  economy  is  growing  faster 
than  that  of  any  of  the  other  nine 
Canadian  provinces,  and  the  only  region 
of  the  country  not  exceeding  its  annual 
budget.  "If  you  were  to  pull  Alberta  out 
in  terms  of  economic  growth,  the  rest  of 
Canada  would  suddenly  be  flat,"  states 
Alberta  Premier  Ed  Stelmach. 

To  claim  that  Alberta's  success  is  only 
the  fruit  of  geological  roulette  would 
not  do  justice  to  the  history  of  this 
province  and  the  exceptional  entrepre- 
neurial spirit  of  its  people.  "Albertans 
have  a  can-do  attitude  that  does  get 
things  done,"  says  Iris  Evans,  the  minis- 
ter of  Employment,  Immigration  and 
Industry.  "The  legacy  of  the  entrepre- 
neurs who  have  been  pioneers  in  this 
province  is  still  palpable  in  our  society." 

Poles,  Ukrainians,  Russians,  Swedes 
and  Americans  settled  there  when 
Alberta  became  a  full  province  in  1905, 
and,  when  it  comes  to  immigration. 


Canada  is  still  one  of  the  most  tolerant 
countries  in  the  world.  Albertans  are  par- 
ticularly proud  of  their  cultural  diversity. 

"What  I  see  in  our  society  are  fewer 
class  distinctions  and  more  acceptance 
of  people,"  says  Evans,  who  strongly 
supports  more  immigration,  aware  that 
employee  shortages  are  the  province's 
number  one  economic  hurdle. 

Canada  has  traditionally  been  one  of 
the  United  States'  closest  allies,  and 
Alberta's  oil  sands  have  strengthened  this 
already  solid  relationship,  providing  a 
boost  for  North  America's  energy  security. 

"U.S.  investment  in  Alberta  got  our  oil 
and  gas  industry  off  the  ground,"  says 
Stelmach,  but  the  bilateral  ties  between 
these  two  neighbors  goes  way  beyond 
oil.  Canada  and  the  U.S.  share  the 
world's  longest  undefended  border  and 
the  largest  bilateral  trade  —  worth  $700 
billion  a  year  —  and  Alberta  may  well  be 
one  of  the  strongest  links.  ❖ 
Marco  Venditti 


nnovative  products  in  the 
energy  sector  have  made  us 
one  of  Canada's  most  attractive 
energy  services  corporations. 
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Treasure  in  the  sands 


"W! 


Then  I  travel  outside  Alberta, 
especially  abroad,  I  see  that 
people  have  no  idea  how 
much  oil  there  is  up  here,"  says  Gordon 
Panas,  president  and  chief  executive  of 
Lockerbie  and  Hole,  one  of  the  country's 
largest  construction  firms,  with  more 
than  a  century  of  experience  in  Alberta. 

Company  executives  like  Panas  know 
the  province's  natural  resources  like  the 
back  of  their  hand,  but  as  large  discover- 
ies become  increasingly  rare  worldwide, 
Alberta's  oil  sands  are  attracting  the 
attention  of  the  international  oil  industry. 

Shell  Canada  already  runs  the  largest 
tar-sand  project  in  the  province  and  is 
hoping  to  increase  its  production  to 
500,000  barrels  a  day  from  the  current 
150,000.  "A  production  of  global  signifi- 
cance," says  Clive  Mather,  the  company's 
president  and  chief  executive. 

Although  Canada  produces  2.6  million 
barrels  a  day,  the  country  hasn't  yet 
attained  the  status  of  an  oil  superpower, 
mainly  because  Alberta's  tar  sands  are 
still  too  expensive,  technically  challenging 
and  environmentally  tricky  to  exploit. 

With  so  much  at  stake,  innovation  and 
research  and  development  are  the  names 
of  the  game.  Both  local  companies  and 
oil  multinationals  have  been  investing  a 
fortune  in  reducing  the  cost  of  extracting 
oil  from  ever  deeper  deposits,  and  it 
appears  to  have  paid  off.  Today,  it  costs 
around  $10  to  produce  a  barrel  of  oil 
from  tar  sands,  down  300%  from  the 


cost  three  decades  ago. 

"Conventional  oil  and  gas  pro- 
duction peaked  in  2004,  and 
despite  drilling  more  and  more 
wells,  we're  getting  less  and  less 
production,"  says  Brent  Nimeck,  the 
chief  operating  officer  and  co- 
founder  of  Lexington  Energy 
Services,  one  of  Canada's  fastest- 
growing  oilfield  services  companies. 
"Now  we're  focusing  mainly  on  the 
oil  sands,  which  offer  tremendous 
growth  opportunities." 

Lexington  Energy  has  developed  a 
mobile  nitrogen  generation  unit,  which  is 
able  to  extract  the  gas  directly  from  air 
and  supply  it  on  location,  dramatically 
cutting  the  costs  of  transporting  it  in  liq- 
uid form.  "We  designed  a  system  that  is 
unique  in  North  America  and  probably  in 
the  whole  world,"  says  Nimeck,  whose 
company  is  publicly  traded  on  the  Over 
the  Counter  Bulletin  Board  (OTCBB). 

"Our  emphasis  has  always  been  on 
tackling  difficult  projects,"  says  Panas  of 
Lockerbie  and  Hole.  "There  are  some  of 
the  world's  largest  cranes  operating  over 
here,  and  some  of  the  equipment  is  just 
mind-boggling." 

Alberta's  oil  sands  are  not  a  business 
for  the  fainthearted,  but  the  rewards 
seem  to  justify  the  effort.  Gibson  Energy, 
a  subsidiary  of  Hunting  PLC,  was  already 
in  Alberta  in  1953  selling  crude  oil  on 
behalf  of  Anglo  American  Oils,  and 
today  it  is  the  country's  premier  mid- 
stream company.  "Oil  price  is  quite 
volatile  at  the  moment,  and  I  think  it  will 


Refinery  worke 


continue  to  be  so  over  the  next  1 8 
months,"  says  Terry  Gomke,  the  compa- 
ny's president  and  chief  executive. 

Because  Gibson  Energy  owns  the  oil 
while  moving  it  across  North  America, 
linking  upstream  producers  with  down- 
stream refiners,  the  company  is  particu- 
larly exposed  to  price  risks.  But  Gomke 
has  no  doubt  that  Gibson's  future  will 
remain  in  Alberta. 

"I  think  that  in  five  years  the  compa- 
ny will  be  much  larger,  even  more 
diverse  and  will  continue  to  be  a  major 
player  in  the  Athabasca  region,  even 
when  the  oil  is  gone,"  he  says,  confi- 
dent that  in  the  meantime  the  industry 
can  provide  a  long  period  of  sustainable 
growth  and  plenty  of  opportunities  for 
diversification.  ❖  Marco  Venditti 
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Capital  of  culture 
ind  business  acumen 

The  impact  of  Alberta's  oil  and  gas 
industry  is  rapidly  changing  the 
landscape  of  Edmonton,  its  capital, 
ts  business  district  is  bustling  with  con- 
duction cranes,  and  new  town  houses 
;eep  popping  up  along  the  North 
iaskatchewan  River.  At  least  $87  billion 
i  capital  investments  are  on  their  way  to 
Vlberta  in  the  next  decade,  and 
idmonton  is  gearing  up  to  absorb  the 
>iggest  chunk. 

While  Edmonton's  economic  growth  is 
he  highest  in  Canadian  history,  many 
>eople  are  asking  if  the  current  boom  is 
ustainable.  Within  a  generation  the 
irovince's  conventional  oil  reserves  will 
irobably  run  out  and,  while  the  oil  sands 
leposits  will  last  much  longer,  only  con- 
inued  high  prices  will  make  these  worth 
exploiting.  So  is  there  a  plan  B? 

"Clearly  we  have  to  work  at  diversify- 
ig  the  city's  economy,  notwithstanding 
he  fact  that  energy  is  going  to  be  a 
nain  factor  for  a  long  period  of  time," 
ays  Allan  E.  Scott,  president  and  chief 
■xecutive  of  the  Edmonton  Economic 
)evelopment  Corporation  (EEDC),  a 
lonprofit  organization  wholly  owned  by 
he  city  of  Edmonton. 

The  main  objectives  of  the  EEDC  are  to 
iromote  next-growth  industries  such  as 


epercussions  from  a  government 

decision  in  2006  to  tax  income  trusts 
jre  aggravating  the  sector,  which  had 
nushroomed  to  a  market  value  of  more 
:han  $183  billion. 

Many  of  the  trusts  are  resource-based, 
)articularly  those  in  oil  and  gas,  such  as 
3rovident  Energy  Trust,  which  has  its 
leadquarters  in  Calgary.  Provident  was 
ormed  by  a  conversion  in  2001  from 
:ounders  Energy  Ltd.  and  has  grown  to 
5872  million  in  value. 

Last  year's  announcement  by  federal 
:inance  Minister  Jim  Flaherty  has 
:hanged  the  landscape  for  all  trusts  by 
ncreasing  the  cost  of  capital,  leaving 
hem  at  a  disadvantage  relative  to  the 
master  limited  partnership  (MLP),  a  trust- 
ike  structure  in  the  U.S. 

"What  the  government  fails  to  realize 
5  that  if  we  fail  to  dilute  this  U.S.  cost  of 
:apital  advantage,  particularly  in  strate- 
gic assets  like  some  of  our  midstream 
issets,  they  are  going  to  fall  into  foreign 


tourism,  or  knowledge-based  sectors  like 
health  care  and  education,  taking  advan- 
tage of  the  fact  that  the  city  has  an  ideai 
corporate  tax  structure  and  is  among  the 
lowest-cost  centers  in  the  country  for 
doing  business.  "Although  the  economy 
has  heated  up  lately,  setting  up  an  office 
here  is  still  much  cheaper  than  in  any 
other  major  city  in  Canada,"  says  Scott. 

Business  clusters  in  the  Greater 
Edmonton  area  have  also  been  success- 
fully implemented,  especially  in  the  fields 
of  food  processing,  life  sciences,  forestry 
and  nanotechnology,  all  of  which  require 
specialized  manufacturing. 

Last,  but  certainly  not  least, 
Edmonton's  cultural  industry  deserves  to 
be  showcased.  The  city  currently  holds 
more  than  30  festivals  annually,  focusing 
on  music,  theater,  dance,  food  and  pop- 
ular culture.  As  recognition,  Edmonton 
has  been  selected  as  the  2007  Cultural 
Capital  of  Canada. 

"I  always  felt  that  one  way  to  attract 
people  to  Edmonton  was  through  arts 
and  culture,"  says  Stephen  Mandel, 
mayor  of  Edmonton.  "Many 
Edmontonians  are  concerned  that  we  are 
not  as  well  known  as  other  Canadian 
cities  such  as  Calgary,  but  we  have  to  go 
about  building  our  business  and  our 
strength  as  we  move  forward,  as  well  as 
promoting  ourselves  in  an  effective 
way."  ❖  Marco  Venditti 

hands,"  says  Provident  President  and 
Chief  Executive  Thomas  Buchanan.  "The 
tax  of  the  energy  trusts  in  particular 
does  not  make  a  lot  of  sense." 

Under  an  income  trust  structure,  trusts 
pay  little  tax,  with  the  bulk  of  earnings 
distributed  to  trust  unit  owners,  who  then 
pay  tax  on  the  distributions  as  income. 

Flaherty  argued  that  the  structure  was 
costing  the  Canadian  treasury  $436  mil- 
lion a  year  in  lost  taxes.  Opponents  of 
the  move  —  including  the  Calgary-based 
Canadian  Coalition  of  Energy  Trusts, 
which  sprung  up  to  oppose  the  policy  — 
have  lobbied  hard  to  change  the  govern- 
ment's mind,  but  to  no  avail. 

Buchanan  says  that  Provident,  which 
owns  an  MLP  in  the  U.S.,  has  more  flexi- 
bility than  most  trusts  and  is  considering 
its  options. 

"Having  three  business  units  puts  us  in 
an  enviable  position  because  we  have  a 
lot  more  flexibility  than  a  pure  upstream 
or  pure  midstream  trust  might  have," 
says  Buchanan.  ❖  Geoffrey  Scotton,  senior 
business  writer  with  the  Calgary  Herald 


Come  for  the  oil, 

stay  for  the  fun 


As  the  global  port  to  the  Alberta 
oil  sands  -  the  second  largest  oil 
reserves  in  the  world  - 
Edmonton's  economy  is  booming. 

And  as  Canada's  2007  Cultural 
Capital,  Edmonton's  arts, 
entertainment  and  festival  scene 
is  one  of  the  best. 

Edmonton  is  an  ideal  place 
to  live,  work  and  invest. 
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Private  and  public  commitment 


CGI,  one  of  Canada's  largest  IT  and 
business  service  firms,  values  prox- 
imity to  its  customers  as  one  of  the 
most  important  aspects  of  the  business. 

"Our  strategy  is  local  first  and  global 
thereafter,"  says  Michael  Roach,  the 
company's  president  and  chief  executive, 
who  believes  that  IT  sector  clients  want 
to  buy  services  mainly  from  companies 
that  operate  in  their  own  community.  To 
offer  this,  CGI  is  present  in  16  countries 
with  a  network  of  more  than  100  offices 
around  the  world. 

Founded  by  Serge  Godin  in  Quebec  in 
1976,  CGI  today  employs  more  than 
25,000  professionals,  providing  end-to- 
end  services  and  a  wide  range  of  IT  solu- 
tions for  a  diverse  client  list  such  as  Bell 
Canada,  Bombardier  Aerospace  and 
Cirque  du  Soleil®. 

"My  desire  when  I  started  the  compa- 
ny was  to  serve,  watch  our  clients  suc- 
ceed and  get  a  pat  on  the  back  for  being 
a  part  of  it,"  says  Godin.  But  CGI  has 
achieved  much  more  than  that  over  the 


past  three  decades.  The  company's  rev- 
enues amounted  to  $3  billion  in  2006.  In 
the  same  year  CGI  signed  global  deals 
worth  close  to  $4  billion,  which 
increased  the  company's  contract  back- 
log to  more  than  $10  billion. 

In  the  future,  CGI  wants  to  strengthen 
its  presence  in  the  U.S.,  which  already 
accounts  for  more  than  a  third  of  the 
company's  income.  Canada  is  currently 
CGI's  biggest  market,  and  the  western 
provinces  in  particular,  including  Alberta, 
have  provided  some  interesting  contracts 
and  acquisitions  in  recent  years. 

"Our  commitment  in  Alberta  is  divided 
between  two  business  units,  dealing 
mainly  with  the  public  sector  in 
Edmonton  and  the  oil  and  gas  industry 
in  Calgary,"  says  Bob  Morrin,  the  Irish- 
born  regional  vice  president  of  the  office 
in  Calgary. 

CGI  entered  Alberta's  market  in  the 
1990s  through  the  acquisition  of  Systems 
West  Consultants  and  has  supported 
the  transformation  of  the  province's 


business  environment  ever  since. 

Two  emblematic  contracts  in  this  key 
market  demonstrate  CGI's  private  and 
public  sector  client  focus  in  the  province 
The  first,  in  the  private  sector,  is  a  pro- 
duction accounting  solution  for  the 
upstream  oil  and  gas  industry.  CGI's 
unique  partnership  approach  facilitated 
the  creation  of  a  consortium  of  usually 
competitive  oil  and  gas  production  com 
panies.  Together,  they  are  developing  ar 
innovative  solution  that  will  meet  the 
needs  of  the  original  members  as  well  a 
those  of  the  industry  in  the  long  term. 

The  other,  in  the  public  sector,  is  the 
Calgary  Health  Region's  health  informa- 
tion exchange.  This  electronic  health 
record  (EHR)  platform  is  one  step  in  a 
process  that  will  ultimately  give  the 
province's  citizens  and  health  care 
providers  online  access  to  consistent  and 
current  health  information.  The  goal  is 
increased  quality  and  productivity  in  the 
entire  health  system. 

"It  is  one  of  the  most  progressive  EHF 
in  the  country  as  it  provides  a  common 
infrastructure  for  sharing  data  and  infor 
mation,"  says  Morrin.  ❖  Marco  Venditti 


Advanced 
Midstream  Solutions 
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Gibson  Energy,  a  subsidiary  of  Hunting  PLC, 
is  a  North  American  leader  in  the  marketing, 
transportation  and  processing  of  energy 
products.  We  move  millions  of  barrels  of 
energy  products  annually  from  wellsites  to 
refineries.  Vital,  technology-  savvy,  and 
providing  superior  solutions  through 
teamwork  and  operational  JJH 
synergies... Gibson  delivers  the  ™ 
petroleum  industry's  premier 


midstream  service. 


HUNTING 


GIBSON  ENERGY  LTD. 

1700,  440  -  2nd  Avenue  S.W. 

Calgary,  Alberta  T2P  5E9 

Tel:  (403)  206-4000  Fax:  (403)  206-4001 


Building  Since  1898. 

Lockerbie  &  Hole  is  one  of 
Canada's  largest  construction 
firms,  providing  services  to  the 
industrial,  civil,  municipal  and 
institutional  market  sectors. 
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STOCKS  &  BONDS 


Playing  The 
Buyback  Boom 

There's  a  smart  way  to  get  in  on  the  stock 
repurchase  craze.  And  a  not-smart  way. 

By  Elizabeth  MacDonald 


have  some  regrets,  but  you  don't  do  badly.  You 
make  both  an  $8  capital  gain  and  the  money 
from  the  premium.  Over  the  last  two  years 
Wakeem  figures  he's  added  10%  to  his  port- 
folio performance  by  trading  options.  He  does 
the  trading  in  a  retirement  account  so  as  not 
to  suffer  a  tax  hit  on  short-term  gains. 

If  it's  so  easy  to  juice  returns  with  a  cov- 
ered-call strategy,  why  doesn't  everybody  do 
it?  Well,  there's  a  catch.  Much  of  the  return 
on  common  stocks  comes  in  short  spurts. 
Giving  away  a  big  chunk  of  the  upside  in 
stocks  during  these  rallies  will  damage  your 
long-term  return.  Don't  forget  that  during  a 
bear  market  you  suffer  almost  the  same  as  a 
buy-and-hold  investor — you  ride  the  stock 
down  with  only  a  few  bucks  of  option  income 
to  cushion  the  fall.  Circumstantial  evidence 
that  what  Wakeem  is  doing  is  much  harder 
than  it  looks:  the  scarcity  of  market-beating 
mutual  funds  with  covered-call  strategies. 

With  options,  timing  is  all.  Buy  and  hold 
a  set  of  stocks  for  ten  years  and  there  is  a  de- 
cent chance  you  will  make  money  from  cap- 
ital gains  and/or  dividends.  Go  in  and  out  of 
options  and  you'll  have  to  be  lucky.  Microsoft 
might  take  off  just  after  your  call  expires. 

"There  is  a  certain  intrigue  factor,"  says 
Tom  Sosnoff,  cofounder  and  president  of 
Thinkorswim.  "It's  not  black  and  white.  You 
can  be  right  and  lose  money  and  you  can  be 
wrong  and  make  money' 

If  you  want  intrigue,  go  ahead.  But  first 
educate  yourself.  One  of  the  best  primers  is 
Michael  Thomsett's  Getting  Started  in  Options. 
Online,  you  can  get  some  basics  at  either  the 
CBOE  Web  site  or  at  forbes.com/options.  The 
CBOE  has  a  handy  booklet  on  the  tax  treat- 
ment of  options.  Go  to  cboe.com/tax.  You  can 
get  a  feel  for  options  trading  without  doing 
the  real  thing  with  Investopedia's  online 
Stock  Simulator.  (Investopedia  is  owned  by  the 
company  that  publishes  this  magazine.) 

Shop  around  To  do  one  40-contract 
trade  (that's  a  bet  on  4,000  shares  of  stock), 
your  commission  would  be  $40  at  Schwab, 
$43  at  E-Trade,  $50  at  Fidelity,  $60  at 
OptionsXpress  and  $60  plus  a  percentage  of 
the  principal  invested  at  a  full-service  broker 
like  Merrill  Lynch.  New  online  options 
firms  are  springing  up  to  cater  to  frequent 
traders  by  offering  flat-rate  commissions. 
OptionsHouse,  founded  in  2005,  charges  $10 
a  trade,  with  no  charge  per  contract.  F 


CHEAP  MONEY  AND  STRONG 
corporate  earnings  are  fueling 
the  share  buyback  fad  on  Wall 
Street.  There's  a  way  to  get  in  on 
this  bonanza:  Buy  shares  of 
companies  that  have  the  means  and  the  mo- 
tives to  do  buybacks.  Your  prospects  for  cap- 
ital gains  should  be  good  on  these  stocks. 

Last  year  members  of  the  S&P  500  spent 
$432  billion  on  stock  repurchases.  By  com- 
parison: This  method  of  disbursing  profits 
has  already  surpassed  in  magnitude  the  con- 
ventional one  of  paying  cash  dividends 


($224  billion  last  year  at  these  blue  chips). 
This  year's  stock  buybacks  are  on  track  to 
outpace  last  year's,  says  Standard  &  Poor's 
senior  index  analyst  Howard  Silverblatt. 

Why  now?  First,  we  have  cheap  money 
A  company  with  a  sound  balance  sheet  and 
a  decent  rating  from  S&P  can  borrow  in 
the  bond  market  at  an  interest  rate  of  5.5%. 
Subtract  taxes  (since  interest  is  deductible 
on  corporate  returns)  and  you  have  an 
aftertax  cost  of  money  in  the  neighbor- 
hood of  3.6%.  Compare  this  with  the  earn- 
ings yield  on  stocks.  That's  the  inverse  of 
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the  price/earnings  ratio.  Over  the  past  year 
the  S&P  Index  shows  earnings  of  $90;  the 
index  hovers  near  1,500.  So  the  earnings 
yield  is  6%. 

Here's  the  arithmetic  confronting  the 
treasurer  of  the  average  S&P  500  member: 
Borrow  $1,000  in  the  bond  market  and  re- 
duce the  aftertax  earnings  of  the  company 
by  $36;  use  that  cash  to  extinguish  shares  with 
a  claim  on  $60  of  the  company's  earnings.  The 
net  effect  is  to  raise  earnings  per  share  on  the 
shares  that  remain  outstanding. 

The  numbers  don't  change  much  for  the 
corporations  that  (like  Microsoft)  have  so 
much  loose  cash  that  they  don't  need  to  bor- 
row. When  they  lend  out  $1,000  they  pocket 
only  $36  a  year  (more  or  less).  A  better  use 
of  the  $1,000:  acquire  shares  earning  $60. 

The  other  half  of  the  picture  is  that  cor- 
porations are  so  flush  with  profits  that  they 
can  afford  to  disburse  them  to  shareholders. 
As  a  percentage  of  national  output,  corpo- 
rate earnings  are  near  an  alltime  high.  The 
profits  turn  into  idle  cash  on  the  balance  sheet 
and/or  debt  repayments  that  leave  room  for 
new  borrowings.  Of  the  nonfinancial  com- 
panies in  the  S&P,  137  have  more  cash  than 
debt  on  die  balance  sheet.  That's  versus  87 
in  1999,  analyst  Silverblatt  notes. 

Money  manager  (and  FORBES  colum- 
nist) Ken  Fisher  has  made  much  of  the  buy- 
back  wave  and  has  used  it  to  explain  why 
he  likes  stocks.  Two  closely  related  phenom- 
ena are  cash  mergers  and  leveraged  buyouts. 
In  all  three  cases  low-yielding  cash  is  used 
to  retire  high-yielding  equity.  He  also  notes 
that  in  continental  Europe  and  in  Japan  the 
spread  of  equity  yields  over  aftertax  bond 
yields  is  greater  than  here,  by  almost  four  per- 
centage points.  He's  a  cosmopolitan  bull. 

The  earnings  yield  has  been  above  the 
bond  yield  before,  just  not  for  very  long,  at 
least  in  recent  decades.  Spreads  of  this  na- 
ture have  recently  lasted  for  only  about  a  year, 
for  example  at  market  bottoms  in  1974  and 
1982.  This  time  the  spread  has  gone  on  for 
55  months,  hence  yielding  time  for  lots  of 
chief  executives  and  chief  financial  officers 
to  learn  how  to  play  the  game,  Fisher  argues. 

So  investors  should  own  equities  being 
bought  back.  But  which  stocks  to  buy?  And 
which  ones  to  avoid? 

We  found  eight  stocks  for  the  buyback- 
minded  investor  (see  top  table).  The  com- 


BUY  SHARES  IN 
COMPANIES  THAT 
HAVE  THE  MEANS 
AND  MOTIVES  TO 

DO  BUYBACKS. 

panies  could  well  expand  an  existing  repur- 
chase plan  (Reliance  Steel  &  Aluminum),  re- 
vive a  previous  program  (FedEx)  or  start  one 
(HealthSpring).  While  we  can't  predict  if 
they're  going  to  draw  in  shares,  they  surely 
will  be  tempted  to.  To  get  this  list  we  screened 
for  companies  with  strong  balance  sheets  and 
comparatively  low  price/earnings  ratios. 
With  P/Es  below  20,  they  have  earnings  yields 
over  5%— meaning  a  $1,000  ouday  by  the 
treasurer  retires  shares  claiming  at  least  $50 
of  the  earnings  pie.  By  "strong  balance  sheet" 
we  mean  having  either  excess  cash  on  hand 
or  a  lot  of  untapped  borrowing  capacity  (debt 
is  less  than  half  of  total  capital). 

Next  rule  for  the  buy- in  list:  a  high  tax 
rate  (at  least  35%).  This  is  key  to  making  the 


aftertax  cost  of  borrowed  money  (or  after- 
tax yield  on  excess  cash)  very  low. 

Then  we  have  two  criteria  for  growth. 
Both  earnings  per  share  and  free  cash  flow 
(cash  from  operations  minus  capital  expen- 
ditures) have  grown  more  than  10%  over  the 
last  three  years.  No  sense  buying  in  shares 
that  earned  $50  last  year  if  those  earnings  are 
destined  to  collapse  to  $25  next  year.  Some 
of  the  names  are  FedEx,  Walt  Disney  and 
CACI  International,  which  sells  infotech 
services  to  the  U.S.  military. 

The  stocks  to  avoid  are  those  with 
opposite  characteristics  (see  bottom  table). 
They  are  repurchasing  shares  but  have  no 
business  doing  so.  They  are  trading  at  rich 
multiples  of  27  or  more  (meaning:  the  earn- 
ings yield  on  $1,000  of  stock  is  $37  or  less), 
they've  got  rickety  balance  sheets,  and  their 
credit  ratings  were  pulverized  by  Moody's 
Investors  Service.  Restaurateur  Sonic  Corp., 
Internet  travel  services  company  Expedia 
and  Marriott  International  sit  at  or  near  the 
bottom  of  Moody's  investment  grade  ratings. 
Moody's  says  almost  all  are  borrowing 
money  for  buybacks.  F 


Good  Bets  for  Buybacks 

These  companies  could  easily  expand,  revive  or  start  repurchasing  their  shares. 

PRICE 


COMPANY/BUSINESS 

RECENT 

52-WEEK 
HIGH 

P/E 

CACI  International/IT  services 

$46.65 

$67.90 

18 

FedEx/freight  forwarding 

109.50 

121.42 

17 

HeaithSpring/health  care 

22.16 

25.33 

16 

Investment  Tech  Group/brokerage 

37.75 

59.07 

17 

Quest  Diagnostics/health  care  services 

48.92 

64.69 

16 

Reliance  Steel  &  Alum/steel 

60.70 

62.48 

12 

UnitedHealth  Group/health  care 

53.57 

57.10 

18 

Walt  Disney/entertainment 

35.85 

36.16 

17 

Prices  as  of  May  4.  Sources:  Moody's  Investors  Service;  Reuters  Fundamentals  via  FactSet  Research  Systems. 

Rickety  Repurchasers  to  Avoid 

These,  overpriced  and  debt-laden,  have  big  buyback  programs  they  can  ill  afford. 


PRICE 

MARKET 

52-WEEK 

VALUE 

COMPANY/BUSINESS 

RECENT 

HIGH 

P/E 

(SBIL) 

Allergan/drugs 

$121.31 

$123.02 

45 

$18.4 

American  Greetings/greeting  cards 

25.56 

26.00 

35 

1.4 

Expedia/travel  services 

24.48 

25.16 

36 

7.5 

Marriott  International/hotels 

45.56 

52.00 

27 

17.6 

Sonic/restaurants 

23.04 

24.75 

28 

1.5 

Prices  as  of  May  4.  Sources:  Moody's  Investors  Service;  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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INVESTMENT  GUIDE 


The  Non-REIT 
Approach 

Maybe  real  estate  investment  trusts  are  burnt  out. 

But  there  are  other  ways  to  get  some 
real  estate  into  your  portfolio  |  By  William  Heuslein 


SOME  SMART  MONEY  SAYS  THAT 
the  party  is  over  for  real  estate 
investment  trusts,  closed-end 
funds  that  own  portfolios  of 
buildings.  Samuel  Zell,  one  of 
the  geniuses  of  the  field,  just  cashed  out. 
The  experts  at  Green  Street  Advisors  are 
sounding  caution  bells.  Our  columnist 
James  Grant  says  (Apr.  23,  p.  114)  that  REIT 
prices  are  way  out  of  line  with  earnings. 

Give  up  on  real  estate?  No.  Instead, 
find  other  stocks  that  give  you  exposure 
to  land  and  buildings.  Martin  Whitmans 
iconoclastic  deep-value  shop,  Third 
Avenue  Management,  isn't  terribly  keen 
on  REITs,  but  it  has  a  real  estate  fund 
nonetheless.  The  manager,  Michael 
Winer,  5 1 ,  much  prefers  real  estate  oper- 
ating companies.  "We're  investing  for 
long-term  capital  appreciation,"  says 
Winer  from  the  firm's  panoramic  confer- 
ence room  in  a  midtown  Manhattan  sky- 
scraper. His  Third  Avenue  Real  Estate 
Value  Fund  (with  $3.5  billion  in  assets) 
has  an  annual  total  return  over  five  years 
of  22%,  roughly  matching  the  MSCI  U.S. 
REIT  Index. 

Winer  notes  that  most  U.S.  REITs  are 
trading  at  or  above 


Model  of  Forest  City's  Atlantic  Yards  project. 

His  fund's  biggest  wager  is  on  Forest 
City  Enterprises,  whose  shares  have 
returned  50%  over  the  past  year.  This  com- 
pany focuses  on  large,  mixed-use  urban 
developments.  Among  Forest  City's  many 
projects  is  the  new  52-story,  1.6-million- 
square-foot  New  York  Times  Building  near 
Times  Square  that  opens  this  year.  The 
Renzo  Piano-designed  edifice  is  jointly 
owned  with  the  Times.  Forest  City  is  also 
developing  the  controversial  Atlantic  Yards 
project  in  Brooklyn,  which  proposes  a 
Frank  Gehry-designed  arena/sports  palace 
for  relocating  basketball's  New  Jersey  Nets. 


net  asset  value,  while 
the  operating  com- 
panies he  has  in- 
vested in  trade  at 
discounts  to  what 
private  buyers  would 
be  willing  to  pay  for 
them.  Why?  "They're 
not  as  widely  known. 
And  they  don't 
normally  provide 
investors  with  divi- 
dends," he  says. 


The  Land  Barons 

Unlike  REITs,  these  are  bargains.  The  real  estate  operators  here 
trade  at  discounts  to  their  estimated  asset  values  per  share. 


COMPANY 

RECENT 
PRICE 

ASSET 
VALUE' 

MARKET 
VALUE 
(SMIL) 

Brookfield  Properties 

$41.50 

$45.00 

$10,989 

forest  City  Enterprises 

66.95 

75.13 

6,867 

>n  Land  Development2 

6.90 

9.45 

13,404 

St.  Joe 

57.60 

64.87 

4,284 

Tejon  Rarsch 

49.58 

NA 

832 

Prices  May  11.  Figures  in  U  S  dollars.  'Analysts'  estimates.  2American  Depositary 
Share         Not  available.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 


Another  large  holding:  St.  Joe  Co., 
which  has  a  rich  history  going  back  to 
Alfred  I.  du  Pont  and  is  the  largest  private 
landowner  in  Florida.  Back  in  the  day,  St. 
Joe  had  operations  in  paper,  timber,  sugar, 
phone  systems  and  railroads.  Now  it's  a 
developer,  turning  old  timber  stands  to 
residential  and  commercial  use.  Its  shares, 
recentiy  at  $57,  are  off  by  a  third  from  their 
$85  high  in  July  2005.  Florida  is,  for  the 
moment,  overbuilt.  But  someday  that  raw 
land  will  be  valuable  again. 
Buy  1,000  shares  of  this 
stock  and  you  are  the  indi- 
rect owner  of  1 1  acres. 

Another  land  bank  in 
the  Winer  portfolio  is 
Tejon  Ranch,  which  owns 
270,000  acres  within  60 
miles  of  Los  Angeles. 
Environmentalists  have 
serious  concerns  about  its 
development.  Winer  is 
confident  the  plans  will 
eventually  proceed. 
Winer,  who's  been  on  Tejon's  board 
since  2001,  notes  that  Third  Avenue  got 
into  Tejon  stock  a  decade  ago  and  it  may 
not  see  a  big  payoff  on  the  investment  for 
many  years.  "We're  very  patient  investors," 
he  says. 

He  likes  Brookfield  Properties,  which 
has  an  $11  billion  market  cap.  It  owns, 
develops  and  manages  North  American 
office  properties,  including  the  World 
Financial  Center  in  New  York  City  and 
BCE  Place  in  Toronto,  but  it's  not  a  REIT. 
Earnings  are  not  much,  but  it  has  strong, 
stable  cash  flow  that  keeps  rising  and  a  lot 
of  hidden  value  in  its  assets  waiting  to  be 
developed.  Third  Avenue  also  has  a  big 
stake  in  Brookfield  Asset  Management, 
which  owns  50%  of  Brookfield  Properties. 

Winer  has  13%  of  his  invested  assets 
in  Hong  Kong-listed  developers,  up  from 
1%  two  years  ago.  Companies  there  trade 
at  substantial  discounts  to  their  probable 
liquidating  value,  operate  in  a  territory 
that  respects  private  property  and  issue 
reports  in  English.  One,  Henderson  Land 
Development,  owned  by  billionaire  Lee 
Shau  Kee,  is  focused  on  Hong  Kong  and 
mainland  China.  You  can  buy  here  via 
American  Depositary  Shares.  F 
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WHAT'S  NEW 


Vehicles  for  Your 
Inner  Blackstone 

Business  development  companies  are  closed-end  funds 
akin  to  private  equity  funds,  but  liquid  and  available 
to  the  average  investor  |  By  Michael  Maiello 


BITTER  YOU'RE  MISSING  OUT  ON 
the  private  equity  boom?  You 
no  longer  have  to  sit  on  the 
sidelines  and  watch  profes- 
sional money  managers  and 
wealthy  investors  reap  all  the  rewards — 
and  take  all  the  risks — with  private  equity, 
a  business  that  closed  $54  billion  worth  of 
deals  in  2000  and  $217  billion  worth  in 
2006,  according  to  Thomson  Financial. 

These  creatures,  called  business  devel- 
opment companies  (BDCs),  do  much  the 
same  thing  as  private  equity  funds,  but 
they  are  accessible  to  anyone  with  the 
means  to  open  a  brokerage  account. 

A  business  development  company  is  a 
holding  company  that  invests  mostly  in 
the  debt  or  equity  of  operating  companies, 
typically  private  businesses.  As  such,  the 
net  asset  value  of  a  BDC  doesn't  fluctuate 
as  much  as  that  of  a  closed-end  stock  fund 
that  invests  in  publicly  traded  stocks.  A 
BDCs  chief  executive  is  more  likely  to  be 
an  investment  manager  than  an  opera- 
tions type,  and  managers  tend  to  run 
these  businesses  more  like  venture  capital 
or  private  equity  firms. 

Vernon  Plack,  a  security  analyst 
ranked  best  among  his  peers  at  forecasting 
earnings  in  the  capital  markets  sector 
(according  to  StarMine  researchers),  fol- 
lows BDCs  for  BB&T  Capital  Markets  out 
of  his  office  in  Richmond,  Va.  Plack,  44, 
first  noticed  them  in  the  early  1990s  while 
covering  banks  and  thrifts  for  Johnston, 
Lemon  &  Co.,  of  Washington,  D.C.  He 
thought  that  investors  who  liked  the  bank 
stocks  would  also  be  interested  in  the 
BDCs,  mostly  for  their  yield. 

Of  the  22  BDCs  currently  trading  on 
U.S.  exchanges,  18  have  gone  public  this 
decade.  As  the  public  appetite  for  all 
things  private  seems  unlikely  to  wither, 
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expect  new  BDC  offerings  to  increase.  We 
list  the  biggest  ten  here  by  market  cap  (see 
table,  p.  165).  Over  the  past  year  almost  all 
have  delivered  double-digit  total  returns 
(stock  price  appreciation  plus  reinvested 
dividends). 

The  largest  is  American  Capital  Strate- 
gies, which  went  public  in  a  $  1 36  million 
offering  in  1997  and  now  has  a  market  cap 
of  $7.3  billion.  American  Capital  is  also 
the  most  prolific  BDC  on  the  market.  It  has 
held  controlling  interests  in  105  compa- 
nies and  has  invested  $15  billion  since  it 
started  in  1985.  Over  the  past  52  weeks  its 
total  return  has  been  stunning,  up  47%, 
although  it  dipped  in  May  as  earnings 
came  in  below  the  forecast.  Many  of  its 
investments  are  in  tech  outfits — most 
recendy,  $160  million  in  Geosign,  an  Inter- 
net publishing  company;  $74.5  million  in 
HomeAway,  an  online  vacation  home  list- 
ing; and  $4.5  million  in  Cogshead,  a  Web 
software  provider. 

The  best-returning  BDC  of  the  bunch 
is  Capital  Southwest,  which  has  holdings 
in  publicly  held  giants  like  AT&T  and 
also  in  smaller,  private  outfits  like  Pet- 
Smart.  Capital  Southwest  is  up  61%  in  the 
last  year. 

Allied  Capital,  the  oldest  of  the  busi- 
ness development  concerns  (it  went  public 
in  1960),  first  attracted  Plack.  At  the  time 
Allied  Capital  was  made  up  of  five  com- 
panies (known  as  the  Allied  Cos.)  and  was 
a  one  of  a  kind.  Plack  has  seen  the  BDC 
business  grow  up  from  nothing  to  an 
industry  with  a  market  capitalization  of 
$20  billion. 

While  returns  have  been  strong  for 
most  BDCs  lately,  Allied  has  suffered  set- 
backs. Hedge  fund  manager  David  Ein- 
horn  is  involved  in  an  ongoing  dispute 
with  Allied  and  is  short  the  stock  Since 
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Business  Development  Companies 


The  private  equity  boom  may  have  also  helped  stocks  that  play  a  similar  role  for 
individual  investors.  Below:  the  ten  largest  business  development  companies,  by  market  cap. 

52-WEEK  MARKET 
RECENT         TOTAL       DIVIDEND  VALUE 
COMPANY                                                           PRICE          RETURN        YIELD  (SMIL) 

Allied  capital 

(TO  -)-7 

a  a/ 

47o 

8.7% 

$4,349 

American  Capital  Strategies 

45.76 

47 

8.0 

7,207 

Apoilo  Investment 

22.31 

29 

9.1 

2,239 

Ares  Capital 

18.00 

14 

9.1 

1,251 

Capital  Southwest 

156.13 

61 

0.3 

607 

Hercules  Technology  Growth  Capital 

14.62 

28 

8.2 

336 

MCG  Capital 

17.52 

24 

10.0 

1,042 

MVC  Capital 

18.10 

53 

2.7 

436 

Prospect  Energy 

17.76 

14 

8.7 

351 

Technology  Investment  Capital 

17.25 

29 

8.3 

340 

Price  and  performance  as  of  May  7.  Sources.  BB&T  Capital  Markets;  FT  Interactive  Data  via  FactSet  Research  Systems. 


2002  Einhorn  has  contended  that  Allied's 
portfolio  is  overvalued,  a  claim  that  the 
company  denies.  Allied's  stock  has  also 
been  hurt  by  a  federal  indictment  of  an 
executive  at  Business  Loan  Express,  an 
Allied  portfolio  company  that  lends 
through  the  Small  Business  Administra- 
tion. The  executive  has  been  charged  with 
issuing  76  fraudulent  loans  worth  $77  mil- 
lion. The  executive  and  alleged  accom- 
plice have  pled  not  guilty.  Allied  trades  at 
$29  a  share,  basically  flat  compared  with  a 
year  ago. 

Though  BDCs  are  not  allowed  to  take 
on  as  much  leverage,  they  are  similar  to  real 
estate  investment  trusts.  A  BDC  is  not  taxed 
on  corporate  income  as  long  as  it  distrib- 
utes 90%  of  its  profits  to  shareholders  in  the 
form  of  a  dividend,  though  some  BDC  div- 
idends are  taxed  at  income  levels.  The  BDC 
structure  works  best  for  companies  that  are 
issuing  debt  such  as  mezzanine  loans  and 
preferred  stock  that  generates  income,  says 
Plack  The  average  BDC  yields  6.4%.  MCG 
Capital  has  the  highest  yield:  10%. 

Currently  Plack  is  recommending 
Technology  Investment  Capital,  which 
saw  dividends  rise  20%  this  year  over  last. 
It  has  a  portfolio  of  20  technology  compa- 
nies, including  Questia  Media,  an  online 
library  for  academics  and  college  students, 
and  Endurance  International  Group, 
which  provides  Web  hosting  services  to 
small  businesses.  Technology  Investment 


focuses  on  companies  with  less  than  $200 
million  in  sales  or  enterprise  values 
(market  cap  plus  debt  net  of  cash)  below 
$300  million. 

Plack  also  likes  Compass  Diversified 
Trust,  which  recently  issued  8  million  new 
shares  at  $16  in  a  secondary  offering.  He 
thinks  it  will  nudge  up  its  above-average 
6.9%  dividend  yield  next  quarter.  It  has  six 
companies  in  its  portfolio,  and  unlike 
Technology  Investment  Capital,  Compass 
seeks  a  controlling  interest  in  all  of  its 
investments.  It  invests  only  in  U.S. -based 
companies  with  cash  flow  of  at  least  $5 
million  a  year.  Compass  owns  stakes  in  a 
medical-device  maker,  an  industrial  com- 
pany and  a  promotional  products  firm, 
among  others. 

A  new  issue  poised  to  go  public  is 
European  Capital,  which  has  made  32 
investments  since  it  was  started  in  2005  by 
American  Capital  Strategies,  the  largest 
publicly  traded  BDC,  with  $11  billion  of 
assets.  Some  of  European  Capital's  recent 
deals  include  participating  in  last  Augusts 
private  equity  buyout  of  drinkmaker 
Orangina  and  in  February's  buyout  of 
French  luggagemaker  Delsey. 

Smaller  BDCs  might  not  offer  ade- 
quate liquidity.  Equus  Total  Return,  for 
example,  which  went  public  in  2000,  has  a 
market  cap  of  just  $73  million.  The  best 
liquidity  can  be  found  in  BDCs  with  mar- 
ket caps  of  over  $400  million.  F 
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Ground-Floor  Stocks 

The  best-performing  new  issue  since  1 997 
was  a  deal  for  only  $29  million. 

By  Scott  DeCarlo  and  Shlomo  Reifman 


THE  U.S.  NEW-ISSUES  MARKET  IS 
on  a  pace  to  have  one  of  its  qui- 
etest years  of  the  past  decade. 
That's  probably  good  news  for 
investors.  When  the  fish  aren't 
biting,  Wall  Street  underwriters  have  to  be 
choosy.  Only  the  strongest  prospects 
make  it  to  market. 

Look  at  the  calendar  of  offerings  at  the 
lower  left.  Although  there  are  several 
exceptions  to  the  rule— and  although  2007 
offerings  are  off  to  a  terrible  start — the  gen- 
eral pattern  is  that  lean  years,  like  2001  and 
2002,  deliver  excellent  returns.  Busy  years 
for  the  new-issues  docket  are  bad  years  in 
which  to  speculate. 

According  to  the  FactSet  Research  Sys- 
tem database,  underwriters  brought  34 
companies  to  market  in  the  first  four 
months  of  2007  and  raised  $7. 1  billion  in 
capital.  These  figures  are  for  offerings  with 


Yearly  Breakdown 

1999  leads  in  number  of  deals  and  in 
capital  raised  but  lags  in  performance. 

AVERAGE 


IPO 
CLASS 

NUMBER 

OF 
ISSUES 

OFFER 
VALUE 
(SBIL) 

PERFORMANCE 

RELTO 
ACTUAL  S&P500 

'97 

452 

$22 

27% 

81 

'98 

279 

28 

69 

132 

*99 

464 

58 

-26 

72 

'00 

349 

56 

-36 

67 

*01 

70 

31 

56 

130 

'02 

67 

18 

80 

130 

03 

64 

10 

;  26 

90 

'04 

169 

33 

U  54 

118 

*05 

141 

24 

111 

'06 

131 

26 

105 

'07 

34 

7 

^4 

93 

an  initial  share  price  of  $5  or  more  and  a 
minimum  offering  value  of  $5  million; 
they  exclude  offerings  of  special-purpose 
acquisition  companies — which  are  more 
venture  capital  pools  than  operating  busi- 
nesses— and  business  development  com- 
panies. For  more  on  those  see  page  164. 

The  best  vintage  over  the  past  decade 
was  1998,  when  underwriters  brought  279 


stocks  to  market.  That  class  of  equities 
benefited  from  a  real  outlier,  Cognizant 
Technology  Solutions.  This  supplier  of 
computer  consulting  services  went  public 
in  June  1998  in  a  $29  million  offering  led 
by  Bank  of  America.  A  $10,000  investment 
in  Cognizant  is  now  worth  $1.1  million. 

Of  the  ten  biggest  disasters— defined 
as  offerings  that  are  now  worthless  or 
nearly  so — eight  are  technology  or  Internet 
related.  Genuity,  an  Internet  services  com- 
pany, was  the  biggest  flop;  it  filed  for  bank- 
ruptcy in  conjunction  with  its  purchase  by 
L-3  Communications.  Morgan  Stanley,  the 
lead  underwriter  on  Genuity,  takes  second 
place  in  capital  raised  since  1997  but  has  an 
unspectacular  relative-to-market  average 
of  92.  Among  the  big  underwriters  Gold- 
man Sachs  has  the  best  performance.  F 


Best  Performers 

COMPANY/LEAD  UNDERWRITER 

OFFER 
DATE 

OFFER 
VALUE 
(SMIL) 

PERFORMANCE 
RELTO 

ACTUAL       S&P  500' 

Cognizant  Tech  Solutions/Bank  of  America 

6/98 

$29 

10,628%  3 

',965 

Amazon.com/Deutsche  Bank 

5/97 

54 

3,032 

,779 

Coach/Goldman  Sachs 

10/00 

118 

1,823  1 

,863 

Ebay/Goldman  Sachs 

9/98 

63 

-  1,619 

,209 

New  River  Pharmaceuticais/WR  Hambrecht 

8/04 

34 

1,6062 

,254 

Biggest  Disasters 

COMPANY/LEAD  UNDERWRITER 

OFFER 
DATE 

OFFER 
VALUE 
(SMIL) 

PEAK  MARKET  VALUE 
(SBIL)  DATE 

Genuity/Morgan  Stanley 

6/00 

$2.0  7/00 

Viasystems  Group/Morgan  Stanley 

3/00 

924 

2.8  7/00 

Williams  Comm  Group/Citigroup 

10/99 

681 

4.0  3/00 

Webvan  Group/Goldman  Sachs 

11/99 

375 

5.9  1/00 

NorthPoint  Comm  Group/Goldman  Sachs 

5/99 

360 

5.3  7/99 

Biggest  Underwriters 


LEAD  UNDERWRITER 

OFFER  VALUE 
(SMIL) 

NUMBER 

OF 
ISSUES 

AVERAGE  PERFORMANCE3 
RELTO 

ACTUAL         S&P  500' 

Goldman  Sachs 

$71,700 

200 

37% 

110 

Morgan  Stanley 

.  60,897 

175 

13 

92 

Credit  Suisse  First  Boston 

52.519 

274 

12 

95 

Merrill  Lynch 

25,610 

131 

26 

102 

Citigroup 

19.392 

110 

6 

86 

Performance  figures  are  from  First-day  close  through  Apr.  30.  'Relative  S&P  500  performance:  the  ending  value  of  $100  invested  in  the  stock  divided  by  the  ending  value  of  $1 
invested  in  the  S&P  500.  Performance  through  acquisition  date.  'Figures  include  those  of  predecessor  underwriters  acquired  by  the  surviving  entity.  Sources:  Bloomberg  Financial 
Markets;  FT  Interactive  Data  via  FactSet  Research  Systems;  Thomson  Financial;  Wilshire  Associates;  Forbes.  For  more,  go  to  www.forbes.com/investmentguide/. 
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The  comfortable,  yet  refined,  Kia  Amanti. 

Sit  back  and  relax  in  the  8-way  power  adjustable*  lap  of  luxury.  Enjoy 
the  spacious  and  well-appointed  interior  with  available  Infinity®  audio 
system.  And  rest  assured,  with  the  safety  of  8-standard  airbags  and 
available  Electronic  Stability  Control  plus  the  power  of  a  264-hp  V6 
engine  and  Sportmatic®  transmission,  your  ride  will  feel  as  good  as  it 
looks.  For  more,  visit  kia.com.  Starting  at  $26,175.* 


Warranty  is  a  limited  powertrain  warranty,  for  details,  see  retailer  or  go  to  hla.com.  Standard  on  driver's  seat  only.  'MSRP  for  base  model  is  $26.1 75.  including  $680  freight,  excluding  taxes,  title,  license,  options  and  retailer 
iharges.  Model  shown  with  optional  features  costs  more.  Actual  prices  set  by  retailer. 
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REAL  ESTATE 


Landlord  Jon  Potvin  reaps  big  tax  savings. 


Cond-oasis 

Still  got  the  nerve  for  investment  real  estate? 
Snatch  a  place  with  built-in  tax  breaks. 

By  Matthew  Swibel 


GONDO-MANIA  IS  NO  MORE. 
Gone  are  the  buyers  camping 
out  overnight  to  bid  on  units. 
Gone  are  the  speculators  who 
bought  property  just  to  flip  it  a 
month  later.  Gone  are  the  double-digit 
annual  price  climbs  in  hot  markets  like 
Seattle,  Fort  Lauderdale  and  Phoenix. 

Today  condominium  developers  offer 
freebies  like  flat-screen  TVs  and  pay  closing 
costs  to  get  folks  through  the  door.  In  2006 
the  median  condo  sales  price  fell  1%,  and  it 
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has  remained  stagnant  in  the  first  part  of 
2007.  The  nations  condo  inventory  is  21% 
higher  than  it  was  last  year. 

But  if  you're  still  interested  in  condos, 
whether  as  a  residence  or  an  investment, 
there  are  even  better  enticements  you  may 
tap:  Some  municipal  governments  are 
offering  tax  breaks  for  condo  develop- 
ments, often  converted  from  previous 
uses.  These  concessions  can  gready  lower 
your  costs. 

You  won't  get  rich  off  these  favors,  but 
they'll  make  it  easier  to  wait  until  the  mar- 
ket recovers.  City  Hall  isn't  granting  the 
tax  goodies,  of  course,  for  the  Gold  Coast. 
The  favored  neighborhoods  are  seedy,  and 
the  best  thing  that  can  be  said  is  that  they 
show  promise.  You're  betting  that  your 
rundown  area  will  gentrify. 

That's  the  case  with  Jon  P.  Potvin, 
who  paid  $216,000  in  October  for  a  two- 
bedroom  condo  in  Union  Square,  a 
180 -unit  development  in  a  former  school 
in  Grand  Rapids,  Mich.  The  131 -year-old 
building  sports  a  rooftop  pool  and  is 
convenient  to  the  city's  down- 
town bar  scene  and  arena. 
Deserted  at  night  and  often  in 
the  day,  his  new  neighborhood, 
designated  an  "improvement 
district,"  is  full  of  rundown 


he  rakes  in  more  than  covers  the  $16,800 
in  carrying  costs — his  mortgage,  home 
insurance  and  homeowners  association 
dues.  On  his  income  tax  return  there's 
one  part  of  these  carrying  costs  that  he 
can't  deduct  (the  repayment  of  principal 
on  the  mortgage),  but  there's  a  paper 
writeoff  that  he  can  claim — $13,500  in 
depreciation.  To  fatten  that  deduction  he 
divided  the  rental  book  value  into  com- 
ponents so  he  can  get  faster  depreciation 
on  items  like  countertops. 

If  Potvin  sells  at  a  gain,  he'll  owe  federal 
income  tax,  but  not  too  much.  Any  gain 
attributable  to  past  depreciation  is  taxed 
federally  at  25%  or  more.  The  balance  is 
taxed  at  a  top  rate  of  15%. 

Tax  abatements  for  residential  devel- 
opment have  been  around  since  at  least 
the  1990s  in  large  cities  such  as  Philadel- 
phia and  New  York,  when  officials  were 
begging  builders  to  rehabilitate  vacant 
buildings  in  downtrodden  neighbor- 
hoods. This  is  a  way  for  politicians  on  the 
left  and  right  to  micromanage  their 


Tax-Wise  Property  Plays 

A  sampling  of  condo  projects  with  tax  abatements. 

TAX  BREAKS 


he's  a  mortgage  consultant  by 
trade.  He  has  rented  out  the 
Union  Square  condo  and  lives 
upstairs  in  a  two-bedroom  pent- 
house condo. 

If  he  unloads  his  rental  unit 
before  2013,  the  purchaser  will 
receive  tax  perks,  which  Potvin  thinks 
will  make  selling  easier.  Any  potential 
occupant  will  get  a  holiday  on  state  and 
local  income  tax  for  owning  in  the 
improvement  district,  where  residents 
pay  only  federal  income  tax  and  school 
bond  levies,  thanks  to  multiple  subsidies 
from  state  and  local  governments.  "That's 
a  huge  part  of  why  it  made  sense  for  me 
to  buy,"  he  says. 

Potvin  saves  $5,300  a  year  in  property 
taxes  on  his  rental  until  2018  (this  benefit 
transfers  to  a  new  owner  as  well).  Because 
of  this  break  the  $18,000  per  year  in  rent 


CITY 

DEVELOPMENT 

EXPIRE' 

Des  Moines 

Olive  Street  Condos 

201 72 

Grand  Rapids 

Union  Square 

20133  and  2018" 

Harrisburg 

Market  Street  Lofts 

201 7? 

Kansas  City 

The  View 

20302 

Richmond 

Lock  Lane 

20235 

Tacoma 

City  Steps 

201 62 

folks  who  can  get  loan  approvals. 

"You  can  spend  more  and  afford  to 
buy  more  house,"  enthuses  Christina 
Buchanan,  project  manager  at  the  City 
Steps  condo  a  few  blocks  west  of  the 
University  of  Washington  campus  in 
Tacoma.  There  the  developer  will  reap  a 
property-tax  break  on  what  it  spent  to 
construct  the  building  on  an  empty  acre 
of  land.  The  condos  include  such  luxury 
amenities  as  granite  countertops,  private 
patios  with  sprinkler  systems  and  natu- 
ral gas  fireplaces.  Once  a  buyer  takes 
over  a  condo,  he  assumes  the  breaks 
through  2016. 

Most  of  these  giveaways  last  a  long 
time.  The  Lock  Lane  condominium  in  the 
leafy  West  End  section  of  Richmond, 
which  became  available  in  April,  offers  a 
15-year  tax  abatement  on  the  $15  million 
worth  of  restoration  to  the  1930s-era  set  of 
brick  apartment  buildings.  (A  developer, 
Robinson  Development  Group,  pur- 
chased the  complex  in  December  2005  for 
$11.2  million.)  City  taxes  get  phased  in 
between  2018  and  2023  at  a  20% 
yearly  clip,  until  they  reach  the 
full  assessed  value. 

If  you  want  to  buy  a  condo 
for  investment,  read  the  fine 
print.  In  many  new  projects 


'Assumes  2007  purchase.  2No  property  tax  on  building  improvements.  JNo 
state  or  city  income  tax.  "No  property  tax.  Exemption  from  property  tax  gets 
phased  in  beginning  in  2018. 


economies  and  promote  social  goals — 
even  to  rejuvenate  downtowns  in  cities 
like  Grand  Rapids  that  most  people  don't 
think  of  as  having  downtowns. 

Over  the  past  year  high-end  condo 
projects  in  locales  such  as  Kansas  City,  Des 
Moines,  Brooklyn,  Harrisburg,  Columbus, 
Tacoma,  Wash,  and  Richmond,  Va.  have 
dangled  similar  tax  holidays  in  front  of 
buyers'  noses  (see  table).  Condo  developers 
are  understandably  happy  for  the  boost. 
For  one  thing,  in  a  time  when  home 
lenders  are  tightening  mortgage  eligibility, 
the  tax  savings  increase  the  number  of 


investors — that  is,  those  who 
don't  live  there  and  rent  out  their 
units— to  as  little  as  10%  of  total 
available  units.  And  that's  despite 
more  lenient  standards  set  by 
Fannie  Mae,  which  buys  many 
condo  mortgages  from  lenders. 
Fannie  Mae  permits  an  investor- 
owned  level  as  high  as  30%. 

The  View,  a  glitzy  (24-seat,  on-site  pri- 
vate movie  theater;  indoor  and  outdoor 
swimming  pools;  24-hour  doorman) 
building  in  Kansas  City,  Mo.  caps  investor- 
owned  units  at  20%.  Of  the  building's  $40 
million  market  value,  $38  million  is  con- 
sidered building  improvements  and  is 
exempt  from  property  taxes. 

For  View  owner  Cory  Kauffman,  29, 
that  translates  to  $77  in  yearly  property 
taxes  for  the  next  22  years  on  his  1,600- 
square-foot  condo,  bought  last  fall.  Without 
the  breaks,  he'd  be  ponying  up  $3,475.  F 
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Groundswell:  Michae 
and  Beth  Yerke  cut 
energy  costs  using  a 
geoth 


Underground  Cash 

Want  a  nice  dividend  so  you  can  cover  your  heating  bill? 
You  could  buy  a  utility  stock,  or  you  could  put  the  money  into 

a  geothermal  system  |  By  Emily  Lambert 


FEBRUARY  WAS  BRUTAL  IN  CHI- 
cago.  Temperatures  fell  below 
zero  on  eight  days.  But  Michael 
Yerke,  vice  president  of  Midwest 
booking  for  Live  Nation,  spent 
only  $250  that  month  heating  his  4,650- 
square-foot  home  in  the  tony  Lincoln 


Park  neighborhood.  He  got  help  from  a 
heat  pump  stored  in  a  utility  closet  in  his 
basement  and  hooked  up  to  a  loop  of 
pipes  buried  underneath  his  home.  He 
figures  the  pump  is  saving  him  $2,000  a 
year,  enough  to  recoup  the  installation 
cost  in  eight  years. 


Geothermal  systems  are  quiet,  long 
lasting  and  fashionably  green.  The  150- 
year-old  technology  is  being  rediscovered, 
inspiring  more  urbanites  and  suburbanites 
to  tap  into  the  power  supply  under  their 
feet.  But  if  you  dig,  avoid  a  few  pitfalls. 

Geothermal  systems  gather  energy 
present  beneath  the  earths  surface,  where 
the  temperature  averages  55  degrees 
(higher  in  Texas,  lower  in  North  Dakota), 
and  concentrate  it  to  provide  space 
heating.  In  a  big  suburban  back  yard  you 
might  have  the  pipes  installed  horizontally, 
at  a  depth  of  5  feet  or  so.  On  Yerkes  tiny  lot 
they  went  in  vertically,  to  a  depth  of  75 
feet.  The  pipes  are  filled  with  a  water- 
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RELIABLE  FRIENDS.  RELIABLE  INCOME.  RELIABLE  FUTURE. 

Transamerica  offers  insurance,  investment,  and  retirement 
strategies  designed  with  one  thing  in  mind — helping  you  get 
what  you  want. 


Contact  your  financial  professional  today  ^TRANSAMERICA 
or  call  1-800-PYRAMID.  The  Power  of  the  Pyramid' 


Insurance  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company,  Cedar  Rapids,  IA  52499, 
and  affiliates.  In  New  York,  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company, 
Purchase,  NY  1 0577.  Products  may  not  be  available  in  all  jurisdictions. 


Member  of  the  AEGOiM  Group 
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Payback 


In  a  geotbermal  system,  pipes 
filled  with  a*toater-antifreeze 
mixture  are  buriect  under- 
ground, where  the  earth  is  a 
constant  55  degrees.  In  the 
winter  the  mixture  absorbs  the 
earth's  heat,  which  is  concen- 
trated and  blown  into  a  home. 
In  the  summer  the  home's  heat 
is  transferred  to  the  mixture, 
which  dumps  the  unwanted 
heat  into  the  ground. 


A  geothermal  system  can  cost 
more  up  front  but  can  pay  for 
|tself  in  four  years  and  then  save 
$129  a  month.  It  can  also,  if 
financed,  generate  immediate 
cash  flow  savings.  For  a  2,352 
square-foot  house  in  Pennsylvania: 

Geothermal 

Price:  $17,700 

Average  monthly  cost:  $83 

Efficiency:  25.1  EER 

Should  last  20  years 

Savings  in  60  months:  521,129' 

Conventional  System 
Price:  $10,000 

Average  monthly  cost:  $212 
Efficiency:  16.5  SEER/12.6  EER 
Should  last  13  years 
Savings  in  60  months:  $11,678 

'Savings  over  older  conventional  system. 
Assumes  fuel  prices  rise  10%  a  year. 
Source:  Energy  Design  Systems. 


antifreeze  mix.  A  water  pump  brings  the 
fluid  indoors.  It  passes  by  a  heat  pump, 
which  is  in  effect  an  air  conditioner  run  in 
reverse.  By  sucking  55-degree  heat  out  of 
the  ground  and  concentrating  it,  the  heat 
pump  is  able  to  deliver  110-degree  heat 
into  the  warm  air  ducts  of  a  central  heat- 
ing system.  In  summer  the  reverse  process 
takes  place:  The  (comparatively)  cool  earth 
becomes  a  waste  dump  for  unwanted  heat 
that  accumulates  inside  the  house. 

The  heat  in  the  earth  is  not  exactly  a  free 
lunch.  The  process  of  concentrating  it  con- 
sumes energy,  in  the  form  of  electricity.  But 
the  energy  consumed  is  much  less  than  the 
energy  delivered  into  the  ductwork  A  typ- 
ical home  geothermal  system  consumes, 
every  month  on  average,  750  to  1,000  kilo- 
watt-hours of  juice  per  1,000  square  feet. 

Philip  Jeffers,  founder  of  Energy  Design 
Systems,  a  software  design  and  consulting 
firm  for  the  air-conditioning  and  gas-appli- 
ance industries,  calculates  the  cost  of  replac- 
ing the  conventional  heating  system  in  his 
2,352-square-foot  home  in  Exton,  Pa.  with 
a  geothermal  one  at  $17,700.  But  a  state-of- 
the-art  conventional  replacement  (which  he 
installed  four  months  ago)  cost  $12,500. 

Jeffers  paid  $371  a  month  for  heating, 
cooling  and  hot  water.  With  the  new  conven- 
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tional  system,  his  bills  dropped  to  $172,  but 
with  a  new  geothermal  system,  his  bills  would 
have  been  $83  a  month.  The  incremental 
$5,200  cost  of  a  ground-assisted  heat  pump 
would  yield  a  dividend  of  $89  a  month,  or 
$1,068  a  year.  If  the  geothermal  system  is, 
conservatively,  destined  to  last  ten  years,  a 
$520  depreciation  charge  should  be  taken  off 
the  annual  heating  bill  benefit,  for  a  net  ben- 
efit of  $548  a  year.  That's  still  a  pretty  good 
return  on  a  $5,200  chunk  of  capital,  certainly 
better  than  the  yield  you  can  get  in  the  stock 
market.  The  heat  pump  dividend  is  tax  free. 

There  are  a  few  catches.  Heat  pumps 
sometimes  break,  and  they  can  have  a  hard 
time  quickly  boosting  the  temperature 
when  you  raise  the  thermostat.  Before  buy- 
ing any  expensive  equipment,  patch  up 
your  home.  David  Dwyer,  the  contractor 
who  built  the  Yerke  family's  home  and 
installed  their  geothermal  system,  says  that 
if  you  have  an  old  and  drafty  house  you 
should,  before  putting  in  a  fancy  heating 
system,  put  in  new  windows,  seal  leaks  and 
add  insulation.  Steven  Baden,  the  executive 
director  of  Residential  Energy  Services 
Network,  which  writes  guidelines  for  home 
energy  audits,  says  most  homes  can  reduce 
heating  and  cooling  bills  by  30%  that  way. 

Be  wary  of  inexperienced  contractors 


attracted  to  the  high  price  tags  associated 
with  geothermal.  Ask  potential  contrac- 
tors what  training  they've  had  and  how 
many  geothermal  installations  they've 
done.  Manufacturers  such  as  Waterfur- 
nace  provide  lists  of  trained  installers.  Call 
references.  Make  sure  the  contractor  is 
accredited  by  associations  such  as  the 
International  Ground  Source  Heat  Pump 
Association.  To  come  up  with  a  quote,  a 
good  contractor  will  do  a  heat-load  cal- 
culation to  determine  what  size  unit  and 
how  much  piping  to  install. 

Get  a  few  bids  and  run  the  numbers.  "I 
know  they're  being  overpriced  because 
everybody  thinks  they're  magic,  and 
they're  selling  it  as  magic,"  says  James  Bose, 
a  professor  at  Oklahoma  State  University 
and  executive  director  of  the  International 
Ground  Source  Heat  Pump  Association. 
But  value  experience.  Florida  contractor 
Mark  Barrett  put  in  geothermal  to  power 
his  own  home,  pool  and  whirlpool.  He 
chose  an  installer  based  on  the  advice  of  a 
trusted  mechanical  engineer. 

Thirty  years  ago  some  contractors  used 
brittle  PVC  pipes  that  burst  when  they  froze. 
These  days  you  should  be  getting  high-den- 
sity polyethylene  pipes.  Craig  Funke,  chief  ex- 
ecutive and  part  owner  of  Equiguard,  which 
provides  warranties  to  the  heating  and  cool- 
ing industries,  says  geothermal  units'  failure 
rates,  including  both  equipment  failure  and 
bungled  installs,  are  equal  to  those  of  conven- 
tional equipment  You  might  pay  10%  more 
for  a  warranty.  Parts  and  repairs  are  pricier. 

A  geothermal  system  should  work  any- 
where regardless  of  the  weather  and  provide 
a  quicker  return  on  investment  than  solar 
panels  do,  but  it  gets  only  a  $300  federal  tax 
credit  (solar  panels  get  you  up  to  $2,000). 
The  most  recent  federal  energy  bill  allowed 
for  a  $3,000  tax  rebate  for  geothermal,  but 
that  remains  unfunded. 

Some  utilities  offer  rebates  and  dis- 
counted electric  rates.  Those  can  come 
and  go.  Yerke  has  been  paying  a  dis- 
counted rate  to  Exelon-owned  ComEd, 
but  that  rate  is  being  phased  out.  "I  didn't 
expect  to  get  the  lower  rate,"  Yerke  says.  "It 
was  kind  of  a  bonus."  Even  without  the 
discount,  he  figures,  he  would  get  back  the 
$16,000  incremental  cost  of  his  heat  pump 
in  eight  years.  F 
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Depreciate  It 

Many  small-time  landlords  miss  out  on  tax  savings. 
Do  you  know  how  long  the  dishwasher  will  last? 

By  Ashlea  Ebeling 


ROBERT  KELLY  AND 
his  wife,  Sue  Ann, 
retired  young — he 
from  pharmaceu- 
ticals, she  from 
Cisco — and  moved  from 
Mountain  View,  Calif,  to 
Louisville,  Colo.  Kelly,  now  just 
40,  became  a  landlord  after 
sinking  $225,000  into  two 
rental  properties  and  discov- 
ered an  arcane  subject  that  be- 


devils many  of  the  nations  15  million  small- 
time landlords:  accelerated  depreciation. 

These  amateur  real  estate  investors 
have  a  comparatively  simple  alternative. 
They  can  claim  straight-line  depreciation, 
deducting  the  initial  value  of  a  residential 
rental  building  in  equal  amounts  over  27.5 
years  or  an  office  building  over  39  years. 
(You  can't  claim  depreciation  on  the  land.) 
On  a  $100,000  rented  house,  youd  write  off 
$3,636  a  year  in  depreciation,  in  addition 
to  deducting  your  interest,  utilities  and  other 
operating  costs. 

Kelly's  accountant  suggested  he  do  it  the 
easy  way.  But  instead,  Kelly  found  a  Web 
site,  Depreciate'em,  that  convinced  him  it 
was  worth  claiming  depreciation  the  more 
complicated,  accelerated  way:  You  break  the 
property  into  components  and  group  those 
that  theoretically  don't  last  as  long  into 
writeoff  periods  of  15, 7  or  even  5  years.  By 
breaking  out  items  that  can  be  depreciated 
in  5  years,  such  as  kitchen  appliances  and 
blinds,  Kelly  figures  to  save  $6,000  in  taxes 
over  the  first  5  years  from  his  rental  ven- 
ture. He  says,  "Now  I'm  telling  all  of  my  in- 
vestor buddies:  'If  you  have  an  investment 
property,  take  it  like  a  sponge  and  squeeze 
it.'"  Furniture  gets  written  off  over  7  years. 
The  15-year  schedule  applies  to  driveways, 
fencing  and  shrubs. 

Whether  you  do  taxt  yi  mrself  oi  use  a 
tax  pro,  you  should  at  lea        sider  accel- 


erated depreciation,  particu- 
larly now  that  software  makes 
tracking  and  calculations  easier. 
"It's  an  overlooked  tax  deduc- 
tion," says  Stephen  Fishman,  au- 
thor of  Every  Landlord's  Tax 
Deduction  Guide  (Nolo,  2006). 

Even  some  relatively  so- 
phisticated investors  miss  out, 
says  James  Wittmer,  head  of 
Grant  Thornton's  "cost  segrega- 
■■■■■  tion"  practice — a  fancy  name 
for  professionals  who  charge  $5,000  to  take 
your  buildings  apart  like  a  jigsaw  puzzle, 
down  to  the  electrical  wiring,  to  maximize 
depreciation. 

Last  year  Wittmer's  unit  helped  a  Texas 
investor  who  bought  eight  apartment  build- 

REMEMBER  THE 
DEDUCTIONS 

Many  small  landlords  miss  a  lot 
of  deductions  that  have 
nothing  to  do  with 
depreciation,  says  Scott  Brueggeman, 
founder  of  Completelandlord.com,  which 
offers  online  deduction  tips.  "One  of 
the  biggest  things  and  least  glamorous 
part  of  being  a  landlord  is  the  record- 
keeping," he  says.  But  it  can  pay  off. 
Deductions  for  landlords: 

48.5  cents  a  mile  for  trips  to  your 
rental  property  or  the  hardware  store 
0  a  cell  phone  used  exclusively  for 
your  landlord  duties 
'  lease  forms,  tenant  credit  checks 
interest  on  credit  card  purchases 
of  items  for  your  property 
0  startup  expenses,  including  insur- 
ance premiums  (but  not  title  insurance) 
advertising  for  vacancies,  including 
the  cost  of  building  a  Web  site 


ings  in  1989  deduct  an  extra  $168,000  by 
finding  $370,000  worth  of  missed  short-life 
deductions.  (You're  allowed  to  recoup  these 
missed  items  in  one  fell  swoop,  without  fil- 
ing amended  returns.) 

Be  wary,  however,  of  segregators  who 
work  on  commission — they  have  a  built-in 
incentive  to  inflate  your  deductions,  Wittmer 
says.  And  the  Internal  Revenue  Service 
knows  it. 

Many  CPAs  believe  that  accelerated  de- 
preciation isn't  worth  the  hassle  for  small 
landlords.  And  the  risk  of  an  audit  is  only  part 
of  their  leeriness.  A  big  reason  is  that  after 
interest  and  other  costs,  many  small  landlords 
don't  report  a  taxable  profit  anyway.  And 
claiming  more  depreciation  to  produce  a  loss 
doesn't  help  them.  That's  because  most  high 
earners  can  use  "passive"  real  estate  losses  only 
to  offset  passive  income  (say,  from  profitable 
rentals)  and  not  to  reduce  tax  on  income  from 
their  salary  or  stock  and  bond  investments. 

Still,  there  are  two  important  exceptions 
to  those  passive-loss  rules.  First,  if  your  mod- 
ified adjusted  gross  income  is  below  $100,000, 
you  can  use  up  to  $25,000  in  passive  losses 
from  your  properties  to  offset  other  income 
of  any  type.  Up  to  $150,000  in  AGI,  you'll  be 
allowed  to  claim  part  of  the  $25,000. 

Second,  if  you  or  your  spouse  "materi- 
ally participate"  in  the  management  of  the 
properties  and  can  prove  to  the  IRS  that  one 
of  you  is  a  real  estate  professional,  you  can 
deduct  unlimited  losses  from  real  estate 
against  any  family  income.  (That's  the  sweet 
spot  Kelly  found.) 

The  other  problem  with  accelerated  de- 
preciation is  that  it  defers,  not  eliminates,  tax. 
So  the  additional  writeoff  you  claim  in  year 
1 1  is  a  writeoff  you're  not  claiming  in  year 
26.  Moreover,  if  you  sell  the  building  at  a 
profit,  all  the  accelerated  depreciation  is  "re- 
captured" back  into  ordinary  income  and 
taxed  at  rates  of  up  to  35%.  (The  straight-line 
portion  of  the  depreciation  gets  recaptured 
and  taxed  at  25%;  further  profits  get  the  15% 
long-term  rate.)  If  you  flip  the  property,  all 
the  fancy  footwork  with  the  components  gets 
you  only  a  modest  interest-free  loan  from  the 
government. 

But  there's  a  big  exception  that  can 
make  accelerated  depreciation  more 
valuable,  not  less.  If  those  blinds  you 
depreciated  over  five  years  have  since  been 
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DON'T  LET  YOUR  NEST  EGG  GET  AWAY  FROM  YOU.  With  so  many  complicated 
factors  to  consider,  it's  easy  to  allow  your  nest  egg  to  wander  off  in  the  wrong  direction.  That's  why  you 
need  the  kind  of  solid,  objective  advice  our  financial  consultants  provide.  For  more  than  118  years,  it's 
been  the  best  way  to  keep  you  and  your  nest  egg  together.  Visit  agedwards.com  or  call  866-379-4243. 
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ALTERNATIVE  INVESTING 


A  Goldbug  s  Guide 

For  the  truly  fearful,  owning  the  barbarous  relic  can  give  peace 
of  mind.  Some  ways  are  more  bothersome  or  risky  than  others. 

By  Chana  R.  Schoenberger 


replaced,  you  don't  have  to  recapture  any 
prior  depreciation  claimed  on  them. 

If  you  decide  to  use  accelerated  depre- 
ciation, can  you  do  it  yourself?  Narinder 
Sandhu  and  Pankaj  Shukla,  who  left  jobs  de- 
veloping payroll  and  accounting  software  for 
Intuit  to  build  the  Depreciateem  Web  tool, 
think  so.  Their  service  works  like  this:  You 
start  with  your  closing  statement  and  check 
off  whether  you  have  such  items  as  a  high- 
end  stove,  kitchen  cabinets,  ceiling  fans.  The 
program  tags  each  asset  with  the  right  life 
span.  You  can  plug  in  the  actual  cost  for  an 
item,  if  you  have  a  receipt  (or  can  get  a  copy 
of  one  from  the  previous  owner),  or  pick 
among  price  ranges  the  software  generates 
based  on  national  market  surveys. 

For  items  where  construction  costs  vary 
by  region — say,  a  gravel  driveway— the  Web 
tool  gives  you  tips  on  how  to  look  up  a  re- 
alistic cost.  Then,  it  calculates  depreciation 
and  spits  out  a  "Depreciation  and  Amor- 
tization" Form  4562  to  attach  to  the  Sched- 
ule E  of  your  tax  return.  Depreciateem  is 
free — for  now — but  the  owners  plan  to  start 
charging  for  it,  likely  by  this  summer. 

One  caution:  If  you're  audited,  you'll 
need  to  show  support  for  your  estimates. 
If  you  can't  get  receipts  from  the  previous 
owner,  take  pictures  to  document  the 
high-end  appliances  or  fancy  shrubs  you're 
writing  off. 

Why  might  you  need  professional 
help?  Which  category  something  fits  into 
isn't  always  cut-and-dried.  The  IRS  arms  its 
auditors  with  a  Cost  Segregation  Audit 
Techniques  Guide.  (You  can  read  it  at  the 
"Businesses"  section  of  IRS.gov.)  As  the 
guide  notes,  there  have  been  many  (and 
sometimes  conflicting)  court  decisions  on 
the  classification  of  property.  Most  relate  to 
commercial  properties  but  can  also  apply 
to  residential  rentals.  An  appendix  lists 
some  real  examples:  The  hanging  lanterns 
and  chandeliers  at  a  Shoney's  restaurant  are 
five-year  property,  recessed  bed  lighting  at 
a  hospital  is  a  27.5-year  property,  and  spot- 
lights and  flood  lamps  can  be  either.  "Wel- 
come to  the  IRS  confusing  the  — -  out  of 
people,"  says  Grant  Thorntons  Wittmer. 

Another  source  of  help:  Publisher  CCH 
just  put  out  a  how-to  book  on  the  subject: 
Practical  Guide  to  Cost  Segregation,  by  Paul 
G.  Di  Nardo.  F 


|  N  THE  PANTHEON  OF  COMMODITIES 
I  with  nice  price  runs  over  the  past 
I  several  years,  gold  has  a  special 
I  shine.  Gold  is  what  investors  turn  to 
I  when  they're  scared.  If  you  want  to 
make  money,  buy  stocks.  If  you're  afraid 
of  losing  all  your  money,  buy  gold.  Not  a 
lot  of  gold — even  the  most  bearish  port- 
folio managers  recommend  putting  only 
10%  of  your  money  into  commodities — 
but  enough  to  give  assurance  that  you 
won't  be  destitute  if  the  U.S.  economy 
falls  over  dead. 

That's  because  gold's  price  isn't  corre- 


lated, positively  or  negatively,  with  stock 
market  averages.  It's  more  closely  tied  to 
how  investors  think  the  economy,  infla- 
tion and  the  dollar  are  doing.  Since  the 
dollar  has  been  weak  recendy,  gold  prices 
are  up.  Worries  about  international  insta- 
bility and  oil  shortages  add  to  its  allure. 

The  price  of  a  troy  ounce,  $666  in 
early  May,  is  considerably  up  from  last 
year's  average  $606.  That's  not  as  high  as 
the  alltime  peak  of  $850  in  1980,  when 
double-digit  inflation  was  rampant  and  oil 
was,  it  seemed,  headed  to  $100  a  barrel. 
But  that  $850  in  today's  dollars  is  $2,275. 
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So  by  this  yardstick,  gold  now  has  some 
catching  up  to  do. 

Jeffrey  Christian  of  CPM  Group,  a  New 
York  commodities  research  firm,  is  a  gold  bulL 
His  case:  "The  things  that  caused  investors 
to  buy  record  amounts  of  gold  have  not  gone 
away  and  will  not  go  away  anytime  soon." 

More  than  a  physical  commodity,  gold 
is  a  symbol,  harking  back  to  the  times 
when  the  worlds  monetary  systems  were 
based  on  it.  Universally  recognized  as  a 
store  of  value,  gold  can  be  bought  and  sold 
in  any  country.  There  are  4  billion  ounces 
of  gold  in  peoples  hands,  enough  to  fill  a 
cube  60  feet  on  a  side.  Of  this,  investors 
own  1  billion  and  central  banks  another 
billion,  with  the  remainder  in  jewelry  and 
other  baubles.  Last  year  79  million  ounces 
were  extracted.  Two-thirds  went  to  jew- 
elry makers  and  the  rest  to  bullion. 

The  uneasiness  that  has  prompted 
higher  gold  prices  can  be  found  every- 


where, but  especially  in  the  developed 
world.  Since  2003,  Christian  notes, 
investors  have  been  hoarding  gold  in  Aus- 
tralia, Malaysia  and  Thailand,  all  places 
with  no  political  risk — that  is,  their  gov- 
ernments have  historically  not  frozen  pri- 
vate assets.  If  some  economic  disaster 
arises  that  prevents  these  investors  from 
getting  at  their  cash  or  getting  value  from 
it,  they  still  have  their  gold. 

If  you  want  to  own  gold  that  you  can 
touch,  you  can  buy  bullion,  but  you'll  pay 
a  pretty  price.  There  will  be  a  markup 
when  you  buy  it,  a  markdown  when  you 
sell  it  and  fees  to  store  and  insure  it.  Fideli- 
Trade  in  Wilmington,  Del.  sells  gold  in 
lots  ranging  on  average  from  $5,000  to 
$40,000,  at  a  price  between  2%  and  7% 
above  the  wholesale  value.  Half  the  states, 
including  Illinois,  Georgia  and  Michigan, 
don't  collect  sales  tax  on  gold  bars 
or  coins.  If  you  live  in  the  other  half,  or 
certain  cities,  you'll  have  to  pay  tax. 

You  can  also  get  one-ounce  gold  coins 
from  dealers.  The  most  popular  are  the 
American  Eagle,  the  Canadian  Maple  Leaf 
and  the  South  African  Krugerrand.  They 
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all  trade  at  a  premium  to  their  metal  con- 
tent. When  gold  was  at  $666,  FideliTrade 
was  buying  small  quantities  of  Eagles  at 
$675  and  selling  at  $689. 

Whether  it's  in  bar  or  coin  form,  you'll 
need  insurance  for  your  gold,  both  while 
it's  in  transit  from  the  dealer  and  when  it's 
in  your  storage  container.  FideliTrade 
offers  insured  storage  for  0.75%  yearly  of 
your  hoard's  value;  Monex  of  Newport 
Beach,  Calif,  sells  the  same  for  25  cents 
per  ounce  per  month. 

If  you  choose  to  keep  it  in  your  base- 
ment, be  aware  that  your  homeowner's 
insurance  probably  won't  cover  it.  Allstate, 
which  insures  one  out  of  every  eight 
homes,  covers  up  to  $600  under  a  version 
of  its  standard  policies.  Above  that  you'll 
have  to  pay  for  a  special  rider.  The  cost  of 
your  gold  insurance  can  be  a  miscella- 
neous itemized  deduction — if  you  take 
those.  Gains  on  collectibles,  such  as  gold 


coins,  are  generally  taxed  at  25%. 

But  do  you  need  to  touch  your  assets? 
Bruce  Greenwald,  a  professor  who  heads 
Columbia  Business  School's  value-invest- 
ing program,  says  it's  dumb  for  individual 
investors  to  own  commodities  directly.  One 
idea  is  to  buy  an  intangible  that  tracks 
gold — such  as  an  exchange-traded  fund. 

The  first  gold  bullion  ETF,  StreetTracks 
Gold  Shares,  started  trading  on  the  Big 
Board  in  2004.  At  25  million  shares  traded 
per  week  and  backed  by  500  tons  ($10  bil- 
lion) of  metal,  this  has  the  deepest  liquidity 
of  the  gold-related  ETFs.  It  and  its  twin, 
iShares  Comex  Gold  Trust,  which  trades 
on  the  American  Stock  Exchange,  run  up 
annual  expenses  of  0.4%  of  assets.  Both 
trade  within  1%  of  their  net  asset  value. 

Another  ETF  is  the  Powershares  DB 
Gold  Fund,  with  net  assets  of  $22  million 
and  a  0.54%  annual  expense  burden.  This 
fund  owns  gold  futures,  not  bullion. 
Because  you  simply  own  ETF  shares,  you 
are  taxed  in  both  cases  on  gains. 

Or  you  could  buy  gold  futures  on  your 
own.  A  100-ounce  contract  on  the  New  York 
Mercantile  Exchange's  Comex  gives  you  the 


same  exposure  to  the  metal  as  a  $67,500  in- 
vestment in  Powershares  DB  Gold.  You  can 
buy  a  contract  with  only  10%  or  1 5%  down, 
but  it's  not  a  good  idea.  Plunk  down  the 
whole  $67,500  in  your  futures  account  and 
invest  most  of  the  collateral  in  Treasury  bills. 

Advantage  to  direct  purchase:  saving 
that  0.54%  annual  expense  burden  the  ETF 
charges.  Disadvantage:  getting  nicked  by 
floor  traders  on  the  futures  exchange.  A 
retail  customer  confronts  a  bid/ ask  spread 
of  perhaps  10  to  40  cents,  says  Comex 
trader  Stephen  Spivak.  How  far  out  should 
the  future  go?  You've  got  a  tradeoff  here 
between  the  deeper  liquidity  found  in 
the  nearer-term  contracts  and  the  lower 
trading  costs  of  buying  far-out  futures  that 
don't  have  to  be  rolled  over  so  often.  Spi- 
vak recommends  going  out  one  month, 
known  as  the  front  month. 

You'll  pay  capital  gains  rates  on  your 
futures  gains,  and  your  interest  income 
from  the  Treasurys  as  your  collateral  will  be 
taxed  at  ordinary  income  rates.  Long-term 
capital  gains  are  taxed  at  15%  and  short 
term  at  your  regular  marginal  tax  rate. 

There's  yet  another  way  to  get  gold 
exposure:  via  mining  stocks.  These  shares  rise 
and  fall  as  the  price  of  gold  does,  but  they  tend 
to  be  three  times  as  volatile.  If  the  price  of 
gold  rises  (or  falls)  by  10%,  a  miner's  shares 
might  rise  (or  fall)  by  30%.  The  main  reason 
for  volatility:  operating  leverage.  If  it  costs  a 
mine  $400  to  get  an  ounce,  then  a  10%  move 
in  the  price  of  gold  from  $600  to  $660 
increases  the  gross  profit  by  30%. 

An  exchange-traded  fund  exists  for 
mining  stocks,  too:  Market  Vectors  Gold 
Miners.  The  $609  million  fund  has  36 
stocks  and  runs  up  a  0.55%  expense  tab. 

Among  open-end  funds,  one  of  the 
hottest  is  the  $175  million  Midas  Fund, 
with  a  30%  annual  return  over  the  last  five 
years.  Annual  expenses  (not  counting 
interest)  are  1.96%.  Holdings  include 
Golden  Cycle  Gold,  BHP  Billiton  (with  just 
a  dash  of  gold  in  its  operations)  and 
Freeport-McMoran  Copper  &  Gold.  Two 
of  the  cheaper  gold  funds  are  American 
Century  Global  Gold  Fund  and  Fidelity 
Select  Gold  Portfolio. 

If  you  want  a  piece  of  the  gold  business 
downstream,  you  always  can  buy  stock  in  the 
nation's  largest  gold  merchant:  Wal-Mart.  F 
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INTERNATIONAL 


DAVID  WHITE  IS  A  69-YEAR- 
old  retiree  in  Houston.  "I'm 
not  so  concerned  at  my  age  if 
I  increase  my  portfolio  value," 
he  says.  "I  want  income."  And 
where  does  he  get  it?  In  a  part  of  the  world 
known  more  for  volatility  and  growth 
than  for  steady  payouts:  Asia.  Five  of  his 
40  holdings  are  from  the  region,  and  he 
expects  that  number  to  grow. 

The  Asian  stock  market  yields  the 
same  1.8%  that  you  get  on  the  S&P  500, 
but  those  Asian  payouts  have  better 
prospects  for  growth.  Dividends  from 
Asian  companies,  excluding  Japanese 
ones,  have  risen  threefold  during  the  last 
decade,  while  dividends  from  Japanese 
companies  have  doubled  over  the  same 
period.  The  payout  on  the  S&P  500  was 
$24.70  per  share  last  year,  up  66%  from 
$14.90  per  share  a  decade  ago. 

"Sentiment  is  shifting.  Investors  are 
discovering  that  the  emerging  markets  are 
also  good  dividend  plays,  with  greater 
upside  returns  versus  those  in  the  devel- 
oped markets,"  says  Joseph  Quinlan,  chief 
market  strategist  at  Bank  of  America. 

Countries  like  China,  Taiwan,  Singa- 
pore, Indonesia  and  Malaysia  are  all  home 
to  companies  with  high  dividend  yields 
and  the  underlying  economic  growth  to 
expand  them.  Dividend-paying  compa- 
nies are  perceived  to  be  more  mature, 
don't  grow  unsustainably  fast  and,  as 
investors  don't  value  them  as  growth 
stocks,  are  cheap.  But,  as  in  the  U.S.,  you 
have  to  be  wary  of  high  yields  built  on 
unsustainable  cyclical  earnings. 

One  reason  Asia  has  taken  to  the  divi- 
dend is  that  share  buybacks,  now  an 
accepted  mechanism  in  the  U.S.  for  dis- 
tributing cash  to  investors,  have  not  yet 
caught  on  there.  U.S.  managers  have  a 
cynical  reason  to  prefer  a  share-boosting 
buyback  regimen  over  a  quarterly  payout: 
It  makes  their  options  more  valuable. 
Executive  stock  options  are  far  less  preva- 
lent in  Asia. 

Several  funds  available  to  U.S.  investors 
are  dedicated  to  making  money  in  Asia 
through  dividend  stocks.  One  of  the  newest 
is  the  Matthews  Asia  Pacific  Equity  Income 
Fund.  The  fund  has  $45  million  under 
management,  an  expense  ratio  of  1.5%  and 


Pacific  Overtures 

Looking  at  investing  in  Asia  but  don't  like  the  volatility? 
Add  a  dash  of  income-generating  companies  to  your  mix. 

By  Alex  Davidson 
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Payout  Time 

These  nine  Asian 
companies  all  offer 
decent  dividend 
yields,  with  the 
prospect  of  more  to 
come  as  the  region's 
economies  continue 
to  expand  at  a 
rapid  clip. 


NAME/BUSINESS 

COUNTRY 

RECENT 

52-WEEK 
HIGH 

P/E 

YIELD 

5- YEAR 
GROWTH 

China  Steel  Corp  1  steel 

Taiwan 

$1.19 

$1.22 

11 

<9J> 

24%* 

Digi.com  1  telecom 

Malaysia 

6.23 

6.29 

18 

5.3 

NA 

Esprit  Holdings  1  apparel 

Hong  Kong 

12.34 

12.69 

28 

1.5 

69 

Greatek  Electronics  1  electronics 

Taiwan 

1.50 

1.66 

10 

5.3 

41 

HSBC1 1  banking 

Hong  Kong 

94.42 

98.18 

13 

3.6 

11 

Krung  Thai  Bank  1  banking 

Thailand 

0.34 

0.41 

9 

4.6 

3 

PetroChina1 1  oil  v 

China 

125.92 

142.12 

12 

26 

Taiwan  Semiconductor1 1  semiconductors 

Taiwan 

10.70 

11.55 

23 

& 

29. 

Telekomunikasi1 1  telecom 

Indonesia 

45.53 

47.02 

19 

1.0 

50 

Prices  in  U.S.  dollars  as  of  May  4.  'American  Depositary  Receipt.  NA:  Not  applicable.  Sources:  l/l/or/cfecope  via  FactSet  Research  Systems;  Bloomberg. 


net  yield  (after  those  expenses)  that  will 
probably  be  between  2%  and  3%.  The 
fund's  total  return  since  its  inception  last 
October  is  17%,  versus  12%  for  the  MSCI 
All  Country  Asia  Pacific  Index.  Manager 
Andrew  T.  Foster  says  dividends  put  com- 
panies on  a  "capital  diet":  A  company  has  to 
stay  lean  to  pay  out  income  to  shareholders. 

Foster  has  18%  of  his  portfolio  in 
China  and  Hong  Kong.  One  of  his  hold- 
ings is  PetroChina,  No.  41  on  the  Forbes 
Global  2000  ranking  of  blue  chips.  This  oil 
company  paid  out  $8.8  billion  in  divi- 
dends in  2006.  The  stock  yields  3.1%. 
Other  big  payers:  Bank  of  China  ($1.3  bil- 
lion last  year;  indicated  yield,  1.04%)  and 
China  Mobile  ($4  billion;  1.9%). 

Chinas  average  dividend  yield  of  2.1% 
is  outclassed  by  Thailand's  4.3%,  Taiwan's 


4.1%  and  Singapore's  3.4%. 

Another  Matthews  holding  is  Taiwan 
Semiconductor,  an  affordable  stock  at  14 
times  trailing  earnings.  The  company 
started  paying  a  dividend  three  years  ago 
and  now  yields  4.3%.  Foster  says  the  once 
capital-hungry  chipmaking  industry  is 
changing  and  won't  need  as  much  money 
for  factory  building.  This  company  had 
$4.2  billion  in  the  bank  at  last  count  and 
only  $615  million  in  interest-bearing  debt. 

Edmund  Harriss,  portfolio  manager  of 
the  $4  million  Guinness  Atkinson  Asia 
Pacific  Dividend  Fund,  says  Asian  compa- 
nies in  the  last  decade  have  gotten  better 
at  managing  their  cash,  debt  and  capital 
expenditures.  Before,  he  says,  companies 
were  too  focused  on  expanding  to  keep  up 
with  their  booming  economies.  Now  they 


occasionally  think  about  their  responsibil- 
ities to  investors. 

Harriss'  fund  is  so  tiny  and  costly 
(expense  ratio,  2%)  that  you  probably 
don't  want  to  own  it.  But  you  can  crib 
from  it.  Two  of  his  holdings  are  Tele- 
komunikasi Indonesia,  with  a  dividend 
yield  of  1%,  and  DiGi  Telecommunica- 
tions, yielding  5.3%.  The  former  has  300 
million  wired  and  wireless  customers  and 
is  enjoying  the  rising  affluence  of  Indone- 
sia. The  latter  is  the  third-largest  wireless 
operator  in  Malaysia  and  is  pinning  its 
growth  to  the  youth  market.  Telekomu- 
nikasi has  a  New  York-listed  American 
Depositary  Receipt.  To  get  DiGi  you'll 
have  to  find  a  broker  who  can  handle  a 
trade  on  the  Kuala  Lumpur  exchange.  F 
For  more  picks,  go  to  Forbes.com. 
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INSURANCE 


AS  THE  CO-OWNER  OF  A  GRAPHIC  DESIGN 
business  in  San  Diego,  Calif.,  John  O'Connell 
felt  it  prudent  to  offer  his  30  employees  a 
group  insurance  policy.  He  chose  a  large  Cali- 
fornia health  maintenance  organization, 
Kaiser  Permanente,  as  a  provider  and  an  expensive  no- 
deductible  plan  as  a  policy.  The  monthly  premium  for  a 
family  was  $922.  Employees  did  not  have  the  option  of 


Healthy  Choices 

Competition  and  transparency  have  finally  arrived 
in  the  individual  health  insurance  market. 

By  Carrie  Coolidge 
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Investments  aren't  like  hot  dogs.  You  really 
should  know  what's  inside  them. 


If  you  knew  your  hot  dog  was  made  of  pig  lips,  hooves  and  tails,  you'd  lose  your  appetite  for  lunch.  By  the  same 
oken,  if  you  knew  your  portfolio  was  stuffed  with  surprises,  you'd  lose  your  appetite  for  investing.  That's  why  State 
•freer,  created  SPDRs  .  .  It's  a  family  of  ETFs  that  lets  you  precisely  match  your  investments  to  your  investment  strategy. 
>o  there  are  no  surprises.  Technology.  Energy.  Homebuilders.  Whatever  the  market  segment,  you  get  precisely  what's 
in  the  label.  Nothing  more.  Nothing  less.  For  more  information,  visit  us  at  www.spdretfs.com.  Ignorance  is  bliss  when 
t  comes  to  the  ingredients  you  put  in  your  mouth.  Not  your  portfolio. 


State  Street  Global  Advisors 

Precise  in  a  world  that  isn't: 


Before  investing,  carefully  consider  the  funds'  investment  objectives, 
NT  ATP  ^TRP'PT       ^    risks,  charges  and  expenses.  To  obtain  a  prospectus,  which  contains  this 
mi  _L_  .J11V1_J_,1,      }y,ur,l  }s  and  Qther  jmportant  information,  call  1.866.787.2257.  Read  it  carefully. 


TPs,  such  as  SPDRssm,  MidCap  SPDRs™  and  Diamonds  ''  trade  like  stocks,  are  subject  to  investment  risk  and  will  fluctua, 
PDR  shares,  MidCap  SPDRs,  and  Diamonds  are  issued  by  SPDR  Trust,  MidCap  SPDR  Trust,  and  Diamonds  Trust  respectively. 

dcus  funds  can  be  more  volatile  because  of  their  narrow  concentration  in  a  specific  industry. 

he  "SPDR"  trademark  is  used  under  license  from  The  McGraw-Hill  Companies,  Inc.  ("McGraw-Hill").  No  financial  product  offe 
lobal  Advisors,  a  division  of  State  Street  Bank  and  Trust  Company,  or  its  affiliates  is  sponsored,  endorsed,  sold  or  promote 
istributor:  State  Street  Global  Markets,  LLC,  member  NASD,  SIPC.  ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  d 
lares,  MidCap  SPDRs  and  Dow  Diamonds,  unit  investment  trusts  and  Select  Sector  SPDRs. 
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accepting  a  higher  deductible  in  return  for 
a  lower  premium. 

Some  workers  had  no  choice  but  to 
sign  up.  Preexisting  medical  conditions 
ruled  out  the  possibility  of  buying  individ- 
ual policies  on  their  own.  But  O'Connell, 
55,  did  opt  out  of  his  own  firms  plan.  He 
went  instead  to  Ehealthinsurance.com,  an 
Internet  brokerage. 

There  he  found  several  affordable 
individual  policies  to  cover  himself,  his  42- 
year-old  wife,  Simone,  and  two  children, 
ages  7  and  8.  He  chose  a  high-deductible 
($7,000  a  year)  Blue  Cross  plan  with  a 

Take  Your  Pick 


$326  monthly  premium.  The  O'Connells 
coupled  that  with  a  Health  Savings 
Account  managed  by  Fidelity. 

"This  made  a  lot  more  sense  for  us 
because  we  are  a  healthy  family,"  says 
O'Connell.  He  is  insuring  against  cata- 
strophic costs  while  using  his  monthly 
savings  to  build  up  a  kitty  for  future  health 
care  needs.  Besides  spreading  risk,  an 
insurance  policy  gives  the  customer  bar- 
gaining power,  and  O'Connell  doesn't  miss 
out  there.  He  gets  the  lower,  contracted 
rates  negotiated  by  Blue  Cross  for  doctor 
visits  and  prescriptions. 

Millions  of  Americans  are  turning  to 
individual  policies,  because  they  either  are 
self-employed,  have  retired  before  they 
are  Medicare  eligible,  have  no  other 
option  or,  like  the  the  O'Connells,  opt  out 
of  an  employer- sponsored  group  plan  that 
looks  too  expensive.  The  Kaiser  Family 
Foundation  estimates  that  13  million  peo- 
ple who  are  not  Medicare  eligible  are  buy- 
ing health  insurance  directly.  Aetna, 
Assurant  Health,  Blue  Cross,  Blue  Shield, 
WellPoint,  UnitedHealthcare  and  Humana 
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are  now  offering  a  wider  range  of  individ- 
ual plans  than  ever  before. 

Before  shopping  for  a  policy,  figure  out 
your  family's  medical  coverage  needs.  Do 
you  visit  the.  doctor  frequently?  Do  you 
need  coverage  for  maternity  care  or  pre- 
ventive checkups  for  children?  Do  you 
have  a  specific  doctor  that  you  want  to 
continue  to  see?  Perhaps  you  need  cover- 
age only  in  case  of  an  emergency  or  acci- 
dent? "Consider  how  many  times  you  vis- 
ited the  doctor  in  the  last  year,  if  you  need 
prescription  drugs  or  have  any  chronic 
health  problems,"  says  Ehealthinsurance 


Vice  President  Robert  Hurley.  "Putting  a 
little  thought  into  what  you  need  from  a 
health  insurance  plan  will  help  you  be 
more  efficient  as  you  review  the  plans 
available  online." 

A  healthy  nonsmoking  40-year-old 
male  living  in  California  might  qualify  for 
an  individual  policy  with  Health  Net  for 
$89  a  month  with  a  $1,500  deductible. 
Alternatively,  he  might  choose  to  pay  $282 
a  month  for  a  policy  offered  by  Kaiser  Per- 
manente  that  has  a  $500  deductible  and 
somewhat  different  benefits.  Online  bro- 
kers include  the  Ehealthinsurance.com 
O'Connell  used  and  NetQuote.com.  You 
can  also  shop  for  policies  online  directly 
from  an  insurer,  such  as  HumanaOne  and 
Health  Net. 

Getting  a  quote  online  is  easy:  Just 
enter  your  ZIP  code  and  your  birth  date 
and  you  will  immediately  see  health 
insurance  policies  that  are  available  where 
you  live.  Fill  out  a  brief  questionnaire  and 
you  will  get  preliminary  quotes  within  a 
few  seconds.  An  individual  plan  can  take 
1  to  30  days  to  be  approved,  depending  on 


the  health  conditions  that  need  to  be  eval- 
uated. Anyone  over  40  can  expect  the 
insurer  to  examine  medical  records  before 
approving  an  application. 

A  family  history  with  high  risk  factors 
does  not  play  a  part  in  health  insurance 
rates  (as  it  would  with  life  insurance  rates). 
Preexisting  conditions  do. 

As  a  rule  of  thumb,  plans  with  higher 
deductibles  are  more  likely  to  accept  peo- 
ple with  preexisting  conditions  such  as 
high  cholesterol  or  hypertension.  "These 
individuals  have  more  financial  skin  in 
the  game  and  will  be  more  conscious  how 
they  use  their  plan  dollars,"  says  Tod 
Zacharias,  head  of  strategy  for  Humana- 
One, the  individual  health  insurance  divi- 
sion of  Humana. 

Once  you  qualify  for  a  standard  indi- 
vidual policy,  you  can't  be  terminated  on 
account  of  a  new  medical  condition.  You 
will  be  hit  with  rate  increases  as  you  get 
older,  but  these  are  set  by  class,  and  you 
will  not  be  singled  out  for  a  premium 
change.  State  law  forbids  insurers  to  deny 
a  renewal  unless  the  customer  commits 
certain  offenses,  such  as  turning  65, 
exceeding  the  lifetime  maximum  coverage 
or  failing  to  pay  premiums. 

Some  health  insurers  let  a  policy- 
holder move  out  of  state  and  keep  the  pol- 
icy. These  include  Humana,  WellPoint  and 
some  Blue  Cross  and  Blue  Shield  plans. 
The  rate  will  likely  be  adjusted  according 
to  the  state  the  policyholder  moves  to. 
However,  some  insurers  offer  full  portabil- 
ity only  if  the  policyholder  moves  to  a  state 
where  the  company  writes  business. 

One  advantage  to  having  health 
insurance  coverage  that  sticks  with  you  is 
that  your  doctor  stays  with  you,  too,  even 
if  you  change  jobs.  Individual  policies 
also  let  you  better  match  the  health 
insurance  product  to  your  family's  cir- 
cumstances. "Best  of  all,  you  can  buy 
separate  plans  that  meet  the  specific 
needs  of  individual  family  members, 
sometimes  saving  hundreds  of  dollars  a 
month,"  says  Ehealthinsurance's  Hurley. 
It  might  be  less  expensive  to  buy  two 
policies — one  for  a  family  member  with 
a  preexisting  condition,  such  as  heart 
disease  or  diabetes — and  another  for  the 
rest  of  the  family.  F 


One  individual,  many  options  for  a  health  insurance  plan  to  choose  from. 


CARRIER 

MONTHLY 
PREMIUM 

DEDUCTIBLE 

INSURANCE 
CO-PAY 

Aetna  PPO 

$104 

$3,000 

20% 

Assurant  PPO 

156 

5,100 

0 

Blue  Cross  Life  &  Health  PPO 

105 

1,000 

20 

HealthNet  PPO 

89 

1,500 

25 

HealthNet  PPO 

132 

0 

50 

PacifiCare  PPO 

229 

2,000 

30 

These  quotes  are  for  a  40-year-old  male,  nonsmoking,  living  in  San  Francisco,  using  the  ZIP  code  94102. 
Source:  Ehealthinsurance. 


WE  HAVE  A  SHARP  EYE  FOR 
GLOBAL  OPPORTUNITIES. 

Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 


When  you  realize  that  over  half  the  world's  investment 

TEMPLETON 

global      opportunities  are  located  outside  the  United  States, 

FUNDS 

«hHHHm  you  can  begin  to  see  what  global  investing  can  do 
for  your  portfolio.  Of  course,  taking  advantage  of  this  situation 
requires  a  unique  perspective.  With  offices  in  over  25  countries 
and  analysts  using  research  techniques  honed  for  over  50  years, 
we  spot  opportunities  others  might  miss.  That  experience  and 
expertise  have  made  Templeton  a  leader  in  global  investing. 

For  information  about  how  our  perspective  might  benefit  your 
portfolio,  see  your  financial  advisor,  call  1-800-FRANKLIN  or  visit 
franklintempleton.com. 

Before  investing  in  Templeton  Global  Bond  Fund,  you  should  carefully  consider  the  fund's  investment  goals, 
risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can 
obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing. 
Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Morningstar  Ratings  measure  risk-adjusted  returns.  The  Overall  Morningstar  Rating™  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and  10-year  (if  applicable) 
rating  metrics.  Past  performance  does  not  guarantee  future  results. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 

tSource:  Morningstar  3/31/07.  For  each  fund  with  al  least  a  3-year  history,  Morningstar*  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance 
(including  the  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar 
Rating™  of  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  ac  a  fraction 
of  one  fund  and  rated  separately.)  The  Fund  was  rated  against  163, 143  and  103  funds  and  received  Morningstar  Ratings  of  5,  5  and  5  stars  for  the  3-,  5-  and  10-year  periods,  respectively. 
Morningstar  Rating™  is  for  Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2007  Morningstar,  Inc.  All  rights  reserved.  The  information  contained 
herein  is  proprietary  to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content 
providers  are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  information. 


FRANKLIN  TEMPLETON 
INVESTMENTS 


<  GAIN  FROM  OUR  PERSPECTIVE®  > 


rEMPLETON  GLOBAL  BOND  FUND 

Overall  Morningstar  Rating'"  3/31/07-Class  A' 

★  ★★★★ 

Out  of  163  U.S.-domiciled  World  Bond  Funds 
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TRUSTS  &  ESTATES 


Taming  the  Superpower 

Dealing  with  power  of  attorney  can  be  a  mess.  New  state  laws  may  help  a  bit. 
But  you  must  get  on  top  of  this.  Here's  how  |  By  Ashlea  Ebeling 


TWO  MONTHS  AFTER  AN  AILING 
Ramona  Pesock  granted  her 
second  husband  her  power  of 
attorney,  he  used  it  to  transfer 
her  Coudersport,  Pa.  house  into 
his  own  name.  When  she  died  1 1  months 
later,  in  March  2002,  her  son  from  her  first 
marriage,  Randall  Metcalf,  insisted  she 
had  meant  to  leave  the  house  to  him.  By 
the  time  a  state  appeals  court  ruled  in 
October  2005  that  the  husband  never  had 
the  power  to  give  away  Ramonas  prop- 
erty, the  house  was  in  foreclosure.  "Every- 
thing was  flushed  down  the  toilet,"  says 
the  sons  attorney,  Jeffrey  Leber. 

Horror  stories  like  these  have  prompted 
many  states  to  rewrite  their  laws  on  finan- 
cial powers  of  attorney.  And  more  are  likely 
to  do  so  soon,  spurred  on  by  the  National 
Conference  of  Commissioners  on  Uniform 
State  Laws,  which  published  a  new  model  fi- 


nancial power  of  attorney  law  last  fall — its  first 
such  rewrite  in  20  years.  The  new  model  has 
already  been  adopted  by  New  Mexico  and  in- 
troduced in  several  odier  state  legislatures. 

The  suggested  new  law  clarifies  the 
murky  process,  with  the  aim  of  heading  off 
disputes  and  also  making  the  law  more  uni- 
form across  states.  As  a  grantor  under  the 
model  law  you  must  specify  in  advance  ex- 
acdy  which  powers  you  mean  to  give  away 
by  checking  boxes  to  indicate  whether  you 
want  the  power  holder  to  be  able  to  make 
decisions  about,  for  example,  taxes,  litiga- 
tion and  business  operations.  A  special  sec- 
tion of  boxes  marked  "Caution"  in  boldface, 
highlights  certain  powers  that,  if  given 
away  "could  significandy  reduce  your  prop- 
erty or  change  how  your  property  is  distrib- 
uted at  your  death."  Among  them:  making 
gifts,  changing  beneficiaries  (say,  on  your  life 
insurance  or  individual  retirement  account) 


and  retiding  bank  accounts  as  joint  accounts. 

"We  call  these  the  'hot  powers' — 
things  that  are  really  dangerous  in  the 
hands  of  an  abuser,"  says  Linda  Whitton, 
the  main  drafter  of  the  new  proposed  law. 
Ironically,  Pennsylvania  adopted  a  law 
requiring  specific  gifting  authority  back  in 
1999,  well  before  Pesock  signed  over 
power  to  her  husband.  Unfortunately,  her 
attorney  used  the  old,  vague  form. 

Is  your  power  up  to  date?  Check  now. 
Too  many  otherwise  diligent  folks  treat 
powers  as  an  afterthought — just  another 
paper  to  be  signed  when  updating  a  will 
or  estate  plan.  That's  a  mistake.  "There's 
not  a  more  powerful  piece  of  paper  you 
can  sign,"  says  Robert  Clofine,  a  lawyer  in 
York,  Pa. 

Typically,  you  sign  one  form  for  finan- 
cial decisions  and  one  or  more  for  health 
care  decisions  (see  box,  p.  188),  even  if  you 
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CONQUER 

new  markets.  Without  new  security  risks. 

You're  pressured  to  grow.  Globally.  But  safely.  We  can  help 
you  design  a  solution  that  accommodates  growth.  And 
incorporates  protective  measures  into  your  network.  In 
other  words,  security.  Delivered.  For  everything  you  need 
for  your  world,  go  to  business.att.com/onwardenterprise. 
And  it's  onward,  business. 


TRUSTS  &  ESTATES 
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give  the  same  person  power  for  both  pur- 
poses. Usually,  the  financial  power  kicks 
in  immediately.  But  you  can  also  sign  a 
power  that  takes  effect  only  if  you're  inca- 
pacitated. This  "springing"  power  requires 
your  agent  to  get  a  doctor  to  certify  you're 
out  of  it.  But  it's  usually  better  than  having 
no  form,  at  all,  in  which  case  a  court  has  to 
appoint  a  guardian.  You  can  also  sign  a 
power  for  a  limited  purpose  or  period — 
say,  if  you're  off  hiking  in  Tibet  while  the 
sale  of  your  house  is  closing. 

If  your  state  has  changed  or  changes 
its  law,  an  old  power  grant  will  still  be 
valid,  but  it  might  not  be  interpreted  the 
way  you  intended.  Moreover,  banks  or 
other  institutions  sometimes  balk  at 
accepting  outdated  documents.  Eighteen 
states  now  have  a  suggested  form,  which 
makes  it  easier  to  check  whether  yours  is 
the  latest.  You  can  usually  get  forms  from 
a  states  attorney  general  or  bar  associa- 
tion. The  financial-planning  tool  kit  at 
cch.com  also  provides  links. 

Have  you  moved  recently?  That's  a 
compelling  reason  to  update  your  power; 
only  12  states  currently  honor  out-of- 
state  forms. 

Another  trap  that  the  model  law  likely 
won't  end:  Your  brokerage  firm  or  bank 
may  demand  you  fill  out  a  separate  power 
of  attorney  using  its  in-house  form.  File 
it,  but  don't  be  lulled  into  thinking  it  cov- 
ers anything  but  that  specific  account. 
John  McCabe,  legislative  director  emeri- 
tus for  the  uniform  law  group,  notes  his 
mother,  who  lives  in  Montana,  has  five 
separate  powers  of  attorney — a  broad 
Montana  power,  a  form  for  her  bank  and 
one  for  each  of  three  accounts  at  Fidelity. 
"If  we  had  unanimity  and  enforceability, 
we  could  do  one  form  and  be  done  with 
it,"  he  says. 

Of  course,  just  as  important  as  having 
the  right  form  is  picking  an  agent  (or  in 
older  lingo,  "attorney  in  fact")  you  can 
trust— something  no  law  can  improve. 
Still,  warns  Chicago  estate  lawyer  John 
Brooks,  "even  well-meaning  agents  get 
themselves  in  trouble.  It's  like  giving  a 
monkey  a  machine  gun." 

The  power  to  make  gifts,  for  example, 
is  problematic.  While  it  can  ■  used, 
don't  be  too  hasty  to  deny  it  t 


it  can  reduce  taxes  on  your  estate.  At  pres- 
ent the  first  $2  million  you  pass  on  to  heirs 
is  free  of  federal  estate  tax.  But  you  can 
give  $12,000  a  year  to  as  many  recipients 
as  you  like  without  eating  into  that 
$2  million.  If  you  have  lots  of  children, 
grandchildren  or  other  heirs,  your  agent 
could  transfer  hundreds  of  thousands  of 
dollars  out  of  your  estate  in  the  last  few 
years  of  your  life,  saving  your  heirs  a  bun- 
dle. Moreover,  some  states  tax  smaller 
estates — New  Jersey,  for  example,  exempts 
just  $675,000— and  yet  don't  limit 
deathbed  transfers.  An  agent  in  one  of 
those  states  might  wisely  make  a  big  pre- 
mortem  gift  on  your  behalf.  (Last- minute 
maneuvers,  beyond  those  $12,000  annual 
gifts,  don't  generally  save  on  federal  tax, 
because  the  gift  does  eat  into  the  $2  mil- 
lion, and  any  gift  tax  you  paid  is  added 
back  to  your  estate.) 

Here's  a  practical  way  around  this 
dilemma.  Typically,  you  name  a  primary 
agent  and  a  backup  agent  (say,  your  eldest 
child  and  your  second  eldest),  in  case  the 
first  can't  or  won't  take  on  the  duty.  Speci- 
fy that  your  primary  agent  can  act  indi- 
vidually in  most  cases  but  must  act  jointly 


with  the  backup  agent  to  make  a  gift  or 
sell  property.  Both  would  need  to  sign  the 
deed  to  sell  your  house  and  give  away  the 
proceeds.  "It's  a  way  to  make  routine 
transactions  easy,  but  big  decisions  have  to 
be  made  jointly,"  says  Clofine. 

Another  trouble  spot:  mingling  of 
assets.  Say  your  agent,  the  eldest  of  your 
children,  decides,  for  convenience,  to  put 
his  name,  as  well  as  yours,  on  your  bank 
accounts.  If  he  runs  into  financial  prob- 
lems, his  creditors  could  grab  your  money. 
And  any  joint  accounts  won't  be  part  of 
the  estate,  cutting  out  siblings  and  creating 
other  problems.  So  require  your  agent  to 
sign  a  form  agreeing  to  keep  your  assets 
separate  from  his  and  to  keep  a  record  of 
what  he  does  on  your  behalf.  (Pennsylva- 
nia requires  this,  and  the  model  law  has  an 
optional  form  to  do  this.) 

Do  you  need  to  pay  a  lawyer  to  update 
your  power?  If  your  state  has  a  standard 
form  and  your  assets  and  family  relation- 
ships are  simple,  you  might  do  it  yourself. 
For  more  complex  situations — say  a  fam- 
ily business  or  children  from  multiple 
marriages — you'll  need  professional  help 
and  likely  a  customized  form.  F 


HEALTHY  PRECAUTIONS 

Typically,  you  can  sign  two  health-related  forms.  One  is  a  living  will,  stating 
what  you  do  and  don't  want  done  to  prolong  your  life.  The  second  is  a 
health  care  power  of  attorney,  which  grants  someone  the  power  to  make 
other  medical  decisions  for  you  if  you're  not  able  to  and  to  ensure  your  living  will 
is  followed.  Some  states,  like  Virginia,  combine  the  two  forms.  All  these  forms  fall 
under  the  rubric  of  "advanced  directives". 

The  forms  are  easy  to  find;  hospital  admissions  departments  typically  have 
them,  as  do  state  agencies  on  aging.  Or,  you  can  buy  them  for  $4.95  at 
www.advdir.com.  But  you  still  might  want  to  customize  yours. 

Make  sure  your  form  includes  a  provision  authorizing  the  release  of  otherwise 
private  medical  information  to  your  agent.  Also,  consider  adding  a  provision  to 
give  a  specific  person — say  a  friend  or  relative — visitation  rights  if  you're  hospital- 
ized. (Otherwise,  hospitals  might  impose  restrictive  visitation  policies.)  You  may 
also  want  to  spell  out  your  wishes  about  organ  donation — for  example,  state  if 
you  want  your  agent  to  keep  you  on  life  support  while  waiting  for  a  donee  match. 

What  if  you  don't  have  a  signed  medical  power?  Most  states  have  a  pecking 
order  of  relatives  who  can  make  decisions  for  you:  usually  your  spouse  first,  then 
your  adult  children,  your  parents  and  finally  your  siblings.  Oddly,  for  organ  dona- 
tions, the  order  may  be  different.  In  any  event,  your  unmarried  partner  won't  be 
high  on  the  list,  so  it's  particularly  important  for  unmarried  couples  to  sign  health 
care  powers,  says  Rebecca  Manicone,  an  estate  lawyer  in  McLean,  Va.  —A.E. 
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BARRY  FLOYD,  AN  ENGINEERING 
designer,  took  his  wife  to  drive- 
in  theaters  when  they  were  dat- 
ing, even  though  she  thought  it 
was  "kinda  weird."  After  they 
married  he  proposed  building  a  drive-in 
of  their  own,  while  watching  The  X-Files 
movie  in  1998  at  a  Tennessee  drive-in 
from  the  back  of  his  pickup  truck. 

Nine  years,  four  loans  and  $700,000 
later,  the  Floyds  operate  the  Stardust 
Drive-In  Theatre  in  Watertown,  Tenn.  But 
they  have  not  made  a  buck  yet.  Was  it 
worth  it?  "Definitely,"  says  Floyd.  "At  the 
time  I  started  doing  this,  I  was  in  my  mid- 
30s,  I  had  a  day  job  where  I  pretty  much 
sat  at  a  desk  all  day  long.  I  was  as  far  as  I 
could  go.  And  I  had  this  dream  to  build  a 
drive-in." 

The  ultimate  retro  investment. 
Richard  M.  Hollingshead,  a  salesman, 
opened  the  first  screen  in  June  1933  in 
Camden,  N.J.;  he  had  experimented  by 
projecting  a  feature  from  his  car  hood 
onto  a  hanging  sheet.  Viacom  Chairman 
Sumner  Redstone,  whose  father  ran  a 
chain  of  drive-ins  starting  in  the  late 
1930s,  got  his  first  exposure  to  the  enter- 
tainment industry  working  in  a  drive-in 
snack  bar,  before  expanding  the  outdoor 
chain  and  ultimately  building  indoor  mul- 
tiplexes, many  where  drive-ins  once 
stood.  Redstone's  National  Amusements, 
the  controlling  shareholder  of  CBS  and 
Viacom,  still  owns  two  drive-ins  today. 

The  industry  peaked  in  1958,  with 
4,063  drive-in  theaters  in  the  U.S.,  and  now 
just  a  tenth  as  many  are  doing  business.  The 
growth  of  the  suburbs  was  their  undoing. 
Drive-ins  stood  on  sprawling  swaths  of  land 
worth  far  more  as  subdivisions  or  retail 
outlets.  This,  of  course,  is  still  true:  The 
theater  business  is  also  a  way  to  bide  the 
time  (and  cover  the  property  taxes)  while 
the  land  appreciates.  Theresa  Oldknow, 
whose  family's  business  operates  seven 
drive-ins,  says  the  company  is  selling  a  the- 
ater on  a  26-acre  parcel  in  San  Diego  that 
her  family  bought  in  1949  for  $100,000,  for 
$30  million.  The  10%  annual  return  on  the 
land  is  about  what  could  have  been  made 
in  the  stock  market. 

But,  despite  multiplexes,  Netflix  and 
fiber  to  the  home,  the  drive-in  industry  is 
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enjoying  a  minirevival.  Eighty-eight  of 
todays  drive-ins  were  reopened  or  built 
from  scratch  since  the  1990s,  according  to 
the  United  Drive-In  Theatre  Owners 
Association.  Oldknow  says  that  over  the 
last  decade  attendance  at  her  chain  has 
climbed  63%  to  1.4  million  tickets.  Barry 
Floyd  says  he  sold  33,000  tickets  (at  $4.25 
a  head  on  average)  at  Stardust  last  sum- 
mer, up  from  21,000  in  2004,  the  first  full 
summer  it  was  in  operation. 

Drive-in  owners  wax  poetic  about  how 
their  business  lets  customers  enjoy  an 
entire  evening  of  outdoor  socializing,  eat- 
ing and,  of  course,  movie-watching.  Once 
upon  a  time  drive-ins  were  places  where 
young  couples  used  to  go  for  many  reasons 
other  than  to  see  a  movie.  Or  where  teens 
could  gather  with  a  case  of  beer  or  a  stash 
of  pot.  Now  the  drive-ins  are  slightly  more 
wholesome.  "This  weekend  we're  going  to 
have  a  parking  lot  full  of  families  and  peo- 
ple here  to  have  fun,  enjoy  the  fresh  air, 
scenery  and  excitement,  and  I  just  feed  off 
that  energy,"  says  Rick  A.  Cohen,  who 
owns  the  four-screen  Transit  Drive-in  in 
Lockport,  N.Y.,  just  outside  Buffalo,  which 
has  been  in  his  family  for  50  years. 

Cohen  says  he  nets  20%  on  revenue  of 
$800,000.  But  that's  not  really  a  profit  so 
much  as  pay  for  working  65 -hour  weeks, 
eight  months  a  year.  Drive-ins  fork  over 
50%  to  60%  of  ticket  sales  (on  first-run 
titles)  to  movie  studios,  usually  a  break 
from  the  60%  to  70%  typical  of  indoor  the- 
aters. Just  as  at  the  multiplex,  the  bulk  of 
drive-in  gross  profit  comes  from  popcorn 
and  soft  drinks.  The  outdoor  theaters  get 
revenue  only  on  dry  nights  in  warm 
weather,  crimping  their  ability  to  cover 
fixed  costs  like  property  taxes  and  equip- 
ment depreciation. 

Starting  a  drive-in  from  nothing 
might  cost  you  $500,000  for  a  single- 
screen  projector,  land  rearranging  (to 
give  cars  something  of  the  pitch  you  get 
at  an  indoor  theater)  and  buildings  for 
concessions  and  bathrooms.  You'll  need 
at  least  10  acres  of  land,  with  the  right 
kind  of  zoning.  That's  enough  for  hun- 
dreds of  cars. 

Floyd,  the  Tennessee  engineer,  and  his 
wife,  Dawn,  bought  12  acres  in  Lebanon, 
Tenn.;  then  neighbors,  including  a  retire- 


ment home  down  the  road,  objected.  The 
Floyds  sold  the  land  and  found  an  aban- 
doned drive-in  nearby  that  could  hold  200 
cars,  but  it  hadn't  been  used  in  25  years, 
so  they  needed  permission  to  reopen.  In 
May  2002, 200  Lebanon  residents  attended 
a  meeting  at  the  courthouse  in  opposition 
and  defeated  the  Floyds.  But  the  Chamber 
of  Commerce  president  of  a  nearby  town, 
Watertown,  saw  Floyd  interviewed  on  tele- 
vision and  invited  him  to  his  office  within 
days  to  discuss  spots  for  the  drive-in  in 
Watertown.  The  official  saw  that  the  drive- 
in  would  lure  people  to  spend  money  at 
neighborhood  gas  stations  and  restaurants. 
Floyd  got  $600,000  in  bank  loans  to  set  up 
on  15  acres  in  an  industrial  park.  A  large 
part  of  the  outlay  was  for  blasting  rock. 

In  2005  Floyd  left  his  day  job  in 
Nashville  to  work  at  a  firm  closer  to  the 
drive-in,  and  although  it  was,  he  says, 
"against  every  principle  I  believe  in,"  he 
also  cashed  out  his  401(k),  worth  $30,000, 
to  put  up  a  second  screen.  In  May  he  was 
able  to  open  Spider-Man  3,  Shrek  the  Third 
and  the  latest  sequel  to  Pirates  of  the 
Caribbean.  As  a  result  Floyd  hopes  he  will 
bring  in  $350,000  in  revenue  this  year  and 
finally  eke  out  a  small  profit.  Last  year  his 
$310,000  gross  disappeared  this  way: 
$75,200  for  movie  rentals,  $51,600  for 
food,  $45,000  for  17  seasonal  employees, 
$43,500  for  taxes  and  $41,000  for  other 
operating  costs.  He  would  have  cleared  a 
few  bucks  if  not  for  that  damned  mortgage. 

John  De  Leonardis,  a  New  Jersey  pedi- 
atrician, stumbled  into  the  drive-in  busi- 
ness three  years  ago  when  he  went  hunting 
for  a  plot  of  land  on  which  he  could  open 
an  inline-skating  park  and  encourage 
kids  to  exercise.  He  found  17  acres  in 
Vineland,  N.J.  and  borrowed  money  to 
buy  the  site  for  $470,000.  But  he  couldn't 
bring  himself  to  get  rid  of  the  movie 
screen  that  was  still  there — a  remnant  of 
the  Delsea  Drive-In  that  closed  after  it 
showed  La  Bamba  in  1987.  The  kids  don't 
get  much  exercise  from  their  car  seats,  but 
the  doctor  retains  some  of  his  original 
purpose  by  offering,  alongside  the  typical 
burger-and-nachos  drive-in  fare,  stir-fried 
asparagus,  cucumber  salad,  shrimp  kebabs 
and  low-carb  chicken.  "I  got  the  ^rive-in 
bug,"  De  Leonardis  says.  F 
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Be  an  Angel 

Some  Wall  Streeters  dream  of  giving  up  their  jobs  to  play  rock  'n'  roll  for  a  living. 
Anthony  Liberatore  gave  up  his  to  make  Danielia  Cotton  a  star  |  By  David  Serchuk 


A CROWD  OF  MUSIC  FANS 
hunches  over  their  expensive 
drinks  and  gourmet  burgers 
at  B.B.  Kings  Blues  Club  & 
Grill  in  Manhattan.  Mostly 
middle-aged,  wealthy  and  white,  they're 
here  to  see  blues  touchstone  Buddy  Guy, 
and  they  politely  applaud  the  opener,  a 
singer  named  Danielia  Cotton.  That  is, 
until  she  opens  her  mouth  and  it's  the  sec- 
ond coming  of  Janis  Joplin  ...  or  at  least 
Joan  Osborne. 

"Your  voice  just  travels  up  my  spine, 
you  make  me  want  to  commit  a  ... 
CRIME!"  she  wails.  It  there  were  any 
doors  around  they'd  be  blown  open. 
'"Cause  you're  the  devil  in  disguise,  and 


the  last  you'll  see  of  me  is  my  backside!" 

The  crowd  perks  up,  a  little  girl  sings 
along  and  a  guy  two  tables  over  says,  "Hey, 
she  can  sing."  At  another  table  one  man 
nods.  He's  Anthony  Liberatore.  Four  years 
ago  he  chucked  his  career  at  Bear  Stearns 
to  make  this  night,  and  so  many  others, 
possible.  He  wants  to  make  the  thirty- 
something  Cotton  a  star.  And  if  that  hasn't 
happened  yet,  still  they've  passed  some 
milestones,  opening  for  the  likes  of  Bon 
Jovi,  Gregg  Allman  and  Aimee  Mann. 

Tonight  the  would-be  Brian  Epstein  is 
just  a  fan,  albeit  one  with  a  strong  fiduciary 
interest.  Over  the  past  four  years  he's 
financed  two  albums  and  a  six-song  mini- 
album,  posters,  a  promotion  agent  and  even 


a  guy  to  get  her  songs  on  the  radio.  He's 
managed  her  career  and  helped  her  pick 
musicians  for  recordings.  He's  booked  her 
tours  and  sold  T  shirts.  He  estimates  he's 
spent  $200,000  on  Cotton's  career,  all  for  an 
undisclosed  cut  if  and  when  she  makes  it 
big.  "If  you  make  it  like,  'Look,  I'm  going  to 
make  this  happen  if  it  kills  me,'  it'll  happen," 
he  says.  "So  that's  my  approach." 

Making  matters  worse,  or  better,  Cot- 
ton is  an  anomaly.  A  black  performer  who 
grew  up  in  what  she  calls  the  "small  white 
town"  of  Hopewell,  N.J.,  she  is  most  com- 
fortable with  rock  music  instead  of  hip-hop 
and  defies  easy  categorization.  "We  feel  like 
it's  us  against  the  world,"  Liberatore  says. 

The  soft-spoken  and  reflective  Libera- 
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tore,  50,  makes  a  most  unexpected  impre- 
sario. A  lifelong  music  fan  and  guitarist,  he 
minored  in  music  at  New  York  City's 
Queens  College,  intent  on  working  in  the 
industry  upon  graduation,  but  was  rejected 
by  every  music  vendor.  Frustrated,  this 
B  student,  "with  no  financial  aspirations  at 
all,"  took  a  Wall  Street  job  in  1982,  working 
in  the  back  office  of  Chase  Manhattan. 

Liberatore  had  a  knack.  Working  12- 
hour  days,  he  got  his  M.B.A.  at  night, 
which  helped  him  move  from  ops  to  the 
trading  floor.  He  went  to  Bear  in  1993  and 
launched  its  London  derivatives  office— 
"Me,  and  two  empty  desks,"  he  says.  Five 
years  later  he  oversaw  45  employees.  He 
moved  up  from  there  to  New  York, 
eventually  heading  up  the  global  credit- 
derivatives  department,  with  revenues  of 
$100  million  by  2001.  He  was  a  success, 
but  something  was  missing. 

"I  was  tired,  I  was  overweight,  I  was 
pale,"  Liberatore  says.  "I  felt  like  I  was  burnt 
out."  Then  Sept.  11  happened,  he  lost  some 
acquaintances  and  he  decided  to  make  a 
change.  Leaving  Bear  with  a  few  million 
dollars  saved,  he  took  the  plunge. 

Liberatore  had  struck  up  an  acquain- 
tance with  Michael  Dixon,  a  music 
middleman,  in  2000.  For  20  years  Dixon 
had  been  finding  unknown  artists,  groom- 
ing them  and  helping  them  ink  deals  with 
record  companies.  His  clients  include 
singer  Ron  Sexsmith  and  Sacha  Skarbek,  a 


producer  who  brought  in  the  British  army- 
officer-turned-singer  James  Blunt  of 
Grammy-nominated  "You're  Beautiful" 
fame.  Dixon  told  Liberatore  to  find  a 
unique  artist,  and  if  he  did,  he  would  part- 
ner with  him. 

Liberatore  remembers  his  road-to- 
Damascus  moment.  He  was  at  the  Bitter 
End,  a  New  York  City  club,  to  see  a  friend 
play.  After  his  friend  got  offstage  they 
caught  the  next  act,  just  for  kicks.  That  act 
was  Cotton. 

"I  have  bags  of  ticket  stubs,"  Liberatore 
says.  "I'd  been  seeing  a  lot  of  music.  And  I 
walked  out  of  the  show  saying  'I  don't 
understand  why  she's  not  huge.'"  He 
approached  Cotton  a  few  performances 
later,  and,  though  initially  dubious,  she 
accepted  his  offer  to  produce  records  that 
they  could  shop  to  record  companies.  Not 
that  these  prospective  buyers  would  be  in 
a  good  mood.  Over  the  past  decade  the 
number  of  CDs  sold  annually  in  the  U.S. 
has  fallen  44%  to  643  million.  Consolida- 
tion has  left  just  a  handful  of  big  record 
companies  to  pitch  artists  to. 

But  Liberatore  noted  that  as  the  big 
companies  shrank,  their  talent  scouting 
departments  atrophied  the  most.  There 
lay  his  opportunity — once  Cotton  was 
ready.  "They  want  artists  to  walk  in  with  a 
ready-made  story,  with  a  fan  base,  with 
30,000  units  of  sales  and  a  marketing  story 
they  can  just  plug  in  and  run,"  he  says. 


Such  prepackaging  is  reminiscent  of 
the  1950s,  when  wildcatting  music  men 
like  Sam  Phillips  broke  artists  throughout 
the  U.S.,  says  Rob  Grenoble,  head  of 
Infidel  Records,  home  of  alterna-rockers 
Antigone  Rising.  The  Internet  and  today's 
recording  and  editing  software  let  anyone 
who  can  connect  an  instrument  to  Garage 
Band  software  make  reasonably  profes- 
sional-sounding recordings  and  distribute 
them  on  his  own.  Selling  more  than  a  few, 
however,  is  a  challenge. 

Getting  a  hit  means  getting  a  big  pub- 
lisher to  sign  on.  Cotton's  first  CD,  Small 
White  Town,  and  her  minialbum  together 
sold  10,000  without  help  from  a  big  label. 
Liberatore  is  trying  to  get  one  to  distribute 
her  next  album,  as  yet  untitled  and  unre- 
leased.  He  could  also  collect  a  cut  by  licens- 
ing Cotton's  songs  to  movies,  television  and 
other  singers.  Tina  Turner  has  shown  inter- 
est in  recording  a  song  Cotton  wrote  in  2006, 
"Make  U  Move." 

Liberatore  won't  disclose  the  terms  of 
his  contract  with  Cotton,  but  such  a  pro- 
ducer would  usually  get  25%  to  50%  of  a 
record  company's  advance.  Winning  a  typ- 
ical $100,000  to  $250,000  advance  would 
be  only  half  the  battle  for  Cotton;  earning  it 
back  in  royalties  (at  perhaps  $1  per  CD) 
would  be  a  daunting  challenge.  Only  one 
in  four  new  performers,  at  best,  gets  a  con- 
tract extension.  Despite  the  tough  odds 
against  success,  Infidel's  Grenoble  thinks 
Liberatore  and  Cotton  are  doing  it  right  by 
building  a  fan  base  and  touring. 

The  business- minded  Liberatore  is  al- 
ready two  steps  ahead  of  most  people  in  the 
sometimes  scruffy  music  world.  "You  call 
him,  he'd  call  you  back  He  got  you  answers, 
he  was  honest,"  says  Daniel  Reed,  a  Cotton 
fan  who  is  music  director  at  WXPN,  a  pub- 
lic radio  station  in  Philadelphia.  Reed  him- 
self plucked  her  album  from  the  slush  pile 
and  has  played  from  it  at  least  600  times, 
minking,  he  says,  "It's  beholden  upon  me  to 
tell  people  about  this." 

Despite  his  acumen,  Liberatore  violated 
the  most  basic  of  all  business  principles  by  put- 
ting all  his  eggs  into  one  basket.  Other  artists 
have  approached  him,  but  he  has  turned  them 
all  down.  "What  I'm  seeking  is  credibility  in 
the  music  world,"  he  says.  "I'd  like  the  valida- 
tion that  this  is  a  great  artist."  F 
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A  Telling  Number  

Earnings  are  positive,  cash  flow  from  opera- 
tions isn't?  Be  wary.  Curve  ball:  Centex's 
earnings  beefed  up  with  asset  sales. 
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Show  Me 
The  Money 


; Jh'  business  of  creative  accounting 
ranges  from  outright  fabrication  of  net 
income,  in  the  manner  of  WorldCom, 

98     down  to  a  mere  stretching  of  it.  A  fair 

HI     amount  of  stretching  goes  on. 

So  says  a  survey  of  743  U.S.,  European  and 
Asian  senior  financial  officers  by  Indiana  and  Vil- 
lanova  universities  and  the  University  of  Alabama. 
A  third  of  the  execs  confessed  that  if  their  compa- 
nies were  going  to  miss  analyst  expectations,  they 
would  use  "discretion"  to  buff  the  numbers;  46%  of 
the  U.S.  respondents  said  they  could  influence 
reported  earnings  by  at  least  3%. 

Don't  look  for  any  declaration  in  the  annual 
report  noting  that  the  bottom  line  is  artificially 
puffed  up.  But  there  is  one  piece  of  circumstantial 
evidence  that  can  hint  at  weak  earnings,  and  that  is 
the  "cash  flow  from  operations"  shown  after  the 
profit-and-loss  statement.  This  cash  flow  is  (roughly 
speaking)  equal  to  net  income  plus  depreciation 
plus  or  minus  working  capital  changes  that  affect 
cash  on  hand.  If  a  company  accumulates  inventory 
or  receivables,  or  pays  its  bills  quickly,  it  will  depress 
this  cash-flow  figure  even  as  earnings  remain 
undamaged.  If  the  company  reports  growth  in  net 
income  solely  by  cutting  its  paper  charge  for  depre- 
ciation, the  cash  from  ops  will  tell  the  tale. 

Michael  Markowski,  51,  founder  of  StockDiag- 
nostics,  looks  closely  at  cash  from  ops.  If  it  shows  a 
grimmer  picture  than  the  earnings  statement,  then 
Markowski  gets  very  suspicious.  This  is  why  he  doesn't  like 
RYERSON  (44,  RYl),  a  steel  wholesaler.  Its  shares  are  at  a  five-year 
high,  with  earnings  over  the  past  12  months  of  $72  million.  But 
Ryerson  also  reported  a  negative  $261  million  in  cash  from 
operations.  Main  reason:  It  amassed  a  huge  pile  of  inventory, 
evidently  since  it  didn't  properly  gauge  the  impact  of  sales- 
crimping  higher  metal  costs.  The  company  says  merely  that 
prices  fluctuate.  So  there's  a  meager  cash  equivalents  balance  of 
$37  million,  against  $1  billion  of  debt. 

As  the  housing  bubble  has  popped,  Markowski  also  has  a  dim 
view  of  homebuilder  CENTEX  (47,  OX).  Centex  was  having  diffi- 
culties even  during  the  real  estate  boom,  reporting  $3.7  billion  in 
profit  from  2003  through  2006  while  disclosing  a  negative  $590 
million  in  cash  from  ops  over  the  period.  For  the  past  four  quar- 
ters, if  asset  sales  are  backed  out  (such  as  a  subprime  mortgage 


lending  operation),  it  had 
negative  $12  million  cash 
from  ops.  And  the  profit  it 
reported  turns  into  red  ink, 
too.  His  take:  Centex,  like 
many  homebuilders,  kept 
building  more  and  more 
unneeded  homes. 

SUNPOWER  (58,  SPWR)  is 
a  hot  alternative  energy 
company,  with  a  market 
value  of  $4.3  billion.  Yet  12- 
month  earnings  of  $27  mil- 
lion contrast  sharply  with  a 
negative  $38  million  in  cash 
from  ops.  Markowski  says 
SunPower  is  having  trouble 
collecting  bills:  Receivables 
doubled  to  $52  million  in 
2006.  The  company  also 
used  cash  to  make  $77  mil- 
lion in  advances  to  unidentified  raw  material  suppliers.  Sun- 
Power  says  these  advances  will  assure  it  cheaper  raw  materials 
in  the  future  and  that  it  is  increasing  revenues  at  a  faster  rate 
than  receivables. 

What  does  Markowski  like?  TELLABS  (11,  TLAB)  is  way  off  its 
1999  high  of  $77.  Markowski  says  the  maker  of  telecom  net- 
working gear  is  underappreciated.  Over  the  past  1 2  months  cash 
from  ops  rose  23%  to  $318  million  and  revenue  8.4%  to  $2  bil- 
lion. ELECTRONIC  DATA  SYSTEMS  (28,  EDS)  does  data  processing  for 
governments  and  corporations.  After  a  rough  patch  it  is  on  the 
mend.  Cash  from  ops  grew  49%  to  $1.9  billion;  earnings  tripled  to 
$470  million.  Then  there's  PRICELINE.COM  (64,  PCLN),  the  online 
travel  service.  Cash  from  ops  grew  79%  to  $112  million.  In  fact, 
Markowski's  favorite  metric  was  up  in  each  of  the  past  four  years 
at  Priceline.  — Elizabeth  MacDonald 


BAD  STOCKS 
Centex 
Ryerson 


SunPower 


'Income  from  continuing  operations.  Company  reported  $949 
million  in  cash  from  ops;  earnings  boosted  by  one-time  gains. 
Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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when  business  competition  isn't  enough 


who  is  the  best  ceo  of  each  sport? 


CEO  Challenges  is  the  world  leader  in  sport  competitions  designed  specifically  for  CEOs. 
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Competitors  enjoy  a  truly  first-class  experience  featuring  networking  opportunities  with 

like-minded  business  leaders  who.;share  the  same  passions.' 

To  find' out  more,  including  information  on  your  favorite  sport,  please  go  to:' 

www,  CeochaTlenges .  com 

ceochanenges@gma-n.com  720-222-3043 
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Portfolio  Strategy  i  Ken  Fisher 


THANKS  FOR 
NOT  LEGISLATING 


Here's  one  more  reason  to  remain  bullish  in 
2007  and  into  2008:  We've  got  a  do-nothing  Con- 
gress. Stalemated  legislators  are  good  for  the  market. 
Have  you  ever  seen  a  more  girtless  Congress  than  the 
one  now  in  session?  Well,  okay,  maybe  the  last  one, 
the  Republican  one,  was  almost  as  gutless,  but  it's  all  the  same 
bull  market.  The  less  that  lawmakers  can  do,  the  less  damage 
they  can  do. 

Last  November,  as  the  Democrats  won  control  of  Congress, 
you  heard  endlessly  about  how  many  things  they  would  change 
this  year.  Health  care,  oil,  impeachment,  the  Iraq  war,  taxes  and 
on  and  on.  A  big  first  100  days! 

Now  consider  how  much  time  House  Speaker  Nancy  Pelosi 
(D-Calif.)  has  spent  traveling,  even  in  those  first  100  days.  And 
why  shouldn't  she?  She  can  get  more  done  outside  the  Beltway 
than  inside  it.  The  Democrats  have  no  margin  to  pass  material 
legislation.  In  that  regard  they  are  in  the  same  position  as  the 
GOP  in  2005-06.  The  Democratic  Congress  has  scarcely  legis- 
lated at  all.  Markets  love  that.  Gutless  is  great. 

People  of  all  ideological  persuasions  feel  frustrated  when 
Congress  doesn't  enact  the  laws  that  they  think  will  improve 
society.  But  every  change  helps  someone  at  someone  else's  short- 
term  expense.  Every  winner  is  matched  with  a  loser. 

Now,  it  is  a  demonstrable  fact  that  people  are  more  dis- 
pleased by  a  loss  than  they  are  pleased  by  a  comparable  gain.  In 
fact,  behaviorists  have  quantified  this  phenomenon:  To  offset  an 
unexpected  loss  of  magnitude  x,  the  average  American  needs  a 
windfall  gain  of  2.5x. 

Apply  this  rule  to  the  zero-sum  nature  of  tax  and  economic 
legislation  and  you  have  a  recipe  for  unhappiness  with  every 
enactment.  You  are  pleased  that  Congress  is  handing  you  a 
subsidy  for  your  solar  panel.  Your  neighbor  is  twice  as  displeased 
about  the  taxes  he  will  pay  as  a  result. 

In  years  when  Congr  a  is  active,  political  risk 
aversion  rises  and,  as  it  does,  demand  for  stocks 


and  bonds  falls.  Political  risk  aversion  and  stock  demand  are 
inversely  correlated. 

For  this  year  and  next  anything  important  that  Congress 
passes,  and  there  will  be  precious  little  of  it,  can  be  vetoed  with 
impunity  by  our  lame-duck  President.  What  a  beautiful  world. 
Celebrate  gutlessness!  If  you  haven't  already  done  so,  buy  stocks. 
Stocks  are  so  cheap  I  can  do  a  whole  column  using  only  stocks 
that  start  with  any  single  letter.  This  month  features  E. 

Bermuda's  Everest  Re  Group  (103,  RE)  shouldn't  be  a  public 
stock  and  likely  won't  be  for  long.  A  boringly  well-run,  midsize 
reinsurer,  it  has  no  real  reason  to  be  a  stand-alone  and  has  no 
adequate  defenses  against  a  takeover.  At  seven 
times  this  year's  earnings  it's  cheap  enough  that 
a  hostile  takeover  is  easily  self-financed  and 
markedly  increases  the  acquirer's  earnings.  In 
today's  takeover  environment  I  wouldn't  expect 
it  to  remain  on  its  own  for  long.  I  don't  know  if 
its  directors  agree  or  not,  but  they've  certainly 
been  buying  stock  for  their  own  accounts. 

I  recommended  Enbridge 
(34,  ENB)  in  my  Sept.  18  column 
at  $32  per  share.  It's  a  better  buy 
now,  despite  the  $2  dollar  gain 
in  the  price.  The  company  runs 
the  world's  longest  pipeline  and 
moves  three-quarters  of  west- 
ern Canada's  crude  oil.  It's  also 
one  of  the  only  plays  on  the 
Canadian  oil  and  tar  sands,  the 
globe's  largest  energy  deposit. 

It  keeps  growing,  and  2007 
is  off  to  a  great  start.  The  higher 
oil  prices  go,  the  better  Enbridge 
does.  At  1 1  times  my  estimate  of 
2007  earnings,  1 .2  times  revenue  and  a  3%  dividend  yield,  what 
was  once  simply  a  growth-and-energy  play  could  now  also  be  a 
potential  takeover. 

With  a  $62  billion  market  cap  Sweden's  LM  Ericsson  (38,  ERIC) 
looks  too  big  for  a  takeover.  But  in  todays  world  of  deals  that  are 
accelerating  in  both  frequency  and  size,  anything  is  possible. 
Ericsson  is  the  leading  supplier  of  cell-tower  equipment  like 
antennas  and  transmitters.  Make  no  mistake:  Wireless  is  the 
future.  Ericsson  will  grow.  At  15  times  2007  earnings,  it's  cheap. 

In  the  stronger  than  expected  global  economy  I  expect 
industrial  materials  companies  like  Eastman  Chemical  (66,  EMN) 
to  do  well.  But  if  I'm  wrong  about  the  economy  Eastman  should 
do  well  anyway,  because  its  two  key  products,  polyethylene 
terephthalate  and  acetate  tow,  are  so  heavily  used  in  plastic  bottles 
and  cigarette  filters — where  demand  doesn't  fall  in  a  slowdown. 
At  70%  of  annual  revenues  and  15  times  temporarily  depressed 
earnings,  Eastman  is  a  bargain.  F 


In  years  when 
Congress  is 
active,  political 
risk  aversion 
rises  and,  as  it 
does,  demand 
for  stocks  and 
bonds  falls. 
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leal  estate  investments  are  subject  to  specia 
onditions.  Investments  and  services  are  offered  through 


3rgan  Stanley  &  Co.  Incorpor; 


Should  real  estate  be  a  part  of  your  portfolio  strategy?  Many  institutional  investors  look  to  real  estate  as  a 
different  way  to  share  in  global  growth.  With  more  than  $60  billion  in  real  estate  assets  under  management, 
and  people  on  the  ground  in  22  cities  around  the  world,  Morgan  Stanley  knows  the  global  real  estate  markets. 
We've  been  involved  in  real  estate  continuously  since  1969  -  longer  than  any  other  Wall  Street  firm.  If  you're 
interested  in  understanding  the  role  real  estate  can  play  in  your  portfolio,  talk  to  Morgan  Stanley. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479.1836 


Point  of  View  Steve  H.  Hanke 


HYPERINFLATION 


IN  MARCH  PRICES  ROSE  BY  MORE  THAN  50%  AS  ZIM- 
babwe  entered  the  hell  of  hyperinflation.  That  was  fol- 
lowed, on  Apr.  26,  by  a  98%  official  devaluation  of  the 
Zimbabwean  dollar.  Miners,  farmers,  tour  operators,  non- 
governmental organizations,  embassies  and  Zimbab- 
weans living  abroad  can  now  purchase  15,000  Zimbabwean 
dollars  with  a  U.S.  dollar.  For  others  the  official  rate  remains  at 
250  per  USD. 

So,  for  a  crisp  $100  bill  a  tourist  can  now  obtain  1.5  million 
units  of  currency  from  the  Reserve  Bank  of  Zimbabwe,  rather 
than  the  previous  25,000.  On  the  black  market  that  same  tourist 
can  do  much  better,  ZWD  3.5  million  per  $100. 

The  economic  destruction  caused  by  a  decade  of  the  worlds 
highest  inflation  rate— and  now  hyperinflation— is  palpable.  The 
nations  economy  is  starting  to  implode,  the  Reserve  Bank  of 
Zimbabwe  is  insolvent  and  Zimbabweans  are  streaming  into 
South  Africa  in  search  of  work.  This  will  end,  as  do  all  hyperinfla- 
tions, with  a  regime  change:  either  a  new  monetary  system,  a  new 
political  setup,  or  both. 

Just  reflect  on  what  happened  during  the  worlds  last  hyper- 
inflation. It  began  in  January  1992,  in  what  was  left  of  Yugoslavia, 
and  peaked  in  January  1994,  when  the  official  monthly  inflation 
rate  was  313  million  percent.  (The  worst  month  of  Weimar  Ger- 
many's 1922-23  hyperinflation  saw  prices  go  up  32,400%.)  The 
results  were  devastating.  Long  before  NATO  struck  Yugoslavia  in 
1999,  Slobodan  Milosevic's  monetary  madness  had  already 
destroyed  its  economy. 

In  1999  Montenegro  was  still  part  of  this  mess,  since  its 
official  currency  was  the  discredited  Yugoslav  dinar.  But  the 
mighty  German  mark  was  the  unofficial  coin  of  the  realm.  As 
an  economic  adviser  to  Montenegro's  president,  Milo 
Djukanovic,  I  repeated  the  great  Austrian  economist  Ludwig 
von  Mises'  description  of  sound  money  as  "an  instrument  for 
the  protection  of  civil  liberties  against  despotic  inroads  on  the 
part  of  governments.  Ideologically  it  belongs  in  the  same  class 


that  the  German  mark  was  his  trump  card,  one  that  would  not 
only  stabilize  the  economy  but  also  pave  the  way  for  reestablish- 
ing Montenegro's  sovereignty.  On  Nov.  2,  1999  he  boldly 
announced  that  Montenegro  was  officially  adopting  the  German 
mark  as  its  national  currency.  The  mark  was  replaced  by  the 
euro  two  years  later. 

The  Montenegrin  economy  stabilized  immediately  and 
began  its  steady  growth  amid  falling  inflation.  By  2005  its  gross 
domestic  product  was  growing  at  4. 1%  and  inflation  had  fallen  to 
1.8%.  It  wasn't  surprising  that  in  May  2006  voters  in  Montenegro 
turned  out  in  record  numbers  to  give  a  collective  thumbs-down 
to  their  republic's  union  with  Serbia.  Montenegro 
was  once  again  independent.  And  on  Mar.  15, 2007 
Montenegro  signed  a  stabilization  and  associa- 
tion agreement,  the  first  step  toward  European 
Union  membership  (with  currency  adoption 
normally  coming  at  a  later 
stage).  President  Djukanovic 
cleverly  inverted  the  process, 
effectively  integrating  Mon- 
tenegro with  the  Eurozone 
from  day  one. 

As  President  Djukanovic 
did  for  Montenegro,  South 
African  President  Thabo 
Mbeki  might  just  hold  the  key 
to  stopping  Zimbabwe's  col- 
lapse. He  has  been  appointed 
by  the  Southern  African 
Development  Community — 
a  grouping  of  the  nine  South- 
ern African  countries,  includ- 
ing Zimbabwe — to  mediate  Zimbabwe's  economic  crisis.  With  a 
bold  stroke  Mbeki  could  stop  Zimbabwe's  monetary  rot  and  at 
the  same  time  promote  the  interests  of  South  Africa  and  other 
members  of  the  league. 

South  Africa  is  at  the  center  of  the  Common  Monetary  Area, 
which  also  includes  Lesotho,  Swaziland  and  Namibia.  All  three  of 
these  issue  their  own  currencies  but  peg  them  to  the  South 
African  rand  at  par.  Moreover,  the  rand  circulates  legally  in 
Lesotho  and  Namibia. 

The  nine-country  league  should  propose  that  the  rand 
common  area  be  expanded  to  include  Zimbabwe.  A  currency 
board,  similar  to  the  one  that  operated  in  Zimbabwe  from  1940 
to  1956  (it  was  called  Rhodesia  then)  should  be  established.  It 
should  issue  Zimbabwean  dollars  that  would  be  fully  backed  by 
and  convertible  into  rand  at  a  fixed  rate.  The  currency  board 
should  be  initially  capitalized  by  South  Africa.  In  addition,  the 
rand  should  be  allowed  to  circulate  legally  in  Zimbabwe. 
Adopting  this  plan  is  the  only  way  to  salvage  what's  left  of  an 
economic  wreck.  F 
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The  Patient  Investor  |  John  W.  Rogers  Jr. 


THE  STYLE 
MONGERS 


WHEN  IT  COMES  TO  INVESTING,  THE  END  OF  THE 
quarter  is  often  a  time  when  people  reassess 
and  rebalance  their  portfolios.  From  mutual 
funds  to  pensions,  making  changes  to  an 
investment  plan  is  relatively  easy,  sometimes  as 
simple  as  a  click  of  the  mouse.  The  good  news  is,  when  consider- 
ing what  you  own  or  what  you  might  want  to  buy,  there  are  many 
fine  tools  in  the  investment  world,  including  the  performance 
grades  that  FORBES  awards  in  its  fund  guides  and  on  its  Web  site. 
And  a  lot  of  consultants  are  there  to  help  individual  investors  and 
pension  plans  with  their  selections. 

Many  of  these  people  turn  to  style  guidelines,  under 
designer  labels  like  Russell,  Wilshire,  Morningstar  or  others. 
These  systems  place  each  mutual  fund  into  a  category.  In  my 
view,  too  often  many  well-meaning  financial  consultants  are 
overly  dependent  on  such  artificial  constructs,  to  their  clients' 
detriment.  They  often  ax  good  funds  that  don't  adhere  to  the 
tyranny  of  style  boxes.  As  a  result  long-term  absolute  returns 
may  suffer. 

With  the  Fourth  of  July  coming  soon  I'm  reminded  that  the 
leaders  who  founded  this  country  were  elected  representatives. 
While  I  don't  mean  to  inflate  the  practice  of  style-pigeonholing 
into  a  cosmic  issue,  nobody  elected  the  category  kings.  In  fairness, 
even  Donald  Phillips,  the  Morningstar  managing  director  who 
helped  mastermind  his  service's  style  boxes,  argues  that  the  boxes 
should  be  descriptive,  not  restrictive. 

Certainly  I  have  a  vested  interest  in  this  topic,  since  I  manage 
funds.  Morningstar  characterizes  my  flagship,  Ariel  Fund,  as  a  "mid- 
cap  blend,"  with  "blend"  meaning  a  mixture  of  value  and  growth. 
I  do  indeed  prefer  small  and  midcaps,  because  I  believe  they  are 
more  likely  to  be  inefficiently  priced.  But  I  don't  know  about  blend. 
I'm  just  looking  for  value.  Any  successful  manager  will  pounce 


When  a  portfolio  manager  moves  outside  the  guidelines, 
though,  he  is  scolded  for  "style  drift,"  as  if  he  had  broken  some  rule 
of  nature.  Yet  style  drift  can  occur  naturally  when  a  manager  sees 
small-  and  midcap  stocks  outgrow  their  categories,  just  as  children 
move  up  a  size  in  clothes.  What  intelligent  investor  wants  to  stunt 
a  portfolio's  growth  just  to  fit  it  into  a  category?  Further,  value 
often  can  be  found  right  next  door  to  a  manager's  core  category. 
The  important  factors  in  assessing  a  possible  stock  purchase  are 
valuation  and  a  company's  underlying  business  fundamentals. 

The  early  pioneers  who  shaped  the  mutual  fund  world — Sir 
John  Templeton,  Peter  Lynch,  John  Neff,  William  Ruane,  Ralph 
Wanger— searched  for  value  wherever  they  could  find  it.  They 
weren't  investing  for  their  critics.  In  my  view,  independent- 
minded  investors  can  do  well  buying  stocks  like  the  following, 
which  defy  easy  characterization: 

USG  (49,  USG),  North  America's  largest  producer  of  gypsum 
wallboard,  has  led  a  wild  life.  The  company  spent  five  years  in 
bankruptcy,  attributable  to  asbestos  litigation.  USG  exited  Chapter 
1 1  last  summer,  is  profitable  and  has  earned  an  investment -grade 

credit  rating.  True,  the  revenues 


Don't  let  type- 
casting of  your 
portfolio — or  a 
fund — stop  you 
from  buying 
what  offers  the 
most  promising 
returns. 


are  off  and  the  stock  has  tum- 
bled 42%  in  the  last  12  months 
as  the  housing  market  has 
weakened.  But  USG  has  first-rate 
management,  steeled  by  adver- 
sity. Once  housing  bounces 
back,  so  should  demand  for 
USG's  Sheetrock  That's  why  I've 
recently  bought  this  stock. 
Shares  trade  at  a  27%  discount 
to  my  $67  estimate  of  their  pri- 
vate market  value. 

Office  furniture  manufac- 
turer Herman  Miller  (37,  mlhr) 
thought  outside  the  box  and  created  the  office  cubicle.  It  also 
makes  ergonomic  seating  and  the  iconic  Aeron  chair,  showcased 
in  New  York's  Museum  of  Modern  Art.  Sales  tanked  in  the  last 
recession  but  now  are  gaining  at  a  double-digit  clip  with  a  big 
order  backlog.  The  company  is  branching  further  into  furniture 
for  education  and  health  care.  It  trades  at  a  10%  discount  to  my 
$41  estimate  of  intrinsic  worth. 

I  also  like  Bio-Rad  Laboratories  (69,  BIO),  which  makes  prod- 
ucts for  medical  research  and  diagnostics.  Its  testing  devices  are 
used  for  food  pathogens,  mad  cow  disease,  blood  viruses  and 
genetic  disorders.  Since  only  one  Wall  Street  analyst  follows  it,  you 
may  not  know  much  about  Bio-Rad.  Management  refuses  to  con- 
duct business  for  the  short  term,  and  I  admire  their  conviction. 
This  market-leading  firm  announced  that  2007  earnings  would 
be  depressed  because  of  investments  in  recent  acquisitions.  Mean- 
while, annual  revenues  are  increasing  nicely.  Shares  change  hands 
at  20%  off  my  $86  estimation  of  private  market  value.  F 

on  a  good  opportunity,  re-  QBHII^  

gardless  of  whether  the  style  I  •'°*in  w-  R°9ers  Jr-  's  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Management, 

3  ,     ,     ,  ,  ,  iiiliSri  n  i  LLCtheadvisertotheArielMutualFunds.Visithishomepaqeatwww.forbes.com/rogers. 

police  say  he  shouldnt.  mimsSBEBK^mm 
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PADDLING 


Up  a  Creek 


Paddle  the  route  of  Canada's  original  capitalists- 
its  voyageurs  and  trappers.  Ixnay  on  the  pelts, 
though  |  By  Christopher  Steiner 


IEWED  FROM  THE  FLAT 
water  of  Hayman  Lake, 
Great  Devil  Rapids' 
violence  and  froth  scare 
off  most  paddlers,  who 
choose  to  carry  their 
canoes  around  it.  Richard  Driediger, 
though,  scoffs:  "These  are  like  class-zero 
rapids,"  he  says  disdainfully,  his  finger 
tracing  their  route  on  a  map.  "Just  stay  to 
the  left,  and  you'll  be  fine."  (The  rapids 
are,  in  fact,  class  three  on  a  scale  of  one  to 
five.)  A  waterfall  wins  his  respect:  "You'll 
have  to  portage  that." 

Driediger  caters  to  an  adventurous 
breed  of  paddler  at  his  Churchill  River 
Canoe  Outfitters  (CRCO)  in  north  central 
Saskatchewan.  From  May  through 
September  he  doles  out  advice,  supplies 
guides,  rents  out  gear  and  oversees  a  small 
canoeing  empire  that  stretches  from  the 
town  of  Missinipe  (year-round  popula- 
tion: 20)  250  miles  north,  almost  to 
Canada's  Arctic  Nunavut  Territory.  Most 
of  his  customers  ply  the  Churchill  River- 
called  the  voyageur  highway— a  rolling 
monster  that  links  watersheds  from  Hud- 
son Bay,  the  Canadian  Rockies,  the  Great 
Lakes  and  the  Arctic. 

"It  really  is  God's  country,"  declares 
Ronald  Lepage,  a  Deloitte  partner  who 
lives  in  Saskatoon  and  has  been  a  Driedi- 
ger customer  for  20  years.  Lepage,  who 
has  summited  Nepal's  Himalayas  and 


plans  to  top  Mount  Kilimanjaro  this  sum- 
mer, counts  the  Churchill  as  one  of  his 
favorite  spots.  "Once  you  get  up  there, 
you'll  keep  going  back,"  he  adds. 

Driediger  enjoys  exclusivity.  While 
several  fly-in  fishing  camps  operate  in  his 
territory,  CRCO  alone  caters  to  would-be 
Pere  Marquettes. 

Driediger's  lack  of  com 
petition,  of  course, 
could  be  due  to  loca- 
tion: His  lodge  in 
Missinipe  is  a  five-hour 
drive  north  of  Saska 
toon,  Saskatchewan's  ; 
largest  city  and  the  clos- 
est big  airport  A  down- 
pour can  wash  out  the  last 
40  miles  of  roads  to 
Missinipe  because  they're  nothing  more  than 
mud  and  rocks.  And  the  areas  mosquitoes 
swarm  voraciously  in  the  evenings,  living  as 
hard  as  they  can  during  the  short  summer. 

Despite  such  hardships,  Driediger's 
business  has  boomed.  Ten  years  ago  he 
had  1,000  customers;  last  summer,  six 
times  that.  The  Internet  helps.  Surfers 
trolling  for  Churchill  River  history  or 
canoeing  invariably  hit  upon  CRCO  s  site. 
The  average  guest  spends  $180,  most  of  it 
renting  some  of  Driediger's  65  Royalex 
(stout,  thick  plastic)  canoes.  Ultralight 
Kevlar  craft  aren't  brawny  enough  for  the 
Churchill. 


Paddlers  follow  the 
same  waterways  used 
by  explorers  Alexander 
Mackenzie,  David 
Thompson  and 
George  Simpson  220 
years  ago,  when 
northwest  Canada  was  a  true  fron- 
tier. Portage  paths,  in  most  cases,  are  centuries 
old,  started  by  Cree  Indians.  This  wilderness 
arguably  is  less  tame  now  than  it  was  dur- 
ing the  latter  days  of  the  fur-trapping  era 
(late  1800s),  when  trading  posts  dotted  the 
river  route. 

Until  Driediger,  this  area  was  good 
only  for  fishing.  Fly-in  trips  for  walleye, 
northern  pike  and  the  elusive  Arctic 
grayling  were  the  norm  (and  still  are). 
Grappling  with  raucous  Churchill  rapids 
head-on  in  a  canoe  was  limited  to  a  small 
dedicated  brigade  of  paddlers.  When 
Driediger  bought  CRCO  from  Paul 
Wilkinson  in  1986  for  $61,000,  he  took  on 
a  sleepy  one-man  operation  that  rented 
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out  20  aluminum  canoes  and  four  cabins. 
The  customers  were  primarily  fisherman. 

Driediger,  53,  grew  up  in  Drake,  a 
burg  85  miles  east  of  Saskatoon.  By  the 
time  he  finished  high  school  he  was  keen 
on  canoes.  His  father  asked  him:  "Well, 


Paddlers  can  avoid 
Saskatchewan's 
mosquito-thick 
portages  (above) 
via  Ric  Driediger's 
waterborne  shortcuts. 

are  you  going  to  be  a 
canoer  or  a  farmer?" 
Unsure,  Driediger 
struck  out  on  a  multi- 
week  canoe  trip  for 
solitude  and  a  chance 
-^4P^  to  weigh  his  options. 

J.  He  never  came  back. 
For  years  Driedi- 
SS  ger  bounced  between 
college  and  odd  jobs, 
but  he  always  spent 
summers  guiding.  His  specialty:  white- 
water.  No  place  trumps  Saskatchewan  for 
that.  "It's  the  best  canoeing  in  the  world," 
he  says.  So  when  he  got  the  reins  of  CRCO, 
the  region's  rivers,  not  its  fish,  became  his 
focus.  "Why  compete  with  those  fly- in 


lodges  that  are  better  geared  up  for  fish- 
ing? This,  to  me,  is  more  fun." 

His  ability  to  scratch  out  a  living  in  the 
wilderness  recalls  the  original  capitalists  of 
these  wilds:  the  voyageurs.  For  decades, 
beginning  in  the  mid- 1700s,  paddlers 
from  Hudson's  Bay  Co.  and  the  North 
West  Co.  jockeyed  for  beaver  pelts  on  the 
turbulent  Churchill. 

During  the  first  overland  expedition 
to  the  Arctic  in  1820  a  canoe  foreman, 
Louis  Saint  Jean,  drowned  in  Otter 
Rapids,  a  stretch  of  Whitewater  3  miles 
from  Missinipe.  Robert  Hood,  an  officer 
on  the  trip,  wrote  in  his  journal,  "So  early 
a  disaster  deeply  affected  the  spirits  of  the 
Canadians,  and  their  natural  vivacity  gave 
way  to  melancholy  forebodings."  Otter 
Rapids  is  still  a  rollicking  boil  hardly  fit  for 
a  canoe.  Most  paddlers  portage  around — 
but  not  Lepage:  "We  never  miss  Otter 
Rapids.  It's  a  highlight." 

Paddlers  wanting  to  go  deep  into  the 
wilderness  can  lash  their  canoes  to  the 
pontoons  of  a  float-plane  from  Osprey 
Wings,  which  keeps  five  aircraft  at  a  base 
in  Missinipe.  Costs  start  at  $500.  You  can 
fly  far  up  the  Churchill,  then  use  its  east- 
erly flow  over  days  or  weeks  to  boat  back 
to  Missinipe.  Want  to  go  still  deeper 
north?  Driediger  keeps  a  stash  of  six 
canoes  near  the  end  of  a  dirt  highway  250 
miles  north.  From  there  paddlers  can  go 
Arctic.  Polar  bears  become  an  issue.  The 
Saskatchewan  skies  stay  light  until  mid- 
night, and  July  temperatures  range  from 
50  to  72  degrees  Fahrenheit. 

A  different  option:  Explore  the  islands 
of  Nipew  Lake,  which  in  Cree  means  Lake 
of  the  Dead.  In  1780  a  smallpox  epidemic 
killed  60%  of  the  native  population.  Those 
infected  were  left  for  dead  by  their  fellow 
tribesmen  on  one  of  the  lake's  numerous 
islands.  Rumors  of  remains  being  found 
pass  periodically  through  canoe  country. 
Driediger  isn't  buying.  "I've  searched  most 
of  those  islands  pretty  well,"  he  demurs. 
"There  are  no  skeletons."  F 


JUNE  4,  2007      FORBES  205 


B  E  -  0  R  I  S 


WHEN  THE  MEMBERS  OF 
the  G8  convene  for  their 
June  6  summit  at  Heili- 
gendamm,  a  venerable 
German  resort  on  the 
Baltic,  they  first  will  have  to  transit  an  8- 
mile  fence  topped  with  razor  wire.  The 
barrier  is  meant  to  deter  terrorists  and 
keep  out  soreheads  of  the  kind  who  believe 
that  McDonald's  trans  fats  (bioengineered 
by  Dr.  Henry  Kissinger)  are  responsible  for 
global  warming. 

There's  irony:  In  recent  years  Heiligen- 
damm's  biggest  challenge  has  been  getting 
people  in,  not  keeping  them  out.  Its  occu- 
pancy rate  hovers  around  44%  despite  its 
glittering  past. 

Founded  in  1793  as  a  retreat  for  Duke 
Friedrich  Franz  I  of  what  today  is  Mecklen- 
burg- Vorpommern,  Heiligendamm  was 
known  as  the  White  City  by  the  Sea  for  its 
cluster  of  23  chalk-color  buildings.  Through- 
out the  19th  and  early  20th  centuries  this 
was  a  favorite  destination  for  politicians, 
artists  and  nobility.  The  Romanoffs,  Hider, 
Mussolini  and  the  poet  Rainer  Maria  Rilke 
all  reputedly  stayed  here. 

After  WWII  it  became  a  sanitorium  for 
Eastern  bloc  workers.  Its  buildings'  elegant 
facades  crumbled.  Then  in  1996  a  German 
real  estate  investment  firm  called  Fundus 
Group  bought  it  and  began  restoration.  So 
far  they've  spent  $280  million. 

Fundus'  motivation  has  as  much  to  do 
with  tax  breaks  and  subsidies  as  with  any 
reverence  for  history.  In  1996  the  German 


government  was  still  tossing  around  gen- 
erous handouts  to  investors  willing  to  bet 
on  the  backward  east.  In  Heiligendamm's 
home  province  the  shipbuilding  industry 
had  shriveled,  farms  were  struggling  and 
unemployment  reached  into  the  double 
digits.  Local  officials  were  only  too  happy 
to  award  Fundus  a  $68  million  subsidy  for 
creating  jobs  (the  hotel  employs  300  people 
in  high  season).  Fundus  was  permitted  to 
accelerate  its  property  depreciation  deduc- 
tions. And  government  is  subsidizing  nearly 
half  the  $7  million  cost  of  adding  an  18-hole 
golf  course. 

When  FORBES  visited  in  April  we  found 
much  to  like.  Fundus,  in  addition  to  restor- 
ing buildings,  has  built  a  new  one  that 
contains  an  exercise  room  and  an  18-meter 
indoor  pool  facing  out  to  the  sea.  There's  a 
spacious  sauna  where,  as  is  German  custom, 
men  and  women  lounge  about  together  in 
their  birthday  suits.  From  here  they  stroll 
across  a  vast  indoor  expanse  of  white  mar- 
ble to  the  Eisraum  and  rub  man-made  snow 
onto  their  steaming  bodies.  Sound  too  Ger- 
manic? Opt,  then,  for  the  caviar  massage — 
nothing  like  caviar  to  get  the  kinks  out. 

The  hotel's  main  building  boasts  a 
6,500-square-foot  white  marble  lobby, 
replete  with  burbling  fountain  and  crystal 
chandeliers.  Off  it  sits  the  clubby  Nelson  Bar, 
named  for  the  famed  British  admiral  who 
supposedly  fought  a  batde  near  Heiligen- 
damm. Other  buildings  include  the 
Kurhaus,  which  houses  a  100-seat  restau- 
rant widi  Baltic  views  and  the  hotel's  fine- 


dining  room,  the  Friedrich  Franz,  which 
seats  30  and  has  won  a  Michelin  star.  Most 
whimsical  of  all  the  structures  is  the  Burg 
Hohenzollern,  which  looks  like  a  fairy-tale 
castie.  Rates  range  from  $162  in  low  season 
for  a  double  to  $1,200  in  high  season  for  a 
sea-view  suite. 

It's  all  quite  grand.  But  can  Heiligen- 
damm amount  to  more  than  just  a  Baltic 
boondoggle?  The  surrounding  area  is  one  of 
Germany's  least  populated  and  remains  its 
least  thriving  economically.  The  hotel  at  best 
breaks  even.  Its  appeal  has  up  until  now  been 
limited  to  Germans,  who  make  up  96%  of 
the  guests.  Says  manager  Martin  Kolb:  "We 
will  not  be  able  to  fill  the  hotel  without  ex- 
panding beyond  Berlin  and  Hamburg."  Yet 
Fundus  and  hotel  operator  Kempinski  be- 
lieve they  can  attract  an  international  clien- 
tele. (The  hotel's  full  official  name  is  the 
Kempinski  Grand  Hotel  Heiligendamm.) 

If  you  want  to  get  away  from  it  all,  cer- 
tainly this  is  the  place.  To  one  side  sits  the 
Baltic,  offering  bathing  in  summer  (the  water 
temperature  climbs  as  high  as  75  degrees). 
On  the  other  is  an  8-acre  park  Steps  from 
the  hotels  entrance  is  a  petite  train  station 
from  which  chugs  a  steam  engine  taking 
you  to  nearby  sleepy  towns,  one  with  a  14th- 
century  abbey.  Though  it  sits  124  miles  from 
the  Polish  border,  Heiligendamm  lately  has 
become  accessible,  thanks  to  plush  airline 
Emirates,  which  offers  nonstop  service  be- 
tween New  York  and  Hamburg.  For  $340  a 
car  service  will  whisk  you  to  the  hotel  in  90 
minutes,  autobahn  all  the  way.  F 
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LIFE  INSURANCE  ALERT  FOR  SENIORS 

NEW!  How  to  sell  your 
unwanted  and  unneeded  life 
insurance  policies  for  cash 


About  lnsure.com 

"The  best  Web  site  I've  found. . . " 

The  Dallas  Morning  News 

"...we'd  recommend  you  do  your 
insurance  shopping  here..." 

Barron's 

"New  source  for  best  buys  in 
insurance.  One  way  to  get  to 
know  the  insurance  market." 

Kiplinger's 

"...this  site  is  flush  with 
useful  features." 

Forbes.com 

"...as  good  as  a  Web  site  on 
insurance  can  possibly  be.  Hats 
off  and  a  gold  star  to  the  top 
insurance  site  on  the  Web." 

Insurance  for  Dummies 

"The  premier  Web  site  in  terms 
of  detail  and  ease  of  use,  (best 
of  all,  it's  free)  is  lnsure.com..." 

Yahoo!  FINANCE 


Here  are  the  facts: 

•  Investor  groups  and  financial  institutions 
are  now  paying  cash  to  buy  unwanted 
life  insurance  policies.  Whole  life, 
universal  life,  term  life,  joint-life, 
last-to-die  and  key-man  life  may  qualify. 

•  You  might  own  an  unwanted  and 
unneeded  life  insurance  policy  that 
is  eligible  to  be  sold  for  cash  and  not 
even  know  it! 


Recent  Purchase  Offers 

69  year-old  male:  $500,000  policy 

Cash  offer:  $100,000 

72  year-old  female:  $750,000  policy 

Cash  offer:  $165,000 

78  year-old  male:  $1 ,200,000  policy 

Cash  offer:  $408,000 

83  year-old  female:  $2,000,000  policy 

Cash  offer:  $406,000 


Rising  premiums  or  changed  family  circumstances  can  create  a  situation  where 
you've  decided  that  a  life  insurance  policy  is  no  longer  wanted  or  needed. 

For  example,  many  people  with  unwanted  cash  value  insurance  mistakenly 
believe  that  the  policy  value  is  worth  no  more  than  the  actual  cash  value. 
Even  worse,  many  people  mistakenly  believe  that  their  unwanted  term  life 
insurance  can  only  expire  worthless  or  be  lapsed  for  zero  value. 

How  to  obtain  a  free  life  insurance  policy  valuation.  If  you  are  at  least  55 
years  of  age  and  have  at  least  $100,000  of  life  insurance  coverage  in  force, 
please  mail  the  coupon  below,  call  us  toll-free  at  1-800-556-9393,  ext.  101 
or  visit  us  online  at  www.insure.com. 


Instant  quotes  from  over  100  companies 
Life  •  Auto  •  Health  •  Home  •  and  More! 


Insure.com 


YES!  I  am  at  least  65  years  of  age  and  would  like  free  information  on 
how  I  might  be  able  to  sell  an  unwanted  life  insurance  policy  for  cash. 


./_ 


./_ 


Date  of  birth  (MM/DD/YY) 


$ 


Coverage 


City  State 

Major  Illness  History:    I  I  Heart  Disease      I  Cancer   □  Diabetes   □  Stroke   Q  Other 

(Please  check  all  thai  apply.) 

Mail  to:  lnsure.com,  8205  South  Cass  Avenue,  Suite  102,  Darien,  IL  60561 


Ad  Code:  FORBS  6/07 


NOTE:  The  sale  of  an  unwanted  and  unneeded  life  insurance  policy  is  called  a  "life  settlement"  and  is  an  activity  that  is  regulated  in  at  least  37  states.  You  should  never  lapse, 
cancel  or  sell  a  life  insurance  policy  until  after  you  have  first  obtained  independent  and  unbiased  information  regarding  all  of  your  options  and  choices.  The  National  Association 
of  Insurance  Commissioners  has  published  a  useful  brochure  entitled.  "Selling  Your  Life  Insurance  Policy:  Understanding  Life  Settlements."  Copies  may  be  obtained  by  calling 
(816)  842-3600  or  visiting  www.naic  org  This  message  and  offer  is  void  where  prohibited  by  law  lnsure.com  generates  revenues  from  the  receipt  of  industry-standard  fees  and 
commissions  paid  by  participating  insurance  companies,  life  settlement  providers  and  investors.  Copyright  ©  1984-2007  lnsure.com.  Inc.  All  rights  reserved.  CA  agent  #0A13858. 
LA  agent  #200696,  MA  agent  #333509159.  Insure.com,  Inc.  DBA  lnsure.com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Insure.com,  Inc.  DBA 
lnsure.com  Insurance  Services,  Inc.  in  UT  under  agent  #90093. 
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He  was  a  hardworking  farm  boy. 

She  was  an  Italian  supermodel. 

He  knew  he  would  have  just 
one  chance  to  impress  her. 


Rosetta  Stonef  The  fastest  and 
easiest  way  to  learn   ITALIAN  , 


Dynamic  Immersion"  teaches  you  to: 

/^pN  SPEAK:  Evaluate  your  pronunciation 
through  speech  recognition. 

Q  »\\    LISTEN:  Hear  the  language  spoken  by 
'/    native  speakers. 


READ:  Words  and  images  used  together 
/~T\    increase  understanding. 


□ 


WRITE:  Practice  writing  the  new  language 
and  receive  immediate  feedback. 


Personal  Edition.  Solutions  tor 
organizations  also  available. 


Learn  a  language.  Expand  your  world.  Finally,  there's  a  way  to  learn  a  new  language 
that's  easier  than  you  could  ever  imagine.  Rosetta  Stone  interactive  software  teaches  you  any  of 
30  languages,  all  without  translation,  memorization,  or  grammar  drills.  Our  Dynamic  Immersion 
method  uses  a  combination  of  images  and  words  in  a  step-by-step  process  that  successfully 
replicates  the  experience  of  learning  your  first  language.  It's  so  effective  that  NASA,  the  U.S. 
State  Department,  and  a  variety  of  Fortune  500®  executives  have  made  it  their  language  tool  of 
choice.  That's  also  why  we  can  back  it  with  a  six-month  money-back  guarantee. 


Act  now  to  receive  a 

10%  disc 


Level  1  NOW  $1 88.10 

Level  2  4299"  NOW  $215.10 
Best  Value! 

Level  1&2    $359  NOW  s305.10 


Available  for  30  languages,  including  Spanish,  French,  German,  Italian,  Japanese  and  English. 

The  fastest  way  to  learn  a  language.  Guaranteed.™ 

RosettaStone 

1-800-399-6162 

Use  promotional  code  fbs067  when  ordering. 

RosettaStone.com/fbs067 

Closet  Manufacturing  Franchising 


Bank  Finance 


Franchise  Opportunity 

Leading  Closet  and  Home  Organizing  Company  in  the  US. 


rage  Cabinets,  Home  Offices,  Pantries,  Laundries  and  i 


No  industry  experience  required 

23  years  Industry  experience  and  success 

Proven  business  model 

Excel  lent  training  with  ongoing  support 

Rated  *  I  by  Entrepreneur  Magazine 


Closets 


byDesign 


Call  for  Information  (800)  377-5737 


Bank  Says  'NO'?... 
We  Say  'YES 'I 

Get  the  Line  you  need  (min  $50K). 
No  hassles.  No  gimmicks. 
No  audits.  Personalized  service. 
Very  affordable.  No  upfront  fees. 
We  are  not  Brokers.  Only  B2B. 

Call  Mr.  Weil  (CEO)  800-499-6179 

www.4capitalsolutions.com 

(We  approve  90%  of  all  qualified  businesses) 


Business  Services 


Forclos 


MeritBSC.com 

Business  Valuation,  Strategy 
and  Advice  since  1986. 
NY  1-917-208-8077 
SF  1-415-987-7425 


Free  Foreclosure  List 

Over  1 .2  Million  pre-foreelosures, 
foreclosures  and  bank  owned  homes 
updated  daily.  The  nation's  #1  source  of 
foreclosure  listings.  The  most  detailed 
and  trusted  property  data  of  all 
national  providers. 
Go  to:  www.foreclosuredata.com/list 


SILVERSEA 

CRUISE  EXPERTS 


Best  Prices  &  Service 
1-800-747-5670 


Managed  FOREX  Account 
Discretionary  Dollars  Only 
High  Compounding  Ave  Monthly  ROI 
Low  Correlation  To  Indices 
Breakthrough  Proprietary  Method 
LPOA,  Trusted  Brokerage,  24  hr  Liquidity 
Go  To:  www.bestforexfund.com  For  Info. 
Referrals  Compensated 


For  Advertising  Information  and  Rates  Contact:  Media  Options:  1-800-442-6441  mediopt@aol.com 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment  and 
88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
the  health  benefits  experienced  during  that  tryout.  and  the  ROM 
performance  score  at  the  end 


to  over  100  years  old  and  highly  trained  athletes  as  well.  The 
ROM  adapts  its  resistance  every  second  during  the  workout  to 
exactly  match  the  user's  ability  to  perform  work.  It  balances  blood 
sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to  be  true? 
Get  our  free  video  and  see  for  yourself.  The  best  proof  for  us  is 
that  97%  of  rentals  become  sales.  Please  visit  our  website  at: 
www.FastExercise.com 


of  each  4  minute  workout  that 
tells  the  story  of  health  and 
fitness  improvement.  At  under 
20  cents  per  use,  the  4 
minute  ROM  exercise  is  the 
least  expensive  full  body 
complete  exercise  a  person 
can  do.  How  do  we  know  that 
it  is  under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from  10 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


!  ROM  is  the  best 
time  management 
tool  ever. " 

Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 
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Capital  Available 


Luxury  Real  Estate 


We  See  Your  Success 


Capital  To  Grow. 

We  infuse  vital  capital  into  firms  like  yours  and  employ 
a  disciplined  financial  structure  designed  to  increase 
sales  growth  and  profitability. 

212.755.3636  !  www.capstonetrade.com 


Purchase  Order  Finance  I  Trade  Finance  I  Letters  of  Credit 
Domestic  &  International  Accounts  Receivable  Factoring 


Business  Opportunity 


BUSINESSES  FOR  SALE 


Inlerrationa'  Investment  Banking  Firm 
has  Middle  Market  Businesses  for  Sale 

GW  EQUITY 

f*Vrgerj  Ai  Acquisitions 

877-213-1792 


www.GWEQUITY.com 


Swiss  watch  brand  offering 
an  unique  investment  opportunity! 

On  the  occasion  of  the  re-launch  of  a  well  known 
watch  brand  (19th  century),  the  company  offers 
an  unique  opportunity  to  acquire  a  significant 
minor  stake.  Strategic  partnership  also  welcome. 
Contact:  swiss_watch_brand@yahoo.com 


Timeshares 

Retail! 

(800)  640-7639 

holidaygroup.com/fm 


Real  Estate  ..~Jz 


BEEN  BURNED 

Dispute?  Owed  Money?  Been  Taken 
Advantage  of  on  an  investment  or 
business  deal?  Ready  to  take  action  and 
be  compensated?  Don't  put  good  money 
after  bad.  No  cost  unless  we  get  results! 

Client  First  LLC 
509-966-0359  FAX:  509-966-0482 


COLONIAL  MANSION  •  BROOKLYN 

15,000  sq.  ft.  residence  features  master 

suite,  jacuzzi  and  steam  shower, 
2  Jr.  suites.  7  baths,  professional  kitchen, 
4  car  garage,  heated  pool,  pond,  oak 

flooring  and  granite  surfaces. 
ROBERT  NICOLETTI  •  917679.2685 


Prudential  Douglas  Elliman  Real  Estate 


Legal  Services 


87%  NET  PROFIT 

Our  program  is  simple  yet  brilliant!  We 
ensure  your  success  by  spending  a  week 
with  you  in  your  area  where  it  counts. 
Exclusive  territories,  low  overhead, 
exceptional  profit  margin  $250,000  profit 
potential  first  year  is  no  exaggeration. 
$12,900  investment  normally  recovered  in 
the  first  30days.  Call:  1 -877-808-0800 


AUCTION 


ST.  SIMONS  ISLAND,  GA 


OCEAN  FRONT  ESTATE! 

TUESDAY,  JUNE  12  •  2pm 

Set  on  one  of  the  largest  oceanfront  tracts  on  St.  Simons  Island! 

•  6  BR,  7  Full/3  Half  Baths     •  Guest  House  &  3  Car 

,  _,  Garage 

•  Smart  House  w/  Elevator 

_  .  •  Gourmet  Kitchen  w/ 

•  Infinity  Pool  w/  Spa  Caterer's  Pantry 

(T^L^^^)(^^^^3^^       call  for  a  FREE  color  brochure 

Grand  estates  i  gnn  552  8120 

AUCTION  COMPANY'  *  Aw 


www.GrandEstatesAuction.conr  NR002828  /  243707 


wBEuw 


Eastern  Oregon  Hunting  Ranch 

6,104  contiguous  deeded  acres.      Elk,  deer,  antelope,  upland  birds, 
wildfowl  and  fishing.  4  miles  of  year  round  stream.   Mineral  rights. 
Large,  deep  reservoir.      Excellent  cattle  grazing. 
Fenced  and  gated.     Borders  100,000  acre  BLM. 
$3,600,000     miburn  Ranch  Brokerage  541-421-5300 

Loans* 


Business  Opportunity 


UNSECURED  LOANS 

$5,000  to  $150,000  pre-approved 
same  day  nationwide.  No  collateral 
required.  Any  personal  or  business 
purpose.  Simple  application  process. 
Startups  welcome. 
www.AmOne.com/forbes 

1-800-458-7695 


Bank  for  Sale 
800-733-2191 

www.corbettandkish.com 

WBC 

15  years  of  excellence 


For  Advertising  Information  and  Rates  Contact:  Media  Options:  1-800-442-6441  mediopt@aol.com 
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CHINA  IS  EXi 

TO  GROW  9.8  % 


liwvl* 


Don't  let  underperforming 
U.S.  markets  keep  you  from 
achieving  chartbusfmg  returns  - 

FUEL  YOUR 
PORTFOLIO  FOR 

EXPLOSIVE 

GROWTH 


Diversify  Your  Portfolio  with 
Emerging  Sectors  and  Cain 
Exposure  to  a  Hot  Chinese  Company 
That  Trades  on  the  NASDAQ  OTCBB: 


%  GROWTH  STOCK 


GZGT 


www.GuangzhouGlobalTelecom.com 
Company   Guangzhou  Global 
Telecom,  Inc. 

Exchange   NASDAQ  OTCBB 
Symbol  GZGT 
Shares  Outstanding  53,290,000 
Public  Float  13,072,500 


follow  (qrowth  Investors. 

Companies  like  GZGT  will  be  discovered  and  their  valuations 
will  skyrocket,  fueled  by  its  exponential  revenue  growth, 
GZGT  is  poised  to  provide  investors  with  gains  of 200% 
or  more.  I'm  just  glad  I  was  fortunate  enough  to  uncover 
GZGT  now,  at  this  early  stage  in  its  growth  arc,  before  it 
becomes  a  major  icon  in  theChinese  mobile  revolution. 
Get  in  now  and  IGNITE  your  portfolio  with  exposure  to  the 
world's  hottest  economy,  China. 

Sincerely, 

Aharon  Bronfman 
Publisher,  . Growth  Stock  Guru 
www.6rowthStockGuru.com 


Download  the  Full  Report  for  Free  at  www.GrowthStockGuru.com 

This  is  a  Paid  Advertisement.  To  Read  our  lull  Legal  Ksdaimer  please  visit:  VA'w.grov/tlistockguru/diklaimer/m2, 


INVESTMENT  HIGHLIGHTS 

1  China  has  the  largest  mobile  phone  market  in 
the  world. 

'  Mobile  subscribers  are  expected  to  total  more 
than  600  million  by  2010. 

j  GZGT's  revenues  jumped  91%  in  2006,  and  are 
projected  to  grow  44%  in  2007, 67%  in  2008 
and  39%  in  2009 

>  The  Chinese  telecom  and  mobile  phone  handset 
market  for  enterprises  has  huge  room  for  growth 
as  current  penetration  rates  are  estimated  at  only 
between  25%  and  30%. 

•  GZGT  has  partnered  with  China's  largest  3 
telecommunications  providers  -  China  Mobile, 
China  Unicom  and  China  Telecom. 

'  GZGT's  major  carrier  partnerships  account  for 
nearly  $50  billion  in  revenues. 

'  Shares  appear  attractive  given  the  company's 
position  in  an  unsaturated  industry. 

•  GZGT  is  poised  to  capture  significant  share  of  the 
evolving  mobile  market  and  mobile  user  usage 
of  new  enterprise  services  tailored  for  "on  the  go" 
use.  A  larger  customer  base  coupled  with  the  in- 
troduction of  new  mobile  solutions  will  continue 
to  fuel  revenue  growth  and  transpire  into 

a  higher  GZGT  valuation. 


THOUGHTS 


On  the  Business  of  Life 


Rr 
ecently  the  head  knocker  of  the  Chicago  Institute  for  Psychoanalysis,  Dr.  George  Pollock,  came 
up  with  the  observation  that  it's  people  who  have  little  or  no  power  who  suffer  most  from 
breakdowns,  depression  and  feelings  of  uselessness.  Not  power,  but  "powerlessness  can 
corrupt."  It's  clear  to  me  that  the  prestige  and  the  psychic  income  that  accrue  from  positions  of  corporate 
power  far  outweigh  the  lure  of  any  amount  of  dollar  income.  — MALCOLM  S.  FORBES  (1983) 


When  you  suffer  an  attack  of  nerves 
you're  being  attacked  by  the  nervous 
system.  What  chance  has  a  man  got 
against  a  system? 

—RUSSELL  HOBAN 


In  this  world  without  quiet  corners,  there 
can  be  no  easy  escapes  from  history,  from 
hullabaloo,  from  terrible  unquiet  fuss. 

—SALMAN  RUSHDIE 


Oh  the  nerves,  the  nerves;  the  mysteries  of 
this  machine  called  man!  Oh  the  little  that 
unhinges  it,  poor  creatures  that  we  are! 

—CHARLES  DICKENS 


Rule  Number  1  is,  don't  sweat  the  small 
stuff.  Rule  Number  2  is,  it's  all  small 
stuff.  And  if  you  can't  fight  and  you 
can't  flee,  flow. 

—ROBERT  ELIOT 


Every  stress  leaves  an  indelible  scar, 
and  the  organism  pays  for  its  survival 
after  a  stressful  situation  by  becoming 
a  little  older. 

—HANS  SELYE 


The  process  of  living  is  the  process 
of  reacting  to  stress. 

—STANLEY  SARNOFF 


We  can  outrun  the  wind  and  the  storm, 
but  we  cannot  outrun  the  demon  of  Hurry. 

—JOHN  BURROUGHS 


/  love  deadlines.  I  like  the  whooshing 
sound  they  make  as  they  fly  by. 

—DOUGLAS  ADAMS 


There  are  thousands  of  causes  for 
stress,  and  one  antidote  to  stress  is 
self-expression.  That's  what  happens  to 
me  every  day.  My  thoughts  get  off  my 
chest,  down  my  sleeves  and  onto  my  pad. 

— GARSON  KANIN 


He's  too  nervous  to  kill  himself.  He  wears 
his  seat  belt  in  a  drive-in  movie. 

—NEIL  SIMON 


In  most  mental  illnesses  the  capacity 
to  relax  is  as  much  impaired  as  the 
integrity  of  a  bone  is  destroyed  by  fracture. 

—ABRAHAM  MYERSON 


In  the  river,  there  is  the  crocodile.  On  the 
riverbank,  there  is  the  tiger.  If  you  go 
to  the  forest,  there  are  the  thorns.  If  you 
go  to  the  market,  there  is  the  policeman. 

—CAMBODIAN  PROVERB 


He  knows  not  his  own  strength  that  hath 
not  met  adversity. 

—BEN  JONSON 


Stress  is  an  ignorant  state.  It  believes 
that  everything  is  an  emergency. 
Nothing  is  that  important. 

—NATALIE  GOLDBERG 

Stress  management  means  nearly  total 
irresponsibility:  a  sleeping  pill  every  night, 
endless  television  (superlatively  presented), 
answering  mail  only  when  I  feel  worldly 
or  sociable. 

—HAROLD  BRODKEY 


To  reduce  stress,  avoid  excitement. 
Spend  more  time  with  your  spouse. 

—ROBERT  ORBEN 


A  Text ...  

For  oftentimes  also  thine  own  heart 
knoweth  that  thou  thyself  likewise 
hast  cursed  others. 

— ECCLESIASTES  7:22 

Sent  in  by  Don  Lewis,  Oshkosh,  Wis. 
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Side  Lines  

Where  Greed  Is  Good 

THE  10,000  FINANCIERS  AT  THE  WORLD  BANK  WILL  NO  DOUBT 
wince  when  they  read  Quentin  Hardy's  story  on  capitalism  in  Africa 
(see  p.  92).  It  seems  that  the  continent  is  being  colonized  by  prof- 
iteering U.S.  corporations.  MTV  is  there  in  a  big  way,  selling  trashy 
entertainment.  The  mobile  telephone  business  is  making  nice  money 
for  Western  firms  but  also  for  indigenous  hustlers.  The  Internet  is 
making  it  easier  for  small-scale  African  entrepreneurs  to  sell  farm 
goods  in  Europe.  The  winners  in  this  electronic  free-for-all  do  not 
resemble  the  sort  of  grand  factories  and  infrastructure  builders  that 
are  the  usual  beneficiaries  of  World  Bank  largesse. 

One  of  the  more  intriguing  applications  of  cellular  technology 
is  in  banking.  In  what  could  someday  become  a  serious  threat  to 
the  power  of  government-run  central  banks,  people  in  Africa  are 
using  electronic  chits,  transmitted  wirelessly,  to  pay  their  employ- 
ees. In  an  electronic  world,  a  mismanaged,  inflation-ridden  currency 

doesn't  stand  a  chance. 
Workers,  consumers 
and  shopkeepers  will 
abandon  it  in  favor  of 
electronic  pounds  or 
dollars  transmitted 
from  overseas.  And  in 
this  electronic  world, 
who  needs  the  Interna- 
tional Monetary  Fund, 
the  sister  bureaucracy 
to  the  World  Bank?  The  whole  raison  d'etre  of  the  IMF  is  to  prop  up 
mismanaged,  inflation- ridden  currencies. 

The  hostility  to  capitalism  latent  in  governmental  aid  institu- 
tions is  perfectly  understandable.  Grassroots  wealth  building 
competes  with  what  they  do.  The  economist  George  Stigler 
made  the  point  in  a  wonderful  essay  published  44  years  ago, 
"The  Intellectual  and  the  Marketplace."  He  would  have  been 
thrilled  that  MTV  is  making  a  buck  in  Africa.  He  said:  "Sears, 
Roebuck  and  Montgomery  Ward  made  a  good  deal  of  money  in 
the  process  of  improving  our  rural  marketing  structure,  but  I  am 
convinced  that  they  did  more  for  the  poor  farmers  of  America 
than  the  sum  total  of  the  federal  agricultural  support  programs 
of  the  last  five  decades." 

It's  time  for  a  new  approach  to  fighting  poverty.  Here's  a  three- 
step  program. 

First,  to  pick  up  where  Stigler  left  off,  let's  end  farm  subsidies, 
here  and  in  Europe.  When  you  prop  up  millionaires  in  Iowa  and 
Bordeaux,  you  make  it  harder  for  poor  farmers  in  Africa  to  com- 
pete in  world  markets. 

Next,  fold  the  World  Bank.  (For  more  on  that  subject,  seep.  1 9.) 

Finally,  replace  the  IMF  with  a  new  agency  that  would  promote 
cellular  banking. 

v  Editor 
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Readers  Say 

READERS@FORBES.COM 


Arctic  Chill 


Diet  Flight 


On  the  Level 


I  found  Steve  Forbes'  com- 
ment about  the  Arctic 
National  Wildlife  Refuge 
highly  misleading  ("Fact  i 
and  Comment,"  Apr.  16,  p. 
33).  He  says  the  area  is  "as 
ugly  an  area,  esthetically,  as  i 
one  can  find  in  Alaska."  In 
2004  I  camped  on  the  site 
where  the  Administration 
proposes  to  explore  and 
drill  for  oil.  I  hiked  the  area  j 
and  photographed  it.  From 
the  beach  we  had  a  fine 
view  of  dozens  of  miles  of 
the  great  Brooks  Range  and  the  Northern  Slope  coming  down  to  the  sea  at 
Camden  Bay.  From  the  same  beach  we  observed  an  ice  floe  that  drifted  in  dur- 
ing the  night.  From  the  air  the  tundra  with  its  wetlands  is  sometimes  crowded 
with  caribou  and  birds.  In  the  fall  this  miniature  forest  turns  into  a  carpet  of 
colors  comparable  to  New  England,  just  much  smaller.  Not  to  mention  the 
wildlife,  including  the  polar  bears  that  winter  there.  Is  that  what  our  economy 
is  about?  Money  over  wildlands,  money  over  wildlife  and  money  from  oil  over 
everything  decent  about  our  planet? 

Margaret  (Mardy)  Murie  said  this  about  Alaska:  "I  hope  the  United  States 
of  America  is  not  so  rich  that  she  can  afford  to  let  these  wildernesses  pass  by, 
or  so  poor  she  cannot  afford  to  keep  them." 

DENNIS  NORD 
Santa  Barbara,  Calif. 


Re  "Out  of  the  Woods"  (May  21,  p.  44): 
You  state  "[Delta]  is  now  adding  back 
comforts.  . . .  Coach  customers  on  flights 
of  1,750  miles  or  more  get  one  compli- 
mentary alcoholic  beverage  and  full 
meal  service."  On  May  2  I  flew  coach  on 
Delta  1884  from  Orlando  to  Los  Angeles, 
a  distance  of  2,212 
miles.  Believe  me, 
there  were  no  free 
drinks  and  no 
meal  service,  full 
or  otherwise  ... 
unless,  of  course, 
the  biscotti  cookies  now 
qualify  as  a  full  meal. 

ED  NOWINSKI 
Melbourne  Beach,  Fla. 


In  "Ground-Floor  Stocks"  (June  4, 
p.  166)  we  incorrectly  stated  that  L-3 
Communications  purchased  Genuity. 
The  purchaser  was  actually  Level  3 
Communications. 


Tiny  Error 


In  "Intel  Plots  a  Comeback"  (June  4, 
p.  92)  we  said  that  by  year-end  Intel  will 
produce  chips  measuring  45  nano- 
meters. We  should  have  said  that  Intel 
will  produce  chips  with  transistors 
measuring  45  nanometers. 


I  Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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10  Billion  Dollars 

Contributing  to  the  Development 
of  Knowledge  and  Culture 


His  Highness  Sheikh  Mohammed  Bin  Rashid  Ai  Maktoum 
announced  the  establishment  of  his  foundation  with 
an  endowment  of  10  billion  dollars,  focusing  on  human 
development  in  the  region. Thefoundation  will  facilitate  and 
promote  knowledge  creation  and  dissemination,  and  will 
nurture  future  leaders,  providing  them  with  equal  opportu- 
nities with  the  aim  of  building  a  knowledge-based  society. 


MOHAMMED  BIN  RASHID  AL  MAKTOUM  FOUNDATION 


Insurance 


#    What  if  your  next  project  takes  you 

to  the  edge  of  your  comfort  zone? 


if  ft-  m 

1  -f  ■ 


We're  right  there  with  you. 

In  an  interdependent,  constantly  changing  world  where  risks 
can  bubble  up  anywhere,  we  know  that  our  global  customers 
need  insurance  professionals  that  can  see  the  world  as  a 
whole.  That's  why  we  offer  Relationship  Leaders  who  serve 
as  a  single  point  of  entry'  to  our  unified,  global  operation, 
coordinating  consistent  risk  analysis,  underwriting  and  claims 
services.  This  approach  makes  the  job  of  managing  risks  on 
one,  or  even  seven  continents,  smoother  for  our  customers. 

www.zurichna.com/corporatebusiness 


Because  change  nappe 


ZURIC 


In  the  United  States,  coverages  are  underwritten  oy  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company.  Certain  coverages  not  available  in  all  states.  Some  coverage 
be  written  on  a  non-admitted  basis  through  surplus  lines  brokers.  Risk  engineering  services  are  provided  by  Zurich  Services  Corporation. 


Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding.' 


Housing 


Thanks  to  Fed-created  inflation,  housing  prices  in  most  of  the  country  will  firm  and 
then  rise.  This  won't  save  overextended  subprime  lenders  and  most  come-lately  specu- 
lators. But  it  will  give  much  of  the  industry  something  of  a  second— albeit  brief— wind. 

DeCAFE  Is  Healthier 


EVERYONE  THESE  DAYS  MAY  FEEL  THE  NEED  TO  BE  "MORE  GREEN" 
(see  "Digital  Rules,"p.  27),  but  that  doesn't  mean  we  have  to  do  fool- 
ish things.  One  such  silly  action  would  be  to  raise  the  Corporate 
Average  Fuel  Economy  (CAFE)  standards.  Enacted  in  the  mid-1970s, 
these  regulations  require  that  auto  manufacturers  get  an  average  of 
27.5  miles  per  gallon  for  their  fleets  of  passenger  vehicles  and  22.2mpg 
for  so-called  light  trucks  such  as  SUVs.  Boosting  the  mandates,  ad- 
vocates argue,  will  make  us  use  less  fuel,  thus  reducing  our  reliance 
on  imported  oil  while  improving  the  environment.  Rubbish.  Ex- 
perience has  demonstrated  how  destructive  CAFE  standards  are. 

CAFE  led  automobile  manufacturers  to  make  smaller  vehi- 
cles with  cheaper,  lighter  materials.  The  all  too  predictable  result 
was  more  mayhem  on  the  highways,  since  these  cars  were  less 
able  to  withstand  crashes  and  rollovers.  Experts  differ  on  the  esti- 
mates, but  lighter  vehicles  have  led  to  tens  of  thousands  of  addi- 
tional deaths  since  the  1970s. 

Another  unintentional  consequence:  As  fuel  efficiency  rose, 
people  drove  more.  The  Green-nannies  keep  forgetting  that  the 
US.  is  one  heck  of  a  large  country.  We  need  vehicles  to  get 
iround.  Culturally  we  prize  our  independence.  When  we  want  to 
^et  somewhere  we  don't  want  to  be  beholden  to  train  schedules; 
we  want  to  get  there  directly  and  on  our  schedule.  In  contrast, 
nuch  of  western  Europe  and  Britain  are  densely  populated. 
England,  for  instance,  has  a  population  of  50  million  people  and 
s  about  the  geographic  size  of  Iowa  (pop.  3  million). 

Stiffer  CAFE  standards  will  also  make  cars  more  expensive, 
vhich  is  just  what  beleaguered  Detroit  needs  right  now.  And  let's 


not  forget  that  SUVs  were  designed  to  qualify  as  light  trucks 
because  those  are  allowed  a  lower  level  of  fuel  efficiency.  When  new 
regulations  are  put  in  play,  clever  lawyers  will  always  conjure  up 
ways  to  get  around  them — if  that's  what  the  market  demands. 

Given  this  sorry  history,  why  is  Congress  ready  to  compound 
the  problems?  The  Bush  Administration,  usually  sensible  on 
environmental  matters,  felt  compelled  to  announce  last  month 
that  it  is  considering  raising  CAFE  standards  as  part  of  its  effort 
to  reduce  our  dependence  on  imported  oil. 

The  answer:  Washington  is  too  cowardly  to  take  the  most  effec- 
tive step — raise  gasoline  taxes.Thankfully,  however,  we  don't  even 
have  to  do  that.  When  gasoline  prices  remain  high,  consumers 
will  demand  more-fuel-efficient  vehicles.  As  the  battered  sales  of 
SUVs  testify,  this  process  is  well  under  way.  Market  mandates  are 
infinitely  more  effective  than  decrees  from  Washington  politicians. 

Most  CAFE  advocates,  of  course,  are  resolutely  against  opening 
up  the  Outer  Continental  Shelf  for  oil  exploration  and  drilling,  even 
though  it  contains  tens  of  billions  of  barrels  of  oil.  And  they  also  still 
cast  a  wary  eye  at  the  cleanest  energy  source  of  all — nuclear  power. 

CAFE-inated  politicos  are  about  to  behold  the  consequences 
of  their  massive  subsidies  for  corn-based  ethanol:  Petroleum 
companies  are  cutting  back  on  their  expansion  plans  for  oil 
refineries;  food  prices  are  going  up;  non-corn  farmers  are  howl- 
ing over  the  higher  cost  of  feed  for  their  cows,  pigs  and  chickens; 
and  environmentalists  are  beginning  to  worry  about  the  conse- 
quences of  the  pell-mell  planting  of  corn  on  less-than-prime  soil. 

Free  people  will  get  all  this  right — if  Washington  will  only  let  us. 


The  World  Bank  Should  Resign 

THE  BROUHAHA  OVER  PAUL  WOLFOWITZ  AND  THE  WORLD  BANK     five  tariffs  or  massive  devaluations.  During  the  1930s  countries  had 


bluntly  raises  the  question:  Why  do 
ve  need  this  institution?  The  same 
an  be  asked  about  its  sibling,  the 
nternational  Monetary  Fund. 

Both  were  begun  in  late  1944,  dur- 
ng  the  final  stages  of  WWII.  The  IMF's 
nission  was  to  give  countries  tempo- 
ary  short-term  loans  so  they  could  put 
heir  economic  houses  in  order,  coping 
vith  temporary  balance-of-payment 
>roblems  without  resorting  to  destruc- 


The  1944  Bretton  Woods  (N.H.)  Conference  created  the 
World  Bank  and  the  International  Monetary  Fund. 


resorted  to  beggar-thy-neighbor  poli- 
cies, such  as  devaluing  currencies  and 
imposing  trade  and  capital  restric- 
tions. Trade  shriveled,  as  did  flows  of 
capital.  The  result  was  all-around  im- 
poverishment. Politically,  the  Great 
Depression  made  possible  the  rise  of 
Nazism  and  the  Second  World  War. 

The  World  Bank  was  designed  to 
help  countries,  particularly  develop- 
ing ones,  finance  major  infrastructure 
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Fact  and  Comment 


projects.  In  the  aftermath  of  the  Depression  the  concept  of  free 
markets  was  in  disrepute.  The  thinking  was  that  nonmarket  insti- 
tutions were  necessary  to  help  keep  economies  humming  and 
growing.  By  financing  dams,  highways  and  steel  mills,  the  World 
Bank  would  hasten  recovery  from  the  war  and,  over  the  long 
term,  would  help  less  developed  nations  achieve  rapid  growth. 

With  the  collapse  of  fixed  exchange  rates  in  the  early  1970s, 
the  IMF  morphed  into  the  doctor  for  governments  in  financial 
crisis.  It  made  longer-term  loans  with  so-called  conditionalities, 
i.e.,  prescriptions  to  get  an  economy  out  of  the  sick  ward. 

The  trouble  is  that  the  aftereffects  of  taking  IMF  medicine  are 
usually  worse  than  the  disease.  High  taxes,  import  restrictions 
and  inflation-inducing  devaluations  (the  lessons  of  the  1930s  had 
been  forgotten)  became  the  IMF's  routine  medications.  It  also 
pressured  governments  to  do  away  with  popular  food  and  fuel 
subsidies;  nice  in  theory,  but  the  abrupt  removal  of  such  lifelines 
in  times  of  distress  has  often  led  to  riots. 

The  IMF  became  a  disastrously  destructive  force  for  developing 
countries.  Nations  that  blossomed  did  so  by  following  policies  that 
are  diametrically  opposed  to  those  routinely  imposed  by  the  IMF. 

One  good  thing  to  come  out  of  this  decade's  inflationary 
commodities  boom  is  that  countries  don't  need  to  borrow  from 
the  IMF  and  are,  thankfully,  free  to  pursue  more  positive  policies. 
This  boom  has  given  Brazil  and  other  commodity-rich  nations 
windfall  revenues.  Even  that  perpetual  deadbeat,  Argentina,  was 
able  to  flip  the  bird  at  the  IMF.  The  money  it  saved  by  stiffing  private 
creditors  (it  paid  dollar-denominated  debt  holders  only  15  cents 
on  the  dollar)  and  the  money  that  gushed  in  as  commodities  rose 
in  price  enabled  Buenos  Aires  to  pay  off  its  IMF  obligations. 

The  World  Bank  also  became  a  destructive  force  by  turning  a 


blind  eye  to  internal  corruption  when  awarding  lucrative  con 
struction  contracts  and  by  ignoring  massive  corruption  in  it 
client  countries.  Private  capital  can  just  as  easily  finance  a  souni 
capital  project  as  can  the  World  Bank.  Global  financial  market 
are  quick  to  underwrite  promising  infrastructures.  The  project 
that  private  marketers  don't  touch  are  almost  always  by  defini 
tion  vainglorious  undertakings  that  do  nothing  to  enhanc 
economic  growth.  The  only  beneficiaries  are  politically  favore< 
contractors  and  government  ministers  and  bureaucrats. 

What  the  designers  of  the  World  Bank  didn't  realize  was  tha 
putting  in  a  road  or  a  steel  mill  does  not  trigger  sustained  eco 
nomic  growth.  Good  economic  policy,  such  as  low  taxes,  soum 
money,  property  rights  and  ease  in  setting  up  legal  businesse; 
etc.,  does. 

Pieces  of  these  institutions  should  be  preserved  The  World  Bani 
has  an  economic  research  section  that  each  year  turns  out  a  first 
rate  book  called  Doing  Business,  which  surveys  175  economies  01 
everything  from  how  many  licenses  you  need  to  start  a  busines 
to  enforcing  contracts  to  securities  transparency.  It's  an  eye-openei 
And  it's  no  surprise  that  countries  that  have  the  rule  of  law  an« 
that  make  it  easy  for  entrepreneurs  to  operate  legally  tend  to  do  fa 
better  than  countries  that  don't.  Poor  African  and  Latin  Americai 
nations  rank  near  the  bottom  in  this  survey. 

The  IMF  could  still  provide  technical  assistance  to  countrie 
in  setting  up  sensible  banking  institutions. 

These  useful  activities  could  operate  at  the  merest  fraction  o 
the  current  World  Bank  and  IMF  budgets.  We  would  do  th< 
developing  nations  a  world  of  good  by  rapidly  putting  these  insti 
tutions  out  to  pasture.  They  have  long,  long  outlived  whateve 
usefulness  they  may  have  had. 


Riveting  Reads 


A  Small  Death  in  Lisbon— by  Robert  Wilson  (Berkley  Books,  $7.99). 
This  fast-paced,  nail-biting  masterpiece  begins  on  two  tracks  that  con- 
vincingly and  chillingly  collide  at  the  end.  One  part  takes  place  in 
the  late  1990s  and  has  a  homicide  inspector  investigating 
the  murder  of  a  teenage  girl.  The  father  is  a  cold,  well- 
connected  lawyer;  the  much  younger  mother  is  mentally 
unbalanced.  The  victim  herself  was  appallingly 
promiscuous.  The  other  tale  goes  back  to  World  War  II. 
A  German  manufacturer  is  dragooned  by  the  SS  to  head 
up  a  mission  in  Portugal  to  secure  as  much  tungsten  as 
possible  for  the  Nazi  war  machine.  Greed  and  betrayal  run 
rampant.  Most  of  the  all  too  grittily  real  characters  are 
dealt  some  form  of  rough  justice.  The  book  will  send 
you  to  Amazon.com  to  buy  Wilson's  other  works. 

Next — by  Michael  Crichton  (HarperCollins, 
$27.95).  Will  cool  your  ardor  for  biotechnology.  Crich- 
ton graphically  portrays  ail  the  hideous  things  that  can  go 
wrong  with  genetic  researc ; :.  Critics  carp  that  he  exploitatively 
mixes  fiction  with  fact  to  conjure  up  an  array  of  Frankenstein- 
like outcomes.  But  so  what?  The  last  century  showed  us  what  the 
once  popular,  seemingly  scientific  idea  of  eugenics— the  belief 
that  we  could  improve  human  beings  the  way  we  improve 


Mimn 

tiicirm 


animals  and  plants  through  selective  breeding,  planting  anc 
culling — led  to.  Most  Western  countries,  including  the  U.S. 
forced  sterilization  on  hundreds  of  thousands  of  people  becaust 
the  prevailing  thought  was  that  their  bad  gene: 
shouldn't  be  passed  on  to  future  generations.  Th« 
Nazis  carried  that  idea  to  its  murderous  conclusion. 

Crichton's  book  gives  us  humanlike  orangutan: 
and  parrots.  He  paints  a  nightmare  picture  of  scien- 
tists owning  people's  genes  (based  on  a  Californk 
Supreme  Court  decision  that  declared  a  patient's  tissue 
ceased  to  be  his  once  it  left  his  body  and  that  doctor: 
could  profitably  conduct  research  on  that  tissue).  Nex. 
is  populated  with  blood-pressure-raising  villains  whc 
will  keep  you  turning  the  pages. 
At  book's  end  Crichton  proposes  several  sensible 
policy  recommendations,  which  he  believes  would  allow 
positive  research  to  go  forward  while  removing  abuses  and  the 
temptations  for  abuse.  Crichton  is  one  of  those  increasingly  rare 
individuals  who  is  willing  to  go  against  raging  conventional 
wisdom,  including  the  hype  surrounding  stem  cell  research,  which 
he  persuasively  confronts  in  this  book,  and  that  surrounding  global 
warming,  which  he  dealt  with  brilliantly  in  State  of  Fear. 


20      FORBES      JUNE  18,  2007 


THESE  DAYS,  IT'S  AS  IF  THE  ENTIRE  WORLD 
WERE  WATCHING  YOU  DO  YOUR  JOB. 

It's  our  job  to  help  make  sure  the  world  likes  what  it  sees. 


\A/e  help  mitigate  enterprise  risk  so  directors  can  lead  with  confidence. 
Learn  more  at  www.LifelnsideTheFishbowl.com 
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ither  Comments 


A  man  needs  a  purpose  for  real  health. 

—SHERWOOD  ANDERSON 


GtlS  P3.inS  High  pump  prices  are  not  reducing  demand 
very  much  because  they  are  not  imposing  anything  like  the 
economic  pain  alleged  by  politicians.  For  instance,  if  we  adjust 
nominal  gasoline  prices  in  1949  (27  cents  per  gallon)  by  inflation, 
we  get  a  price  of  $1.90  per  gallon  in  todays  terms.  If  we  further 
adjust  those  prices  by  mean  disposable  income,  we  find  that 
gasoline  prices  would  have  to  be  $6.68  per  gallon  before  they 
were  taking  the  same  bite  out  of  our  wallets  as  they  were  in  1949. 
In  1962 — a  year  writ  large  in  the  popular  imagination  as  the 
quintessential  year  of  muscle  cars  and  cheap  gasoline  thanks  to 
the  movie  American  Graffiti — gasoline  prices  averaged  31  cents 
per  gallon.  When  we  factor  changes  in  disposable  income,  todays 
gas  would  have  to  cost  $4.48  to  be  a  comparable  burden. 

—JERRY  TAYLOR,  Cato  Institute 

Bankrupt  In  the  past  five  years,  according  to  Adam  Lerrick 
of  the  American  Enterprise  Institute,  90%  of  the  [World  Banks]  loans 
went  to  27  middle-income  countries,  which  Lerrick  says  "closely  par- 
allels" private-sector  lending  decisions.  The  bank's  loans  represented 
less  than  1%  of  the  money  provided  by  private  capital  markets  to  those 
27.  Ten  of  the  27  accounted  for  75%  of  the  banks  loans.  [Resigning 
World  Bank  president  Paul]  Wolfowitz  has  said:  "We  are  facing  . . . 
competition  [from  the  capital  markets].  I  think  its  important  that 
we  effectively  compete.  Increasingly ...  if  the  fight  against  poverty  is 
successful,  more  and  more  countries  will  be  in  this  middle-income 
category,  and  if  this  institution  is  going  to  remain  relevant  to  the  world, 
it  obviously  needs  to  be  relevant  to  the  middle-income  countries." 

Wolfowitz's  words  are  those  of  a  man  who  has  been  in  govern- 
ment much  too  long.  He  says  private  capital  markets  have  become 
competitive  with  the  bank's  functions.  But  when  those  markets  are 
not  "competitive,"  that  means  only  that  they  question  the  value  added 
by  loans  the  World  Bank  has  wanted  to  make.  That  is  the  mean- 
ing of  the  capital  markets'  supposed  bias  against  developing  coun- 


"Uh-oh,  your  coverage  i  <em  to  include  illness." 


tries.  If  those  markets  are  now  eager  to  compete  with  the  Worl 
Bank  for  clients,  it  is  time  for  the  bank  to  get  out  of  the  way.  Th 
World  Bank's  problem,  as  Wolfowitz  seems  to  see  it,  is  humanity 
blessing:  Middle- income  countries  are  proliferating.  This  means  th; 
the  bank  is  losing  its  battle  to  retain  whatever  relevance  it  once  hac 
The  bank's  real  mission  statement  is  the  non  sequitur  that  make 
government  undertakings  immortal:  We  were  created  for  a  reasor 
therefore  there  must  forever  be  a  reason  for  us  to  exist. 

—GEORGE  F.  WILL,  Washington  Pa 

Professional  Babysitter  In  his  100  days  as  Senatj 

majority  leader,  Harry  Reid  has  kept  up  the  approach  that  workd 
for  him  as  minority  leader:  Focus  on  holding  Democrats  togethe 
with  an  eye  more  on  the  next  campaign  than  on  lawmaking. 

—DAPHNE  RETTER,  CQ  Weekl 

Marked  for  Attack  You  can  learn  a  lot  about  th  I 
political  system  from  what's  about  to  happen  to  the  auto  industry 
You  might  just  rush  out  and  hug  a  special  interest.  To  be  blunt,  th 
looming  CAFE  update  is  the  product  of  a  political  lynch  mob.  It 
coming  because  the  auto  industry  can  no  longer  defend  itsell 
Keith  Crain,  publisher  of  Automotive  News,  sadly  told  his  reader 
recently:  "Congress  is  on  a  rant  for  better  fuel  economy.  For  man 
members  of  Congress,  the  automobile  industry  has  little  or  n« 
credibility.. . .  If  the  Detroit  3  went  away  and,  like  Great  Britain,  w< 
had  no  more  domestic  industry,  there  would  be  no  tears  shed  anc 
no  mourning  in  Washington."  Bob  Lutz,  GM's  vice  chairman 
framed  Washington's  operative  political  perception  this  way:  "Toy 
ota  is  miraculous  and  GM  is  run  by  a  bunch  of  aging  stumble 
bums  who  wouldn't  know  technology  if  it  hit  em  in  the  face." 

Translation:  The  auto  industry  is  the  softest  target  politician 
can  find  on  which  to  discharge  the  pressure  politicians  feel  to  "do 
something"  about  climate  change. 

— HOLMAN  W.  JENKINS  JR.,  Wall  Street  Journa 

Legion  de  Dishonneur  France's  efforts  to  curr 

favor  with  China's  repressive  government  have  once  again  hit 
snag.  Just  a  couple  weeks  after  naming  Beijing's  top  book-burnet 
Long  Xinmin,  a  chevalier  of  the  Legion  d'honneur,  no  doubt  fo 
his  contributions  to  culture  by  censoring  books,  Internet  site; 
and  newspapers,  Mr.  Long  has  disappeared  off  the  political  radat 
apparently  sidelined  to  a  minor  post.  But  the  French  ambas 
sador's  encomiums  are  still  ringing  in  our  ears:  "You  have  com 
bined  your  passion  for  the  media  with  a  career  at  the  heart  of  th« 
Party."  That's  one  way  of  putting  it. 

— Far  Eastern  Economic  Review 

Litmus  Test  Never  go  to  a  doctor  whose  office  plant;  | 
have  died. 

— ERMA  BOMBECK  F 
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Legg  Mason,  we've  assembled  experienced  investment  firms  and  empowered  each  of  them 
ith  the  tools,  the  resources  and,  most  importantly,  the  independence  to  pursue  the  strategies 
ey  know  best.  Through  this  unique  and  extraordinary  structure,  we  offer  a  broad  range 

expertise  for  individual  investors,  and  it's  made  us  a  world  leader  in  money  management.* 
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While  discussing  the  effects  of  pandemic  flu, 
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By  Lee  Kuan  Yew,  Minister  Mentor  of  Singapore 


Contest  for  Influence  in  Asia-Pacific  Region 


CHINA  HAS  BEEN  COURTING  HS  NEIGHBORS,  AND  ALTHOUGH  THE 
Chinese  did  not  coin  the  phrase  "soft  power"  they  have  exercised  it  with 
consummate  skill.  Only  the  U.S.  and  Japan  have  expressed  concern  and 
asked  China  what  its  intentions  are  regarding  its  increased  military  spend- 
ing and  its  firing  of  a  missile  into  space  to  shoot  down  one  of  its  own 
satellites.  Chinas  other  neighbors  appear  unconcerned,  a  measure  of 
its  soft-power  success.  Most  of  these  countries  are  focused  on  Chinas 
growth,  anticipating  the  economic  benefits  in  trade  and  investment  it 
will  bring  them.  For  example,  Chinas  voracious  appetite  for  energy  and 
other  natural  resources  is  feeding  an  economic  boom  in  Australia,  and, 
like  other  countries  in  the  Asia-Pacific  region,  Australia  wants  Chinas 
growth  to  continue  without  disruption  by  conflicts  over  Taiwan. 

China  has  concluded  a  free  trade  agreement  with  the  ASEAN 
countries.  But  because  of  domestic  pressures,  Japan  and  India  have 
so  far  been  unable  to  match  the  ASEAN-China  FTA.  China's  deci- 
sion-making is  based  on  strategic  considerations  that  override  such 
competing  domestic  interests  as  importers  versus  exporters  and 
agriculturists  versus  industrialists.  China  wants  ASEAN  countries  to 
link  up,  to  ride  its  boom  and  hitch  their  economic  futures  to  Chinas, 
but  Japan's  and  India's  decision-making  processes  don't  allow 
their  governments  to  override  such  internal  conflicts  of  interests. 

China  has  been  taking  steps  to  avoid  conflicts  and  improve 
relations  with  its  neighbors.  For  instance,  Premier  Wen  Jiabao 
visited  Japan  and  addressed  the  Diet,  knowing  that  Japan's  Prime 
Minister,  Shinzo  Abe,  wants  to  remove  pacifist  clauses  in  the  con- 
stitution so  Japan  can  adopt  a  more  assertive  foreign  policy. 
Using  warm  and  conciliatory  language,  Wen  invited  Japan  to  join 
with  China  in  realizing  a  "peaceful  coexistence,  friendship  for  gener- 
ations, mutually  beneficial  cooperation  and  common  development." 
The  Japanese  media  hailed  his  speech  as  "historic."  Premier  Wen 
told  Chinese  residents  in  Japan:  "I  did  a  lot  of  preparation.  [I  wrote] 
every  sentence  myself,  and  I  did  all  the  research  work.  Why?  Because 
I  feel  our  nation's  development  has  reached  a  critical  moment.  We 
need  to  have  a  peaceful  and  conducive  international  environment." 

Despite  these  words,  Japan  and  the  U.S.  worry  that  China's 
increased  military  spending  heralds  a  more  aggressive  foreign 
policy.  However,  I  don't  believe  China  will  blunder  into  compet- 


ing against  the  U.S.  militarily. 

In  the  mid-1990s  China's  General  Liu  Huaqing,  then  deputy 
chairman  to  Chairman  Jiang  Zemin  at  the  Central  Military  Com- 
mission, told  me  that  he  had  gone  to  Leningrad  in  the  1950s  to 
learn  how  to  build  a  navy.  I  commented  that  the  Soviets  made  clumsy 
weapons.  He  corrected  me,  saying  that  the  Russians  made  weapons 
that  were  as  powerful  as  any  made  in  the  West.  The  Soviets'  mis- 
take, he  said,  was  in  investing  too  much  in  military  technology  at 
the  expense  of  general  technology  and  the  civilian  economy.  Hence, 
the  US.S.R's  collapse.  Vice  Premier  Qian  Qichen  underscored  this 
view  in  his  memoirs,  Ten  Episodes  in  China's  Diplomacy,  when  he 
cited  a  former  Soviet  Central  Committee  leader,  Yegor  Ligachev,  as 
saying  that  the  Soviet  Union  had  "wasted  large  amounts  of  capital 
on  strengthening  national  defense  and  assigned  its  best  brains  with 
the  best  equipment  and  materials  to  this  unproductive  sector." 

Striving  for  Competitive  Advantage 

To  become  competitive  China  is  focused  on  educating  its  young  peo- 
ple, selecting  the  brightest  for  science  and  technology,  followed  by  eco- 
nomics, business  management  and  the  English  language.  Its  goal:  to 
become  a  modern  technological  power  by  the  second  half  of  this  cen- 
tury. But  China  knows  it  is  well  behind  the  US.  in  R&D  and  lacks  the 
entrepreneurial  culture  that  drives  a  creative  and  dynamic  economy. 

Other  leaders  in  Asia  believe  that  the  U.S.  economy  will  remain 
the  world's  most  powerful  and  vigorous  economy  and  that  its  tech- 
nology will  remain  the  most  advanced.  They  believe  the  balance 
of  power  will  not  change.  However,  because  they  expect  China 
to  become  the  world's  biggest  economy  by  2030 — with  India  not 
far  behind — they  want  to  avoid  antagonizing  the  two  giants. 

In  the  competition  for  economic  and  political  clout  the  U.S.  has 
enormous  strengths.  Although  its  population  (300  million)  is  less  than 
a  quarter  of  China's  (1 .3  billion),  U.S.  GDP  ($12.4  trillion)  is  six  times 
Chinas  ($2.2  trillion).  Moreover,  private  consumption  constitutes  70% 
of  U.S.  GDP  but  only  38%  of  China's.  More  FTAs  would  further  open 
the  U.S.'  more  attractive  market.  However,  the  recent  protectionist 
mood  in  Congress  will  likely  hobble  the  Administration  once  Pres- 
ident Bush's  fast-track  Trade  Promotion  Authority  expires  July  1 . 


Iraq  and  the  U.S.  Presidential  Election 


MANY  ASIANS  FOLLOWING  THE  U.S.  PRESIDENTIAL  ELECTIONS 
are  amazed  at  the  number  of  presidential  hopefuls  competing  in 
the  Democratic  and  Republican  beauty  contests. 

Iraq  will  be  one  of  the  major  issues  in  the  next  election. 


What  puzzles  Asian  leaders  is  why  more  weight  isn't  placed  on 
discovering  which  candidate  from  which  party  can  best  resolve 
the  problems  in  Iraq  with  the  least  damage  to  America  and 
the  world.  F 


Forbes 


Lee  Kuan  Yew,  minister  mentor  of  Singapore;  Paul  Johnson,  eminent  British  historian  and  author;  David  Malpass,  chief  economist,  Bear 
Stearns  &  Co.;  and  Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization  and  former  president  of  Mexico, 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Who  helps  doctors  see  each 
patient  as  one  of  a  kind? 


We  do. 


Innovations  from  Siemens  can  be  found  everywhere.  And  more  advanced  personalized 
healthcare  is  an  innovation  that's  closer  than  you  think.  Our  technology  and  process 
advancements  in  imaging,  laboratory  diagnostics  and  information  technologies  are 
enabling  customized  care  based  on  patients'  individual  needs.  Interventions  can  begin 
earlier  —  before  a  patient  experiences  symptoms  of  disease.  Hospitalization  can  be 
minimized  and  overall  healthcare  costs  reduced.  At  Siemens,  our  innovations  today  are 
working  toward  a  healthier  tomorrow. 

automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com/cneofakind 
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Digital  Rules 

By  Rich  Karlgaard,  Publisher 


Green  Greens  versus  Red  Greens 


LAST  MONTH  RUPERT  MURDOCH  MADE  HEADLINES  WITH  HIS 
buyout  offer— and  its  shocking  65%  premium— for  Dow  Jones. 
Back  at  News  Corp.  Murdoch  set  in  motion  a  quieter  revolution. 
Appearing  on  a  company  global  Webcast,  he  said  News  Corp.  was 
going  Green.  "This  is  about  changing  the  DNA  of  our  business," 
he  said.  Starting  with  the  boss.  Murdoch  told  employees  that  hed 
just  purchased  a  hybrid  car.  He  described  experiments  with  solar- 
powered  golf  carts  to  carry  actors  around  the  Fox  film  sets  in  Hol- 
lywood. He  said  News  International  in  the  U.K.  would  buy  70%  of 
its  electricity  from  hydroelectric  plants  in  Scotland.  He  wants  News 
Corp.  to  be  carbon  neutral  by  2010. 

It's  hard  to  find  a  major  CEO  today  who  isn't  talking  Green. 
This  is  both  smart  public  relations  and  political  insurance.  It's 
simply  folly  to  claim  membership  in  that  shrinking  group  of 
CEOs  who  admit  to  being  skeptical  about  human-caused  global 
warming.  To  do  so  paints  a  bull's-eye  on  one's  shirt  and  exposes 
one's  shareholders  to  foolish  risk. 

Nobody  argues  the  p.r.  and  political  virtues  of  going  Green. 
But  what  if,  deep  down,  you  genuinely  think  the  whole  bit  about 
human-caused  global  warming  is  . . .  overblown?  Or,  even  if  you 
believe  in  human-caused  GW,  what  if  you  think  the  catastrophic 
effects  predicted  by  Al  Gore  and  friends  are  . . .  silly? 

You  zip  your  lip  and  go  Green  anyway.  Purely  because  it's  the 
smart,  economical  thing  to  do.  As  T.  Boone  Pickens  told  an  audi- 
ence of  CEOs  and  investors  at  a  FORBES  conference  in  Qatar 
earlier  this  year,  oil  prices  are  not  likely  to  come  down  from  their 
$60-per-barrel  base.  "There  is  not  a  major  oilfield  in  the  world 
that  is  not  peaking  or  in  decline,"  said  Pickens.  Plenty  of  oil  exists 
in  waters  off  Nigeria  and  Mexico  and  in  the  tar  sands  of  western 
Canada,  but  we  will  not  extract  it,  ship  it  and  sell  it  for  less  than 
$60  a  barrel. 

Does  it  sound  like  your  skeptical  editorialist  has  caved  to  the 
Greens?  No.  What  I  propose  is  that  the  whole  Green  debate 
needs  to  be  recast.  It's  not  about  Greens  versus  Grumps.  Nor  is  it 
about  those  who  think  Earth  is  careening  toward  disaster  versus 
those  who  welcome  vineyards  in  Saskatchewan.  The  real  battle 
pits  Green  Greens  against  Red  Greens.  This  is  one  fight  no  reader 
of  FORBES  wants  to  lose. 

Go  Green  to  Save  Green 

Did  you  buy  a  Toyota  Prius  to  save  on  fuel  costs  or  to  make  a  state- 
ment? Does  it  matter?  Either  way,  you  believe  Green  is  Green— a 
freely  made  transaction  built  on  your  desire  for  value.  Let's  take 
this  a  step  further.  Do  you  think  air  travelers  should  be  limited  to 
buying  a  single  short-haul  flight  per  year  without  penalty?  Believe 
it  or  not,  that's  what  the  UK's  Conservative  Party  is  advocating. 
This  line  of  thinking  is  very  much  different,  and  bad.  It  says  that 


Red  is  Green — that  the  only  way  to  rescue  Earth  is  through 
government  intervention  that  severely  restricts  human  freedom. 

Jealousy  more  than  justice  has  always  driven  Reds.  They  turn 
Green,  an  envious  green,  only  when  they  see  rich  folks  in  fancy 
cars  and  airplanes.  The  coming  fight  over  environmentalism  will 
pit  Green  Greens  against  Red  Greens.  It  is  vital  for  humanity  that 
the  good  guys — the  Green  Greens — prevail  in  this  war. 

Personally,  I  still  have  my  doubts  about  the  scope  of  human 
and  industrial  contribution  to  global  warming.  I  also  have  doubts 
that  this  warming  will  cause  climatic  catastrophes  as  predicted  by 
that  scholar  Leonardo  DiCaprio:  Shanghai  and  Manhattan 
drowning  under  water  and  Europe  experiencing  a  new  ice  age 
when  rogue  chunks  of  Greenland's  glaciers  float  southward, 
blocking  the  Gulf  Stream  current,  etc.  That's  the  stuff  of  movies, 
not  reality.  Nevertheless,  on  the  margin  I've  decided  to  go  Green. 

Recently  I  traded  my  large  sedan  that  got  a  combined  city- 
highway  19  miles  per  gallons  for  a  crossover  SUV  that  gets  26. 
That's  a  small  improvement  to  be  sure,  but  one  nonetheless.  I  fly 
my  Cirrus  piston  airplane  using  a  technique  called  lean-of-peak. 
This  means  I  can  fly  170  nautical  miles  per  hour  on  14  gallons  per 
hour  instead  of  going  a  slightly  faster  180nmph  on  18gph.  With 
100-octane  low-lead  avgas  pushing  $5  a  gallon,  why  wouldn't  I 
use  a  Greener  technique?  I've  gone  Green  to  save  green. 

In  our  household  we  eat  more  chicken  and  less  red  meat  than 
we  used  to.  Red  meat  isn't  the  healthiest  thing  you  can  put  into 
your  body,  so  why  not  cut  down?  Fewer  cows  roaming  the  planet 
means  less  bovine  methane  gas.  Thus  are  chicken  and  fish  Green. 
For  six  months  out  of  the  year  we  buy  our  vegetables  from  an 
organic  farm  20  miles  away.  Less  fuel  is  used  to  transport  the 
vegetables  to  market,  and  we  get  better-tasting  veggies  with  a 
higher  mineral  and  nutritional  content.  We  also  grow  tomatoes 
in  our  front  yard  and  invite  strolling  neighbors  to  have  their  pick. 

Our  actions  are  based  on  what's  good,  not  Green.  I  do  not 
worry  about  global  warming,  because  I'm  a  skeptic.  But  if  Green 
happens  to  be  a  by-product  of  eating  healthful  food,  all  the  better. 

Another  health  example:  A  few  years  ago  I  noticed  I  was  get- 
ting migraine  headaches  while  working  in  my  office.  At  first  I 
thought  it  was  caffeine  withdrawal  or  maybe  seasonal  allergies, 
but  the  culprit  turned  out  to  be  the  flickering  of  the  fluorescent 
bulbs.  Now  I  work  without  lights.  When  this  freaks  out  visitors  to 
my  office,  I  smile  and  take  them  to  a  sunny  corner  of  our  building. 

Going  Green  makes  sense,  dollarwise  and  healthwise.  Do  it 
for  those  reasons,  even  if  you  think  Leonardo  DiCaprio  is  a  good 
actor  and  a  flawed  climatologist.  F 
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Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  e-mail  him 
at  publisher@forbes.com 
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Going  Postal 

The  U.S.  Postal  Service  quietly  is  trying  to  wean  retail 
customers  oft  dirt  cheap  mailing  rates  for  bound  printed 
matter  such  as  books— $2. 87  for  two  pounds  coast-to- 
coast  versus  $6.15  for  parcel  post  BPM  recently  disap- 
peared as  a  pricing  option  from  the  post  office's  official 
postage-rate-calculator  Web  page  reachable  via 
www.usps.com.  On  a  still  posted  BPM  information  page, 
the  link  to  "find  out  how  much  Bound  Printed  Matter 
costs"  simply  won't  go  there  at  all.  "We're  phasing  it 
out,"  a  postal  flack  says.  —William  P.  Barrett 


informer  
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Bad  Money  After  Bad 


Money  pit:  Carl  E.  Berg. 


Forbes  400  member  Carl  E. 
Berg  just  agreed  to  pay  another 
$975,000  for  some  very  lousy 
tax  advice.  In  2000  the  Silicon 
Valley  real  estate  developer  and 
tech  investor  bought  a  dicey  tax 
shelter  from  Gary  M.  Korn- 
man's  Heritage  Organization 
(FORBES,  Apr.  11,  2005).  Berg 
paid  $1.5  million  but  claimed 
Kornman  orally  promised  him 
(because  it  supposedly  wouldn't 
look  good  in  writing)  that  the 
remaining  $3  million  fee  would 
be  waived  if  federal  or  state  tax 


authorities  nixed  the  shelter.  They  later  did  just  that,  calling  it  a 
sham.  After  Heritage  collapsed,  its  Dallas  bankruptcy  trustee 
sued  Berg  for  that  $3  million,  leading  to  the  $975,000  settlement 
deal,  which  Kornman  opposes.  Court  filings  suggest  that  instead 
of  saving  Berg  $18  million  in  taxes,  the  fiasco  cost  him  upward  of 
$6  million  in  tax  penalties,  interest  and  legal  fees.  —Janet  Novack 

We  Don't  Need  No  Stinking  Laws 

The  Internal  Revenue  Service,  which  admits  it  illegally  collected 
a  long-distance  telephone  excise  tax  for  years,  is  threatening  to 
seize  assets  of  Verizon  Communications,  which  ended  up  own- 
ing a  firm  that  apparently  had  not  handed  over  its  tax  receipts  in 
the  late  1990s.  Verizon  just  filed  a  U.S.  Tax  Court  lawsuit  seeking 
to  cancel  a  $2.6  million  bill  from  the  IRS  for  tax,  interest  and 
penalties  concerning  the  nonpayment  by  tiny  Arizona  prepaid 
phone  card  firm  RCP  Communications,  swallowed  by  Verizon  in 
2000.  Verizon  contends  it  shouldn't  be  dunned  for  an  improper 
levy.  However,  the  feds,  who  are  allowing  taxpayers  to  claim  a 
telephone  tax  refund  on  their  individual  2006  tax  returns,  say 
that  doesn't  get  the  telephone  industry  off  the  hook  for  collecting 
the  illegal  tax  and  remitting  same  to  the  Treasury.  — J.N. 


Optimistic,  Eh? 

In  its  1 5  years  Toronto's  Mountain  Province  Diamonds  has  yet  to 
sell  any  diamonds.  But  since  January  shares  have  risen  86%  to  a 
recent  $5.45,  suggesting  a  $323  million  market  cap  (all  currency 
U.S.).  This  increase  comes  despite  the  company's  recent  filing 
that  it  "has  not  yet  determined"  if  its  holdings  "contain  mineral 
reserves  that  are  economically  recoverable."  Mountain  Province, 
whose  financials  sport  an  accumulated  deficit  and  no  revenues, 
has  been  looking  for  the  shiny  stuff  with  big-name  majority  part- 
ner De  Beers  in  Canada's  Northwest  Territories  at  the  Gahcho 
Kue  project,  which  still  lacks  permits  and  would  take  years  to 
build.  Most  of  any  future  operating  profits  would  go  to  De  Beers. 
Mountain  Province  boss  Patrick  Evans  says  that  investors  bid- 
ding up  the  shares  consider  Gahcho  Kue  a  huge  play  and  antici- 
pate sharply  higher  diamond  prices.  — Matthew  Rand 

Truth  in  Publishing 

Last  fall  we  reported  here  that  the  latest  personal  financial  state- 
ment of  Destin,  Fla.  developer  Jerry  L.  Wallace,  author  of  the  just 
published  Dealmaker:  A  Billionaire's  Blueprint  for  Success  (Cameo 
Publications),  put  his  net  worth  at  only  $250  million.  This  month 
Wallace  is  reissuing  his  book  using  a  different  publisher,  Career 
Press,  and  a  slightly  different  title:  Dealmaker:  A  Real  Estate 
Mogul's  Blueprint  for  Success.  A  Wallace  aide  says  the  name  was 
revised  to  generate  "a  broader  appeal."  — W.P.B. 


For  Steve  Jobs,  It's  Just  the  Same  Old  Tune 


The  media  love  to  play  up  new  challenges  to  iTunes.  But  data  from  NPD  Group  suggest  that — despite  so  many  big  announce- 
ments—Apple Computer's  per-unit  share  of  the  digital  music  download  market  has  risen  from  59%  to  70%.  —Stephane  Fitch 

RIVAL  |  DATE 

PRESS  OPINION  (SOURCE)  ^m^. 

Dell  |  Sept.  2003 

"On  a  collision  course  with  Apple"  (Wall  Street  Journal) 

Napster  |  Oct.  2003 

"Brand  name  will  help  it  win  hard-core  music  fans"  (Wall  Street  Journal)  J 

Wal-Mart  |  Dec.  2003 

"Push  down  prices  to  levels  at  which  rivals  cannot  compete"  (Financial  Times)    fl                 ,t '. 

RealNetworks  j  Apr.  2004 

"The  RealPlayer  Music  Store  is  a  winner"  (Wall  Street  Journal)                        9£|  *Gtr*' 

MSN  Music  |  Oct.  2004        "Surely  will  take  a  bite  out  of  Apple's  current  70%  share"  (Fortune) 


Yahoo  Music  |  May  2005      "Likely  to  be  the  most  significant  challenger  so  far"  (Financial  Times) 


Nokia  |  Aug.  2006 


Amazon.com  |  May 


"Could  pose  a  threat  to  Apple's  dominance"  (Financial  Times) 


"Could  shift  the  record  labels'  relationship  with  Apple"  (New  York  Times) 


""3 
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On  My  Mind  

By  Mario  J.  Rizzo,  associate  professor  of  economics,  New  York  University 


Trust  Us 

Paternalism's  newest  advocates  say  they  know  what  you  want,  really. 


some  of  us  remember  the 

Spice  Girls  in  the  1990s  asking,  "So 
tell  me  what  you  want,  what  you 
really,  really  want."  Today,  some 
economists  have  decided  to  take 
this  one  step  further.  They  intend 
to  tell  us  what  we  really,  really 
want.  1  call  these  economists,  and 
those  who  embrace  their  ideas,  the 
New  Paternalists. 

Old-fashioned  paternalists 
impose  restrictions  on  behavior, 
like  mandating  bicycle  helmets  or 
outlawing  marijuana,  because 
they  believe  they're  good  for  you, 
period.  By  contrast,  New  Paternal- 
ists coerce  or  manipulate  behavior 
because  they  believe  it's  what  you 
would  really  want  if  you  were 
thinking  straight.  They  are  not 
deciding  for  you,  they  say,  but 
rather,  simply  making  it  easier  for 
you  to  do  what  you  want  to  do  at 
some  deep  level,  but  cannot. 

Easier  said  than  done.  For 
example,  in  surveys  people  say  they 

want  to  save  more.  Most  firms  that  have  401(k)  savings  plans 
require  employees  to  actively  choose  to  enroll.  Disorganized  pro- 
crastinators  don't  sign  up  for  years.  The  New  Paternalists,  such  as 
University  of  Chicago  professors  Richard  Thaler  and  Cass  Sun- 
stein,  have  a  plan  to  help  the  procrastinators.  They  want  employ- 
ers, either  voluntarily  or  by  legal  requirement  if  necessary,  to 
automatically  enroll  people.  Employees  can  opt  out  later  if  they 
choose.  Their  own  inertia  will  further  employees'  interests,  goes 
the  thinking.  People  will  enroll  sooner  and  save  more. 

But  there's  a  problem  with  that  reasoning.  In  a  study 
Jagadeesh  Gokhale,  Laurence  Kotlikoff  and  Todd  Neumann 
show  that  for  some  workers  the  401(k)  may  not  be  a  good  choice. 
They  conclude  that  a  young,  low-  to  moderate-income  house- 
hold may  raise  its  lifetime  taxes  and  reduce  its  lifetime  expendi- 
tures by  saving  in  a  401(k)  program.  This  has  to  do  in  part  with 
the  fact  that  because  such  people  are  in  a  low  tax  bracket,  they 
don't  get  much  benefit  from  the  401(k)  deduction  now,  yet  the 
401(k)  withdrawals  years  later  can  raise  the  share  of  their  Social 
Security  benefits  that  are  subje  c\   it  nation.  Besides,  people  have 


New  Paternalists  think  you 
would  pass  up  the  Fritos  if 
you  were  thinking  straight. 


more  liquidity  needs  when  they  are 
getting  started  in  life.  High-income 
households  do  get  tax  benefits 
froma401(k). 

Conclusion:  An  enrollment 
default  is  regressive.  Is  this  what 
non-enrollees,  who  are  mainly 
young  and  low- income,  really,  really 
want?  Perhaps  they  are  rational, 
after  all. 

Some  New  Paternalists  advo- 
cate a  "fat  tax"  on  junk  foods  that 
are  high  in  salt  and  fats,  like  potato 
chips.  These  foods  can  make  you 
chubby  and  hike  your  risk  for  heart 
disease.  If  only  people  had  greater 
foresight  and  willpower,  goes  the 
reasoning,  they  would  resist  these 
snacks.  In  other  words,  this  is  what 
people  would  really,  really  want  if 
they  could  see  the  Fritos  bag  with  a 
clear  eye.  How  much  should  the  tax 
be?  If  the  optimal  chip  consump- 
tion amount  is  zero,  then  it  should 
be  very  high  indeed. 

But  do  people  really  want  to 
give  up  all  this  junk-food  enjoyment  in  the  hopes  of  a  better  life 
later?  It  is  unclear  what  optimal  willpower  and  foresight  imply  in 
terms  of  behavior,  especially  given  the  differences  among  individ- 
uals. What  about  the  100-pound  triathlete?  Should  she  pay,  say,  a 
30%  tax  on  her  bag  of  chips?  Or  the  rail-thin  14-year-old  boy  who 
eschews  sweets  but  likes  a  savory  treat  once  in  a  while? 

People  already  exercise  self-control  to  different  degrees  and 
in  different  ways.  Should  those  who  are  highly  self- controlled  pay 
the  same  tax  as  those  who  are  less  self-controlled?  If  so,  it  is  quite 
possible  that  a  fat  tax  will  cause  the  former  to  eat  too  few  chips  in 
terms  of  what  they  really,  really  want. 

The  basic  problem  for  the  New  Paternalists  is  this:  They  do 
not  know  what  people  really  want.  To  get  clear-cut  policy  goals  or 
standards  they  will  have  to  either  explicidy  impose  their  own  val- 
ues, reify  the  values  of  some  Orwellian  authority  or  go  with  what 
the  rent-seekers,  like  mutual  fund  companies  or  health  advocates, 
come  up  with. 

Thus,  to  quote  a  line  from  yet  another  song  (by  The  Who): 
"Meet  the  new  boss,  same  as  the  old  boss."  F 
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CEO  and  CFO  on  Leadership 


HR  solutions  that  can  help  increase  employee  satisfaction,  productivity,  and  reduce  costs.  And  the  most 
innovative  retirement  plans  out  there.  With  Fidelity,  you  can  move  your  company  into  the  future  of  business. 


RETIREMENT  AND 
HR  SOLUTIONS 


Follow-Through 

SEPTEMBER  4,  2006 

Ford  Family  Values 


FLASHBACKS 


The  proposed  sale  of  Chrysler  to  Cerberus  Capital  Management  is  fanning 
speculation  of  a  similar  private  equity  deal  at  Ford.  Family  members  issued  a 
rare  public  statement  denying  any  such  discussions.  But  the  news  is  in  line  with 
our  September  story  that  told  of  pressure  on  the  Ford  family  to  restructure 
control  of  the  struggling  automaker. 

Earlier  this  month  a  perennial  shareholder  proposal  to  strip  the  family's 
Class  B  shares  of  their  supervoting  rights  received  more  support  than  ever, 
27.4%.  Henry  Ford's  heirs  own  less  than  5%  of  Ford  Motor  stock  but  still  con- 
trol 40%  of  the  votes.  The  value  of  those  71  million  Class  B  shares  has  plunged 
to  around  $600  million,  from  $2.25  billion  in  1999,  and  once-fat  dividend 
checks  stopped  coming  late  last  year.  (William  Clay  Ford  Jr.  stepped  down  as 
chief  shordy  after  our  piece  appeared.)  At  a  family  meeting  in  April  the  Fords 
discussed  hiring  investment  bankers  Joseph  Perella  and  Peter  Weinberg  for 
advice  but  decided  against  it — for  now. 

— Joann  Muller 

OCTOBER  27,  2003 

Test  Case 

Biosite,  a  San  Diego  medical  test  maker  that  has  appeared  repeatedly  on  the 
Forbes  200  Best  Small  Companies  list,  has  been  swallowed  up  by  another 
medical  diagnostics  outfit.  In  May  Inverness  Medical  Innovations  of 
Waltham,  Mass.  bought  Biosite  for  $1.6  billion.  Inverness,  best  known  for 
its  home  pregnancy  and  fertility  tests,  beat  out  Beckman  Coulter,  a  Fuller- 
ton,  Calif,  medical  test  maker  that  launched  a  takeover  attempt  of  Biosite 
in  March.  Small,  prosperous  diagnostic  companies  are  in  short  supply, 
which  explains  the  battle  for  Biosite  and  the  high  acquisition  price.  Since 
our  story  on  the  company  back  in  2003,  Biosite  has  built  on  the  success  of 
its  15-minute  blood  test  for  congestive  heart  failure.  Revenues  have  doubled 
to  $308  million  since  our  piece.  In  the  works:  tests  for  kidney  injury  and 
sepsis,  and  a  heart        k  diagnostic  test. 

—Emily  Schmall 


85  YEARS  AGO  IN  FORBES  |  MARCH  18, 1922 

Character  Counts  Balance  sheets  are 

important,  of  course;  but  the  balance  of  the 
men  behind  the  balance  sheets  is  more  impor- 
tant. I  would  never  advise  anyone  to  buy  the 
securities  of  a  company  run  by  rank  speculators, 
no  matter  how  fine  the  statement  of  earnings 
issued.  When  gamblers  control  a  company 
whose  stocks  are  held  by  the  public,  the  public 
are  certain  to  be  fooled  and  flim-flammed 
by  the  insiders  sooner  or  later.  In  the  matter 
of  selecting  securities,  as  in  anything  else, 
character  counts. 

20  YEARS  AGO  IN  FORBES  |  MAY  4, 1987 

Home  Improvement  Home  Depot  is 

back.  Its  football-field-size  warehouse  stores, 
packed  floor  to  ceiling  two  stories  high  with 
merchandise,  sell  everything  from  lumber  and 
plumbing  fixtures  to  telephones,  light  bulbs 
and  ceramic  tile.  The  discount  prices  are  right 
on  this  bewildering  assortment  of  handyman's 
paraphernalia.  And  in  the  last  year  the  chain 

has  digested  a 
slug  of  new 

S'ZZ^Z^ZZil^M   growth,  and 
management 

IBB  ^^^s&oi&l  around  the 

BftaiBBBMBMBBBBr  $25,ooo-items- 

per-store  inventory.  Sales  were  up  44%  last  year, 
to  $1  billion,  and  earnings  nearly  tripled, 
to  $23.8  million. 

Home  Depot  recently  announced  that  the 
weak  housing  market  has  pushed  earnings 
down  30%. 

10  YEARS  AGO  IN  FORBES  |  APRIL  21, 1997 

Shoe  Biz  Over  five  years  Stride  Rite's  sales 

have  fallen  from  $586  million  to  $448  mil- 
jVR  lion,  with  Keds — still  45%  of  revenues — 
jyMd  accounting  for  the  entire  decline.  The 

"  slide  began  with  a  disastrous  move  to  an 
1   S  automated  distribution  center  in 

Louisville,  Ky.  in  1994.  The  software 
couldn't  find  the  shoes  in  the  warehouse, 
jf  \  and  Keds  shipped  late  for  the  next  18 
XI  I  months.  Keds  produced  its  own  clunky 
'   /   shoes,  but  it  was  a  me-too  effort  and  didn't 
*  fit  its  image.  Says  Stride  Rite  President 
Robert  Siegel:  "We  were  chasing  fashion 
instead  of  interpreting  it.  Our  mule  looked 
like  everyone  else's  mule." 

Payless  ShoeSource  is  buying  Stride  Rite  for 
$850  million,  including  debt. 
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Rainwater's  Clouded 
REIT 

Our  story  about  Crescent  Real  Estate 
Equities  described  how  this  fallen  star 
among  real  estate  investment  trusts  was 
getting  its  act  together.  Founded  by  Fort 
Worth  investor  Richard  Rainwater,  Cres- 
cent had  weathered  a  50%  drop  in  market 
value  after  a  scattershot  array  of  invest- 
ments turned  south.  Its  new  chief,  longtime 
Rainwater  ally  John  Goff,  planned  to  focus 
on  office  buildings,  safe  and  simple. 

Crescent  never  achieved  that  level  of 
clarity,  getting  bogged  down  in  a  venture 
to  develop  houses  in  Colorado,  Califor- 
nia and  Arizona.  Last  month  it  agreed  to 
be  taken  private  by  Morgan  Stanley  in  a 
$2.3  billion  buyout  that  values  its  shares 
at  $22.80  each.  Assuming  the  deal  closes, 
Crescent  will  have  returned  about  14%  a 
year  since  our  story.  That's  in  line  with 
the  stock  market  as  a  whole,  but  it's  way 


Still  looking  for  rich  returns:  Rainwater. 

behind  the  24%  produced  by  other 
equity  REITs. 

— Stephane  Fitch 
FEBRUARY  2,  2004 

Pie  in  the  Sky 

We  questioned  the  starry-eyed  revenue 
and  expense  forecasts  for  Galileo,  a  Euro- 
pean satellite  navigation  venture  designed 
to  compete  with  the  U.S.'  Global  Position- 


ing System.  The  project  was  meant  to  be  a 
partnership  between  the  European  Union 
and  private  contractors. 

But  now  the  European  Commission, 
which  is  overseeing  Galileo,  says  it  may 
never  get  off  the  ground.  In  May  the 
commission  acknowledged  that  it  had 
underestimated  the  project's  complexity 
and  that  negotiations  with  private  con- 
tractors have  stalled.  The  commission 
thinks  it  will  need  an  additional  $4.6  bil- 
lion to  move  forward  and  billions  more 
to  complete  Galileo  in  time  for  a  2012 
deployment.  — Michael  Freedman 

AUGUST  14,  2006 

Glut  Bust 

We  described  how  relaxation  of  depreciation 
rules  in  the  early  1990s  led  growers  to  plant 
excess  acreage  in  Australian  vineyards,  pro- 
ducing a  40%  hike  in  production  and  a  mas- 
sive grape  glut.  The  2006  Australian  wine 
surplus  was  estimated  to  hit  900  million  liters, 


THINK 


1  8-wheel  air  freshener 


enough  to  serve  every  man,  woman  and 
child  in  the  world  a  glass  on  the  house. 

No  more.  Since  our  story,  drought, 
frost  and  bushfires  knocked  Australian 
grape  growers  sideways.  The  2006  harvest 
fell  30%.  "We  thought  it  was  going  to  take 
us  10  to  15  years  to  recover  from  the  wine 
glut,"  says  Francine  Bryan  Brown,  spokes- 
woman for  Wine  Australia,  a  trade  associ- 
ation. "Instead  it's  taking  us  only  three  to 
five  years."  The  lesson  for  consumers:  Stock 
your  cellars  with  wine  from  Down  Under 
before  prices  start  rising. 

— Susan  Adams 

APRIL  16,  2007 

Cementing  a  Deal 

Just  a  month  after  we  wrote  about  British 
building  materials  company  Hanson,  a 
German  competitor,  HeidelbergCement, 
is  buying  Hanson  for  $16  billion.  That's 
$21  a  share,  up  from  $16  when  the  story 
appeared.  Though  housing  construction 


has  been  waning,  Hanson  made  our  Global 
2000  list  of  top-performing  companies 
because  it  was  raking  in  revenues  from 
commercial  and  public  works  projects. 
Hanson,  which  makes  everything  from 
concrete  pipes  to  asphalt,  got  half  its  $8  bil- 
lion in  revenues  last  year  from  the  U.S.  The 
merged  company  will  be  the  world's  sec- 
ond-largest building  products  company, 
behind  Mexico's  Cemex.  —Megha  Bahree 

JUNE  19,  2006 

All  Over  the  Emap 

A  year  ago  we  described  how  British  media 
firm  Emap  was  moving  away  from  its  orig- 
inal business  of  consumer  magazines  like 
FHM  and  Heat  and  into  the  unsexy  field  of 
digital  data  directories  and  trade  shows.  The 
man  in  charge  of  that  transition  has  just  been 
shown  the  door.  Chief  executive  Thomas 
Moloney,  a  25-year  veteran,  was  pushed  out 
by  Alun  Cathcart,  who  assumed  the  chair- 
man's job  shortly  after  our  story  ran.  Accord- 


ing to  a  source  close  to  the  company,  Cath- 
cart didn't  disagree  with  Moloney  over 
strategy  but  clashed  over  speed.  Days  after 
Moloney's  abrupt  departure  the  firm 
reported  mostly  flat  revenues  of  $1.8  billion 
and  operating  income  for  the  full  fiscal  year 
of  $406  million.  A  32%  increase  in  digital 
revenue,  to  $240  million,  was  not  enough  to 
make  up  for  Emap's  old- 
media  declines.  Cath- 
cart has  temporarily 
assumed  the  chiefs 
job,  but  he  believes  an 
outsider  is  needed  to 
bring  urgency  to 
Emap's  change  of 
course. 

—Richard  C.  Morais 


Ousted: 
former 
Emap  chief 
Tom 

Moloney. 
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Outfront 


PHARMA  UNDER  ATTACK 


Lawyers,  doctors  and  policy  wonks  are  fighting  to  own  drug  safety. 

Who's  missing?  The  FDA  |  By  Matthew  Herper 


FOR  YEARS  CARDIOLOGIST  STEVEN 
Nissen  was  a  friend  to  the  drug 
industry,  as  he  looked  for  new 
technologies  to  speed  heart 
drugs  to  market.  Then  in  Febru- 
ary 2001  the  Food  &  Drug  Administra- 
tion called  him  to  help  analyze  data  on  a 


new  painkiller — Vioxx.  Six  months  later 
he  concluded  the  pill  caused  heart  attacks. 
Merck  yanked  Vioxx  from  pharmacy 
shelves  in  2004. 

Now  Nissen  is  front  and  center  in  the 
latest  drug  fiasco.  GlaxoSmithklines  eight- 
year-old  Avandia  is  a  pill  swallowed  by  7  mil- 


lion diabetics  worldwide  at  a  cost  of  $2.6  bil- 
lion last  year.  Using  Google,  he  found  oth- 
erwise unpublished  studies  on  Glaxo's  own 
Web  site  and  counted  how  many  heart  prob- 
lems were  reported  in  each.  His  conclusion, 
which  he  says  "smashed  me  in  the  face,"  was 
that  Avandia  boosts  heart  attacks  by  43%. 
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Outfront 


Glaxo  says  two  forthcoming  studies  should 
exonerate  Avandia. 

"It  shouldn't  have  had  to  be  me"  that 
did  the  analysis,  says  Nissen,  chief  of  cardi- 
ology at  the  Cleveland  Clinic.  "Why  didn't 
the  FDA  do  this?"  No  longer  as  sanguine 
about  the  FDA's  safety  record,  he  now  says 
he  has  "grave  concerns"  about  the  agency 
and  wants  to  help  Congress  reform  it. 

Nissen  can  get  in  line.  Everyone — 
lawyer,  doctor,  think-tanker— wants  a 
piece  of  the  drug  safety  debate.  The  cata- 
lyst now  is  a  piece  of  legislation  in  Con- 


One  change  that  seems  inevitable  is  the 
creation  of  more  Steven  Nissens— that  is, 
more  outside  scientists  looking  over  the 
FDA's  shoulder.  A  Senate-passed  bill  From 
Senators  Edward  Kennedy  (D-Mass.)  and 
Michael  Enzi  (R-Wyo.)  seeks  to  force  man- 
ufacturers to  make  all  study  results  public. 
Nissen  was  able  to  do  his  Avandia  analysis 
because  Glaxo,  in  order  to  get  then  New 
York  attorney  general  Eliot  Spitzer  off  its 
back,  agreed  three  years  ago  to  put  drug- 
trial  results  up  for  public  viewing.  The  bill 
would  put  all  drug  firms  in  this  boat. 


gress  that,  post-Avandia,  will  establish  a 
potentially  dramatic  remaking  of  drug 
regulation.  Before  Avandia  it  seemed  that 
the  drug  industry  was  going  to  get  a  bill  it 
could  live  with.  The  FDA  would  get  new 
powers  and  industry  would  make  some 
concessions.  A  grand  reform  that  would 
result  in  much  tougher  scrutiny  for  drugs 
would  be  averted. 

But  Henry  Waxman,  the  Democrat 
who  runs  the  House  committee  that  over- 
sees the  FDA,  will  hold  hearings  on  June  6, 
determined  to  use  the  Avandia  flap  to  put 
the  FDA  and  drug  manufacturers  on  the 
defensive.  Now  big  pharma  needs  an 
antianxiety  pill.  It  would  be  "wholly  in- 
appropriate" for  Congress  to  change  drug 
safety  law  over  Avandia,  says  Ronald 
Krall,  Glaxo's  chief  medical  officer. 


Think  of  this  as  the  open-source  FDA. 
Already  outsiders  have  pinpointed  valid 
safety  issues,  such  as  Vioxx.  But  open 
source  can  be  an  invitation  to  a  lynching. 
AstraZenecas  blockbuster  cholesterol  pill 
Crestor  was  originally  maligned  over  kid- 
ney worries  but  has  since  been  cleared.  Ex- 
pect "a  free-for-all"  as  academic  researchers 
get  more  access  to  data  from  companies  and 
from  electronic  health  records,  says  FDA 
Deputy  Commissioner  Janet  Woodcock. 
"You  could  imagine  tort  lawyers  running 
those  analyses,"  she  says. 

Still,  big  pharma  is  backing  the 
Kennedy-Enzi  plan,  which  would  also 
give  the  FDA  more  power  to  change  drug 
labels  and  force  companies  to  conduct 
studies.  New  Pfizer  Chief  Jeffrey  Kindler 
praised  the  bill  in  a  speech  at  the  Eco- 


nomic Club  of  Washington,  saying  drug 
firms  should  "absolutely"  support  a  bill 
that  "requires  candor  about  clinical  trials." 

Not  good  enough,  says  Senator  Charles 
Grassley  (R-Iowa).  He  has  held  three  years 
of  hearings  grilling  pharma  and  says  the  FDA 
is  "too  cozy"  with  the  companies  it  works 
with.  Right  now  the  same  people  who 
approve  new  medicines  are  in  charge  of 
adding  new  warning  labels  and  deciding  if 
an  approved  drug  should  be  pulled.  But  it's 
not  easy  for  a  regulator  to  admit  that  his  ear- 
lier decision  was  wrong.  Grassley  would  cre- 
ate a  separate  center  to  fol- 
low medicines  after  they're 
approved. 

Pfizer  Chief  Medical 
Officer  Joseph  Feczko  op- 
poses the  idea,  saying  the 
FDA  already  has  plenty  of 
incentive  to  yank  drugs.  In 
the  past  three  months  the 
FDA  has  slapped  caution- 
ary labels  on  sleeping  pills 
and  yanked  Novartis'  con- 
stipation drug  Zelnorm 
after  that  company's  analy- 
sis showed  heart  problems. 

Some  would-be  re- 
formers argue  the  FDA  is 
being  poisoned  by  the  very 
money  that  keeps  it  going. 
To  fix  chronic  under-fund- 
ing and  speed  drug  ap- 
provals, Congress  in  1992 
passed  a  law  forcing  drug 
companies  to  pick  up  the  cost  of  safety 
reviews  via  application  fees  for  experimen- 
tal medicines.  These  fees  now  account  for 
$300  million  a  year,  a  third  of  the  budget  for 
the  office  that  oversees  drugs.  Twenty-two 
drug  safety  advocates,  including  Nissen, 
signed  an  open  letter  blaming  the  FDA's 
problems  on  this  system,  arguing  it  makes 
regulators  feel  subtly  beholden  to  industry. 

As  the  mud  flies,  drug  companies 
should  watch  out  for  their  long-term  health. 
Nissen  argues  that  a  tough  FDA  is  as  impor- 
tant to  protect  pharma  from  the  public  as 
the  reverse.  "If  the  public  knows  the  FDA  is 
watching  out  for  their  interests  carefully,  it 
increases  their  confidence  in  medicines  and 
they  are  more  likely  to  take  them,"  he  says. 
Put  differently:  Its  when  the  sheriff's  asleep 
that  drug  firms  get  lynched.  F 
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STEPPING-STONE  ALERT 


HOUSING 


The  Next 
Eliot  Spitzer 


|N  fUST  SIX  MONTHS  IN  OFFI<  1  M  W  YORK  STATE  ATTORNEY 
I  General  Andrew  Cuomo  has  shown  he  doesn't  intend  to  lan- 
■  guish  in  the  shadow  of  his  predecessor,  Eliot  Spitzer,  the  self- 
appointed  sheriff  of  Wall  Street.  But  Cuomo,  who  has  found  a  fat 
target  in  the  $85  billion  student  loan  industry,  isn't  the  only  newly 
elected  state  AG  itching  to  lead  a  national  crusade.  Besides  Spitzer 
eight  current  governors  are  former  state  AGs. 

"All  of  them  appreciate  that  they  wield  a  very  big  ax,"  says 
Constance  Campanella,  chief  executive  of  Stateside  Associates, 
which  watches  state  pols  for  corporate  clients.  Here  are  some  new 
ones  to  watch.  —Ashlea  Ebeling 


CALIFORNIA:  Edmund  G.  (Jerry)  Brown  Jr.,  69, 
Democrat. 

CRUSADE:  Global  warming.  He  ran  on 
enforcing  the  state's  tough  global  warming 
laws.  In  federal  court  he's  attacking  the  Bush 
Administration's  mileage  standards  for  SUVs 
as  too  weak. 

FLORIDA:  William  McCoJIum,  62,  Republican. 
CRUSADE:  Safe  cyberspace  for  children. 
He's  expanding  the  staff  of  his  CyberCrime 
Unit  from  6  to  56  and  turned  up  info  on 
registered  sex  offenders  lurking  on  social 
networking  sites  like  News  Corp.'s 
MySpace. 

MARYLAND:  Douglas  F.  Gansler,  44, 
Democrat. 

CRUSADE:  Chesapeake  Bay  pollution. 
He  backed  a  new  Maryland  law  that  bans 
phosphates  in  dishwasher  soap  starting  in 
2010.  Procter  &  Gamble  is  cooking  up  new 

recipes. 

MASSACHUSETTS:  Martha  Coakley,  53, 

Democrat. 

CRUSADE:  Identity  theft.  She's  leading  a 
34-state  investigation  into  a  security  breach 
at  TJX  Companies  that  compromised  credit 
information  of  Marshal  and  TJ  Maxx 
customers.  She's  also  targeting  mortgage 
lenders. 

OHIO:  Marc  Dann,  45,  Democrat. 
CRUSADE:  Securities  fraud.  He  recruited  23 
othtei  state  AGs  to  file  an  amicus  brief 
ipgfcc  th*>  U.S.  Supreme  Court  to  r®ak«  H 
easier  for  large  shareholders  {ind&tdiag 
state  pensioa  funds]  to  win  fraud  cases 


Paper  Chase 

You're  in  luck.  Your  mortgage  lender 
has  flipped,  sliced  and  diced  your 
loan — and  now  no  one  knows  who 
holds  it  |  By  Bernard  Condon 


■  N  2006  MICHELLE  TUCKER,  A  35-YEAR-OLD  UPS  PACKAGE 
I  processor  and  mother  of  two,  was  hit  by  a  one-two  punch.  Her 
B  husband  had  surgery  on  his  shoulder  and  was  forced  to  stop 
taking  construction  jobs  around  town  that  helped  pay  the  bills. 
Worse,  the  adjustable  mortgage  with  the  low  teaser  rate  she  took 
out  on  her  three-bedroom  home  in  Jacksonville,  Fla.  adjusted,  now 
to  10%,  nearly  double  her  old  rate.  She  defaulted.  Soon  after,  the 
lender  filed  suit  to  foreclose. 

Then  a  stroke  of  luck:  A  Legal  Aid  lawyer,  April  Charney,  got 
the  foreclosure  withdrawn  after  discovering  that  the  company 
that  filed  to  foreclose  didn't  own  the  Tuckers'  loan.  The  owner 
was  actually  a  securitized  pool  of  loans  overseen  by  Deutsche 
Bank.  And  Charney  has  documents  showing  the  pool  bought 
the  loan  after  the  Tuckers  defaulted — an  illegal  purchase  for 
most  pools,  including  this  one.  That  means  a  court  might  refuse 
to  recognize  it  owns  the  loan.  Charney  is  arguing  it  should  do 
just  that. 

"I  buy  time,  then  get  lenders  to  cut  interest  rates  and  fees," 
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Creating  and  migrating  CDS 
to  the  world's  most  advanced  settlement 
system  with  zero  error. That's 


certainty 


Nowhere  is  the  pace  of  change  better  understood  than  in  global  capital  markets.  Canada's  CDS 
Clearing  and  Depository  Services  Inc.  (CDS)  aimed  to  build  a  trade  settlement  system  that  would 
be  capable  of  meeting  future  standards.  As  one  of  the  world's  fastest  growing  technology  and 
business  solutions  providers, Tata  Consultancy  Services  (TCS)  helped  CDS  to  meet  this  challenge. 
TCS  developed  a  highly  automated  system  that  not  only  slashed  the  trade  settlement  time  but 
also  dramatically  reduced  the  overall  cost  of  processing  securities.  Drawing  on  its  global 
expertise,  TCS  helped  CDS  respond  faster  to  markets,  setting  standards  for  one  of  the  most 
sophisticated  industries  in  the  world.  And  of  course,  enabling  CDS  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

Iff  Services  »  Easiness.  Sohtttom  ■  CXitsotirciiimg 
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says  Charney,  who  claims  she's  stopped 
dozens  of  foreclosures  over  ownership 
issues.  Other  lawyers  are  making  similar 
moves  in  Maryland,  New  York,  Massa- 
chusetts, Ohio,  Kansas  and  Washington 
State— often  forcing  sloppy  lenders  to 
offer  generous  terms  to  avoid  litigation. 

Talk  about  shooting  yourself  in  the 
foot.  These  days  just  about  every  mort- 
gage is  flipped  by  a  lender  to  another  one 
or  sliced  up  into  pools  of  securitized  pack- 
ages that  are  sold  on  Wall  Street.  The 
financial  engineering  helped  oil  the  hous- 
ing boom  by  making  credit  more  avail- 
able. But  stalled  housing  prices  and  rising 
defaults  have  revealed  a  mess:  In  the  rush 
to  flip  paper,  lots  of  the  new  lenders  or 
pools  don't  have  the  proper  paperwork  to 
show  they  even  hold  the  mortgage. 

There  is  a  case  in  Kansas  with  no 
documents  to  show  a  bank  owns  the  loan 
it  says  it  does.  In  another,  ownership  of  a 
loan  was  recorded  on  a  single  date  in  the 
name  of  two  different  lenders.  In  March 
last  year  Deutsche  Bank  filed  to  foreclose 
on  a  seven-bedroom  home  in  Worcester, 
Mass.  owned  by  Sima  Shwartz.  But  it 


came  out  that  Deutsche  was  assigned  the 
loan  in  May  or  June— that  is,  after  the 
foreclosure  filing.  A  U.S.  bankruptcy  court 
judge  in  April  slammed  Deutsche  for  its 
"jumble  of  documents"  and  ruled  the 
bank  could  not  evict  Shwartz. 

This  sloppiness  offers  glorious  reprieves 
for  some  defaulted  homeowners  but  just 
headaches  for  lenders.  One  Maryland  man, 
holding  documents  suggesting  his  loan  was 
held  simultaneously  by  a  pool  of  loans  and 
a  bank,  is  still  in  his  home — five  years  after 
foreclosure  was  filed. 

Charney,  the  Tuckers'  lawyer  in  Jack- 
sonville, stumbled  upon  the  industry's 
paperwork  problem  two  years  ago  after 
noticing  that  nearly  all  lenders  seeking  to 
foreclose  against  clients  were  filing  "affidavits 
of  lost  notes" — essentially  requests  that  a 
judge  assume  they  own  the  loan  since  no 
proof  is  at  hand.  She  eventually  took  on  a 
prominent  foreclosure  filer — Mortgage  Elec- 
tronic Registration  Systems,  a  Vienna,  Va. 
company  whose  name  is  on  30%  of  the 
mortgages  in  county  clerk  offices  around  the 
country.  Earlier  this  year  MERS,  which  rep- 
resented banks  and  pools  in  at  least  20,000 


foreclosure  filings  in  Florida  since  2001,  sus- 
pended lenders  from  filing  in  its  name.  It 
says  that  with  two  recent  court  decisions  in 
its  favor  it  may  lift  the  moratorium  soon. 

For  the  lenders,  a  possibly  bigger 
threat  on  the  horizon  is  that  homeowners' 
lawyers  will  bust  up  the  "holder  in  due 
course"  doctrine  that  makes  it  easier  for 
subsequent  owners  of  an  IOU  to  collect. 
This  doctrine  says  that  certain  defenses 
the  evictee  can  use  against  the  original 
lender  (such  as  predatory  lending)  cannot 
be  used  against  an  innocent  purchaser  of 
the  mortgage.  The  rule  is  enshrined  in 
many  federal  and  state  statutes,  but  a 
judge  could  nonetheless  find  a  way  to  side 
with  the  homeowner,  particularly  if  a 
loan  is  purchased  after  it  goes  into 
default. 

"Its  clearly  the  direction  to  go,"  says 
Ohio  Attorney  General  Marc  Dann.  He 
recently  announced  he'll  amend  his  suit 
against  defunct  lender  New  Century  to 
possibly  list  as  defendants  the  banks 
overseeing  pools  that  bought  its  loans. 
"These  pools  are  more  than  innocent 
holders."  F 


Giving  New  Meaning  to  a  Bull  Market 

Tired  of  railing  against  lawyers?  Now  you  can  own  one!  Last  month  Slater  &  Gordon,  one  of  Australia^  largest 
personal-injury  firms,  went  public  in  a  33  million-share  offering.  The  shares  have  since  climbed  60%,  giving  the  400- 
employee  firm  a  market  value  of  $123  million  (U.S.).  There's  talk  of  similar  offerings  in  the  UK. 

It  won  t  happen  here  anytime  soon.  Ethics  rules  seem  to  prohibit  UjS.  lawyers  from  selling  a  stake  in  their  fees  to  non 

lawyers.  After  all,  you  dorit  want  lawyers  to  be  fee-driven 
:  their  own  interests  above  those  of  society, 
for  fun,  though,  we  speculated  about  an  offer 
Americas  biggest  firm  by  revenue,  New  York's 
Skadden,  Arps.  Slater  &  Gordon  is  valued  at 
two  and  a  half  times  revenue.  The  1,690- 
lawyer  Skadden  had  2006  revenue  of  SI. 85 
billion,  according  to  American  Lawyer  mag- 
azine. So  maybe  its  worth  $4.6  billion. 

As  tor  Slater  &  Gcxdons  firwaneiak, 
investors  would  be  wise  to  see  whos  really 
cnaking  money  here  The  firm  used  half  the 
share  proceeds  to  pay  back  debt  to  its  found- 
ing partners  and  earned  in  2006  a  slim  12% 
aftertax  margin.  You  might  be  better  off  invest 
ing  in  a  hedge  rand  manager.    — Danid  fisher 
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Dear  Ketel  One  DrinKer 
They  say  good  things  come 
to  those  who  hold  on  a 
minute,  where'd  this  glass  of 
Ketel  One  come  from? 


How  GM  scored  two  hours  of 
advertising  in  the  upcoming 
Transformers  movie. 

By  Dorothy  Pomerantz 


WE  JUST  HAD  A  ROBO- 
gasm,"  declared  car 
blog  Jalopnik.com. 
The  source  of  its  excitement 
was  not  a  cool  car  but  a  Web 
trailer  for  an  upcoming  movie 
called  Transformers.  To  General 
Motors,  it  was  all  the  same. 
When  Transformers  arrives  in 
theaters  July  4,  GM  will  be  the 


beneficiary  of  maybe  the 
biggest  product  placement 
ever:  the  stars  of  this  movie  are 
all  GM  vehicles,  transformed 
into  robots  fighting  evil. 

And  remarkably,  GM  didn't 
have  to  pay  Paramount  to  get 
the  product  placement — at  least 
not  with  checks  payable  to 
Paramount.  The  car  company 


contributed  $  1  million  worth  of 
cars  and  will  pay  for  loads  of 
ads  that  will  showcase  its  vehi- 
cles and  the  movie. 

Why  GM?  In  Hollywood  it's 
all  about  who  you  know.  GM 
snagged  the  gig  by  getting  to 
director  Michael  Bay  early. 
William  Morris  represents  both 
GM  and  Bay,  known  for 
explosion-heavy  movies  like 
1998's  Armageddon.  And  Bay 
has  a  history  with  the  car 
company,  having  directed  two 
Chevy  ads.  "GM  s  been  good  to 
me,"  says  Bay. 

In  2005  GM  officials  took 


No  temper  tantrums,  no  fights 
over  lines:  GM  vehicles  are  the 
stars  of  this  summer  action  movie. 

Bay  out  to  a  secret  design 
center  in  the  San  Fernando 
Valley  to  offer  him  a  smorgas- 
bord of  100  Chevrolets,  Ponti- 
acs,  Hummers  and  Cadillacs. 
The  director  fell  in  love  with 
the  new  Camaro  concept  car 
and  chose  it  to  play  the  lead 
role  of  Bumblebee.  The  car  will 
be  on  the  market  later  this  year. 

GM  is  now  tapping  the 
buzz  around  Transformers  to 
push  its  cars.  Fans  can  create 
their  own  transformers  at 
Chevyautobot.com.  Maxims 
Summer  Hot  100  issue 
includes  a  Pontiac  spread 
featuring  Transformers  human 
star  Megan  Fox. 

GM  could  use  the  youthful 
exposure.  Last  year  the  com- 
pany lost  $2  billion.  "An  oppor- 
tunity like  this  isn't  going  to 
come  around  again,"  says  Dino 
Bernacchi,  head  of  branded 
entertainment  for  GM.  "Unless 
there's  a  sequel."  F 


AT  WORK 


We're  Cool,  Too 

Competing  with  the  likes  of  Google, 
the  ad  industry  puts  on  tattoos  to 
recruit  the  young  and  digitally  minded. 

By  Helen  Coster 


T 


■HERE  WAS  A  TIME  WHEN  MADISON  AVENUE,  WITH  ITS 
plush  offices  and  glamorous  reputation,  had  its  pick  of 
job  seekers.  Now,  in  the  Internet  era,  you  get  recruiting 
events  like  "Portfolio  Night."  On  a  recent  spring  night  on  New 
York's  Upper  West  Side,  28  of  Madison  Avenues  creative  direc- 
tors gathered  at  a  bar  where,  nibbling  soggy  egg  rolls,  they 
jockeyed  for  the  affection  of  125  portfolio-toting  art  school 
grads.  Lee  Garfinkel,  who  makes  in  the  high  six  figures  as 
chairman  of  DDB  New  York,  sat  shoulder-to-shoulder  with  his 
competitors  as  the  tattooed  grads  rotated  through  the  room 


YOU! 


hired!  Lee  Garfinkel  (left),  chairman  of  DDB  New  York,  in  the  trenches. 
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WIRELESS  AWARENESS 


TO  YOU  IT'S  A  WIRE 
TO  US  IT'S  A  NISSIO: 


Gc.'k  S.  1 1 1, id  Agents  gutlu-i  l.»  liu-n  ■morning  briefing  on  wireless  awareness  and  the  dangers  of  an  improperly  installed  netweik.  Let's  IhumioI 


The  philosophy  behind  wireless  awareness,  simply  stated,  says  those  who  want 
wireless  should  be  able  to  get  wireless.  Without  recurring  problems,  without  a 
hint  of  diminished  security  and  without  any  installation  hassle.  We've  done 
this  for  over  350,000  families  this  year  alone.  And  we're  setting  a  goal  to 
have  wireless  in  every  home  by  the  year  2020.  Sure,  that  seems  aggressive, 
But  we're  geeks — we're  overachievers  by  nature. 


/ 


EKSQUAD 


ON  DOTY  24  HOURS  |  OCCRSQDAD.COM  |  BCST  BUY  STORES 


Go  ahead  • 


Outfront 

in  preassigned  15-minute  meetings. 

Borrowing  from  the  speed-dating 
format,  creative  directors  scrutinized  the 
candidates  and  their  portfolios  while 
leaning  over  candlelit  tables.  With  two 
minutes  to  go,  event  organizers  whisded,  and 
folks  from  Publicis,  Euro  RSCG  and 
Omnicom-owned  TBWA\Chiat\Day,  began 
their  good-byes. 

Was  it  beneath  them?  Not  for  Stephen 
Nesle,  the  executive  creative  director  at 
Tribal  DDB  New  York,  the  interactive  arm 
of  what  used  to  be  called  Doyle  Dane 
Bernbach.  "Attracting  new  talent  is  the 
single  greatest  challenge  that  we  face  as  an 
industry,"  he  says. 

Particularly  in  demand  are  people 
who  can  create  digital  ads  or  ads  that  play 
in  different  media.  Those  candidates  are 
shunning  $35,000  junior-level  ad  jobs  and 
flocking  to  deep-pocketed  online  giants 
like  Google  and  the  ad  agency  startups 
they're  acquiring,  like  Aquantive,  which 
Microsoft  recently  bought  for  $6  billion. 

Amy  Hoover,  who  runs  a  recruiting  firm 
that  specializes  in  advertising  and  market- 
ing, says  that  she  has  50%  more  openings 
at  ad  agencies  than  a  year  ago. 

Which  is  why  high-level  execs  like 
Nesle  endured  several  hours  in  a  packed 
bar.  In  addition  to  finding  new  talent,  the 
event  is  also  a  marketing  ploy,  meant  to 
show  that  some  of  the  stodgy  ad  agencies 
represented  there  are  as  hip  as  the  young- 
sters buying  the  cell  phones  and  vodka 
they  are  marketing. 

But  with  all  the  small  talk  and  the 
sweaty  palms,  was  it  really  worth  it?  David 
Brown,  25,  a  recent  graduate  of  the  Miami 
Ad  School,  flew  up  from  Florida  for  the 
schmoozefest.  "Traditional  agencies  have 
amazing  client  lists  and  top  designers  and 
photographers  who  can  execute  your 
idea,"  Brown  says,  still  intoxicated  by  his 
brush  with  ad  greatness.  "And  they  have 
so  much  expertise  because  they've  been  in 
the  business  for  so  long." 

Nesle's  firm  followed  up  with  at  least 
three  people,  including  Brown.  Garfinkel 
contacted  four  candidates.  No  word  yet 
on  hires,  but  Nesle  put  the  night  in 
context.  "My  first  instinct  was,  'Why  are 
you  trying  so  hard  to  get  into  this  busi- 
ness? Don't  you  want  to  be  a  doctor  or 
something?'"  F 


E-Bodice-Ripper 

Tina  Engler  pitched  her  first  romance  novel  seven  years  ago.  Ail  the  big  pub- 
lishers spurned  her.  Her  tale  of  a  woman  kidnapped  and  ravished  by  a  lusty, 
strapping  alien  was  too  explicit,  they  said.  So  she  started  her  own  publishing 
company,  Ellora's  Cave,  in  Akron,  Ohio,  which  last  year  netted  an  estimated 
$600,000  on  revenue  of  $6.7  million,  up  11%  from  2005.  Its  specialty  is 
raunchy  taboo  fare  for  the  ladies.  One  new  title,  Date  With  Destiny,  tells  of  a 
woman  and  her  friend  who  take  up  with  gorgeous  identical  twin  werepanthers 
on  a  cruise  ship. 

Most  of  Engler  s  titles  never  see  print.  Her  customers  download  them  as 
e-books.  The  e-book,  once  hyped  as  the  replacement  for  the  printed  page,  has 
been  a  dud  Since  their  emer- 
gence a  decade  ago  e-books 
account  for  less  than  1%  of  the 
$24  billion  U.S.  book  market, 
according  to  the  American 
Association  of  Publishers. 

Except,  that  is,  in  the 
romance  category,  which  is 
singlehandedly  saving  the 
electronic  Gutenberg  from 
extinction.  A  year  and  a  half 
ago  Harlequin,  the  romance 
giant  in  Toronto,  was  digitiz- 
ing only  10  of  the  100  books  it 
publishes  a  month.  Now  it 
uploads  nearly  all  its  new 
books  as  soon  as  they  are 
released  in  print.  "We  saw  immediately  how  interested  romance  readers  were 
in  the  format,"  says  Pamela  Laycock,  executive  vice  president  of  strategy.  Sales 
of  e-books  at  Harlequin,  though  still  small ,  are  growing  at  double-digit  rates. 

The  reasons,  says  Laycock,  are  entirely  practical.  Female  fans  of  romantic 
erotica  get  instant  gratification,  clutter-free  digital  storage  and  the  ability  to 
carry  dozens,  or  even  hundreds,  of  books  at  a  time  on  a  handheld  gadget 
that  fits  in  a  purse.  And  its  discreet.  Michelle  Buonfiglio,  who  writes  a 
romance  blog  for  Lifetime  TVs  Web  site,  says  women  were  clamoring  for 
hotter  novels  but  are  too  embarrassed  to  ask  the  booksellers  to  start  carrying 
them.  E-books,  she  says,  are  "the  2  a.m.  booty  call  for  women." 

This  is  good  news  for  Sony,  which  is  trying  to  drum  up  sales  of  its  Reader, 
a  $350  tablet  diat  debuted  in  2006  to  mixed  reviews.  At  the  invitation  of 
Romantic  Times  publisher  Carol  Stacy,  Sony  sponsored  a  booth  with  Harle- 
quin at  the  magazines  Romantic  Times  Booklovers  Convention,  held  in 
Houston  this  April.  Sony's  staffers,  who  hadn't  brought  any  gadgets  to  sell, 
were  stunned  when  more  than  100  fans  stopped  to  ask  if  they  could  buy  the 
Reader  on  the  spot.  —Chana  R.  Schoenbergen 
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When  you  think  Texas,  chances 
are  you  think  big.  Which  is  why 
we've  made  San  Antonio  the  home  of 
the  new  full-sized  Tundra,  our  biggest 
pickup  truck  yet. 

The  San  Antonio  plant,  Toyota's 
10th  in  the  U.S.,  is  a  vital  part  of  our  U.S. 
operations.  With  a  total  of  over  4,000 
team  member  and  on-site  supplier  jobs,  it 


represents  a  sizeable  investment 
in  the  local  community  bringing 
Toyota's  total  U.S.  investment  to  over 
$15  billion.  Which  is  impressive,  even 
by  Texas  standards. 

This  new  plant  is  just  one  more 
example  of  our  commitment  to  America. 
Its  what  drives  us  to  think  big-about  our 
vehicles  and  the  people  who  drive  them. 


Toyota  U.S.  Operations 
Plants «••••*••••••»••• 10 

Total  Ms  -386,000' 

Investment  $15  B 


OY 

moving  forward 
toyofta.com/i2iia 
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Shock  Jocks 

A  small  electric  vehicle  company  stays  alive 
by  promising  wonderful  things — just  around  the 
corner  |  By  Jonathan  Fahey 


THE  ZAP-X  IS  A  MARVEL.  IT  SOLVES 
every  problem  that  has  foiled  attempts 
to  build  electric  vehicles.  It  can  recharge 
in  ten  minutes  and  can  travel  350  miles  on 
that  charge.  This  rocket  produces  644hp  and 
goes  from  zero  to  60mph  in  4.8 
seconds,  with  a  top  speed  of 
155mph.  It  carries  seven  pas- 
sengers. Oh,  and  the  windows 
are  made  out  of  photovoltaic 
glass  that  turns  sunlight  into 
horsepower. 

If,  of  course,  it  existed. 
There  are  no  standard- 
size  electric  automobiles  sold 
in  the  U.S.  today  at  all,  never 
mind  one  with  statistics  ap- 
proaching those  that  Zap 
claims.  Yet  Zap,  an  outfit  in 
Santa  Rosa,  Calif,  that  makes 
its  money  selling  repossessed  cars,  electric 
scooters  and  a  handful  of  Chinese- made 
three-wheeled  electric  cars,  says  the  world- 
shattering  Zap-X  is  "coming  soon."  The 
company  even  asks  for  deposits  of  $25,000 
on  the  cars — without  saying  how  much  they 
will  eventually  cost  or  when  they  will  arrive. 

Zap  has  a  history  of  promising  greatness 
just  around  the  corner.  The  company  issues 
press  releases  about  twice  a  week  to  make  sure 
the  good  news  keeps  flowing.  And  it  pays  a 
service  called  RenewableEnergyStocks.com 
to  tout  its  shares. 

God  forbid  that  the  share  price  fall.  The 
company  issues  stock  for  just  about  every- 
thing: sponsorship,  property,  legal  fees,  even 
room  rentals.  It  issued  450,000  shares  to  buy 
property  in  2005,  but  if  the  stock  falls,  Zap 
has  to  pony  up  even  more  shares. 

Last  year  this  company  issued  $4.1  mil- 
lion in  stock-based  compensation  to  employ- 
ees and  $4.7  million  in  stock  to  "consultants," 
including  family  members.  Quite  a  lot  of 
equity  activity  for  a  company  that  lost  $1 1.9 


What's  next?  Zap  Chief 
Steve  Schneider  talks  big 


million  on  sales  of  $11  million  (most  of 
which  came  from  a  one-year  operation  that 
has  been  shut  down).  Still,  its  an  improve- 
ment over  2005,  when  the  company  booked 
$15.9  million  in  stock  for  "consultants"  dur- 
ing the  year  while  recording 
only  $3.6  million  in  sales  and 
a  loss  of  $23.5  million. 

In  January  of  this  year  Zap 
repriced  22  million  warrants 
issued  to  employees  and 
extended  their  expiration  five 
years.  The  warrants,  once 
priced  between  $1  and  $8,  are 
now  priced  between  $1  and 
$1.20.  That  cost  the  company 
an  earnings  charge  of  $  12  mil- 
lion in  the  first  quarter — ten 
times  revenue.  And  it  set  a  not 
exactly  ambitious  goal  for 
executives,  to  boost  the  share  price  8  cents 
from  a  recent  $1.12,  over  five  years. 

"As  a  public  company,  stock  is  our  cur- 
rency' explains  the  company's  chief,  Steven 
Schneider,  who  took  the  top  job  when  Zap, 
which  stands  for  "zero  air  pollution,"  bought 
Schneider's  auto  repossession  business  in  2002. 
Schneider  owns  16  million  Zap  shares,  32% 
of  the  company.  But  that  isn't  the  only 
way  he  and  his  family  benefit. 
He  leases  real  estate  back 
to  the  company;  two 
of  his  cousins 
receive  stock 
for  things 
1  i  k 


consulting  services  and  Web  site  design;  a 
cousin  had  a  $56,000  loan  forgiven  by  the 
company  last  year;  and  his  brother  runs  one 
of  the  company's  distribution  units. 

Public  since  1996,  the  company  has  had 
just  one  quarter  of  profits,  and  that  came  from 
unwinding  a  liability  that  had  been  booked 
for  another  big- promise  idea  that  went 
nowhere.  Zap  had  tried  to  become  the  dis- 
tributor of  DaimlerChryslers  tiny  Smart  Cars, 
going  so  far  as  to  announce  that  it  had 
$1  billion  in  orders  for  them.  When  Zap  an- 
nounced sales  plans  of  15,000  cars  per  year 
in  November  of 2004,  its  share  price  doubled. 
But  Zap  had  no  relationship  with  Daimler- 
Chrysler  and  ended  up  delivering  a  total  of 
342  Smart  Cars  before  the  project  disinte- 
grated in  lawsuits. 

Schneider  acknowledges  the  Smart 
Car  fiasco  hurt  the  company's  credibility, 
but  he  swears  electric  vehicles  are  closer 
than  we  think.  "This  is  our  year  of  execu- 
tion," he  says. 

When  hydrogen  was  the  rage,  Zap  prom- 
ised fuel  cell  vehicles  with  an  announcement 
of  a  $100  million  agreement  with  a  fuel  cell 
maker.  That  was  in  2004;  the  vehicles  don't 
exist  yet  Then  it  was  ethanoL  Zap  said  in  2005 
it  had  ordered  50,000  Brazilian-made  vehi- 
cles that  can  run  on  100%  ethanol  or  gaso- 
line. None  has  been  delivered.  Zap's  latest  big 
claim  came  this  April:  It  received  a  $79  mil- 
lion order  for  its  electric  vehicles,  the  "largest 
order  in  history."  The  stock  rose  14%  on  the 
day  of  the  announcement.  The  "order,"  how- 
ever, came  from  a  new  electric  vehicle  dis- 
tributor set  up  by  a  pair  of  hedge  funds.  These 
hedge  funds  own  stakes  in  Zap.  F 
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Leap  ahead 


MULTIPLY  PROCESSING  PERFORMANCE 
AND  MAXIMIZE  RESPONSIVENESS. 


[THE  WORLD'S  FIRST  QUAD-CORE  PROCESSOR  FOR  MAINSTREAM  SERVERS. 

■Multiply  your  possibilities  with  the  new  Quad-Core  Inter  Xeon®  Processor  5300  series. 
Ibelivering  up  to  50%  more  performance*  within  the  same  power  envelope  than  previous 
|<eon  processors,  64-bit  capable  Quad-Core  Intel  Xeon  Processor  is  the  ultimate  in  powerful, 
ense  and  reliable  computing.  Learn  more  at  intel.com/xeon 

rtel  internal  measurement  using  SPECinLrate_base2000*  comparing  Intel  Xeon  E5345  to  Intel  Xeon  51 60.  For  more  information  visit  intel.com/performance.  Intel  Corporation  Intel,  the  Intel  logo.  Intel  Core,  the 
tel  Core  logo,  Xeon,  Xeon  inside.  Intel.  Leap  ahead ,  and  the  Intel.  Leap  ahead,  logo  are  trademarks  or  registered  tradernai  ks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  All  rights  reserved. 
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The 

breast  cancer  gene 
test  generates  sales  of 
$100  million  a  year  for  Myriad  Ge- 
netics, which  has  sold  it  to  150,000 
women.  Sales  are  growing  40%  a  year;  the 
first  TV  ads  are  planned  for  the  fall.  It  is 
among  the  first  hit  products  in  a  wave  of 
hundreds  of  new  DNA  diagnostic  tests  that 
will  overrun  medicine  in  the  next  five  to  ten 
years.  Able  to  foretell  higher  risks  for  can- 
cer, heart  disease,  diabetes,  schizophrenia 


of  nothing  happened.  The  big  obstacle 
was  the  high  cost  of  gene  decoding;  scien- 
tists had  run  through  S3  billion  mapping 
the  first  human  genome. 

Seven  years  later  Moore's  Law  has 
come  to  gene  hunting.  Powering  the  rev- 
olution are  new  devices  that  speed-read 
DNA  cheaper  than  ever  before.  New  gene 
chips  from  toolmakers  Affymetrix  and 
Illumina  can  scan  up  to  a  million  key 
locations  sprinkled  throughout  our  DNA 
in  a  few  days  for  $500;  seven  years  ago 


KIM  I.  WOLFE  WITH  SONS  PRESTON  AND  JUSTIN  (HIGH 


Living  with  the  breast  cancer  gene:  Wolfe,  37,  took  radical  action  to  prevent  breast  cancer. 


and  more,  these  gene  screens  will  form  a  new 
multibillion -dollar  business,  promising  a 
new  kind  of  preemptive  care  and  posing  new 
ethical  questions  of  what  patients  should 
know  and  when  they  should  know  it. 

Soon  all  of  us  will  be  able  to  find  out 
what  ticking  time  bombs  lie  hidden  inside 
our  DNA  ...  if  we  really  want  to  know. 
This  was  one  of  the  central  promises 
when  scientists  decoded  the  human 
genome  seven  years  ago— and  then  a  lot 


the  cost  would  have  been  $500,000. 

Small  biotechs  are  starting  to  produce 
ultrafast  gene  machines  that  aim  to  unravel 
all  3  billion  DNA  letters  that  contain  the 
human  blueprint  for  $100,000.  It  would  be 
a  thirtyfold  cost  reduction  in  seven  years. 
"That  beats  Moore's  Law  hands  down,"  says 
Eric  Lander,  head  of  the  Broad  Institute  of 
MIT  and  Harvard,  funded  by  billionaire  Eli 
Broad.  "It's  a  wonderfully  disruptive 
technology'' 


Harvard  Medical  School's  George 
Ghurch,  who  helped  start  the  U.S.  govern- 
ment's Human  Genome  Project  in  1987  and 
developed  much  of  the  fast-sequencing 
technology,  says  it  is  possible  now  to  get  all 
the  known  genes  sequenced  for  any  one  per- 
son at  a  cost  not  far  from  $1,000.  He  has 
begun  decoding  the  genes  of  ten  patients  and 
intends  to  do  so  for  thousands,  making  his 
findings  publicly  available  to  assist  in  un- 
earthing new  disease  genes  and  understand- 
ing the  societal  impact  of  knowing  your  own 
genome.  "We  need  volunteers,"  he 
says.  "They  will  handle  the  body 
blows  that  come  from  knowing 
everything  about  their  genes." 

Researchers  around  the 
world  are  scouring  the  DNA  of 
hundreds  of  thousands  of 
patients  in  a  massive  hunt  for 
genes  at  the  root  of  the  most 
common  killers.  Francis 
Collins,  who  heads  the  gene- 
hunting  effort  at  the  National 
Institutes  of  Health,  predicts 
"an  avalanche"  of  new  disease- 
gene  findings  in  the  next  year. 
"Every  geneticist  is  doing  this 
right  now.  It  is  a  gold  rush," 
says  Dietrich  Stephan  at 
Translational  Genomics  Re- 
search Institute,  a  Phoenix 
nonprofit  that  recently  pin- 
pointed genes  that  affect 
human  memory. 

Geneticist  Kari  Stefansson, 
who  heads  the  Icelandic  gene- 
hunting  firm  DeCode  Genet- 
ics, predicts:  "In  five  years  we 
will  have  a  very  large  number 
of  these  gene  tests,  and  they 
will  be  frequently  used,  at  least 
by  an  educated  portion  of  the 
population  who  will  want  to  know." 
DeCode  already  sells  one  gene  test  aimed 
at  forecasting  diabetes  risk  and  plans 
another  test  for  heart-attack  risk. 

In  the  past  three  months  scientists 
have  unearthed  solid  evidence  for  six  dia- 
betes-causing gene  variants,  several  vari- 
ants involved  in  prostate  cancer  and  an 
obesity  gene  that  adds  7  pounds  of  fat  if 
you  have  the  bad  version.  Two  compet- 
ing groups  have  found  a  genetic  quirk 
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How  much  of  your  stored  data  can  you  afford  to  lose? 
At  CDW,  none  sounds  good  to  us. 


Quantum®  DXi3500  Disk-based  Backup 

•  Automated  replication  dramatically  reduces  the  bandwidth  to  replicate 
backup  data  between  sites  for  automated  disaster  recovery  protection 

•  De-duplication  enabled,  1.2TB  usable  capacity 

•  NAS  and  virtual  library  interface  with  GbE  or  Fibre  Channel  connectivity 
provides  optimal  combination  of  flexibility,  ease  of  use  and  performance 

•  High  backup  performance  of  up  to  290GBph  provides  enterprise-scale 
protection,  even  for  tight  backup  windows 


Quantum 


*5619 


99  Quantum 


£5f  3 


Quantum8  SuperLoader  3 

•  Storage  capacity:  up  to  6.4TB  native,  12.8TB  compressed' 

•  Data  transfer  rate:  up  to  245GBph  native,  490GBph  compressed' 

•  Includes  one  16-slot  removable  magazine 

•  Features  include  remote  management,  bar  code  reader,  rack-mount  kit, 
VERITAS  Backup  Exec"'  Quickstart  Software,  StorageCare  Guardian  and 
DLTSage  Tape  Security 


sale,  available  at  CDW.com.  ©2007  CDW  Corpo 


199  Quantum 


Quantum8  LTO  Ultrium  3  Tape  Cartridge 

•  Storage  capacity:  up  to  400GB  native,  800GB  compressed' 

•  Fast  transfer  rate— up  to  80Mbps  for  quicker  backup  and 
improved  cost  efficiency 

•  High  performance  — a  built-in  4KB  high-durability,  non-contact 
IC  memory  chip  contributes  to  significant  improvement  in  tape 
library  access 


EMC  EmailXtender  

•  Archiving  solution  that  helps  retain  and  manage  e-mail  as  a  record  of 
business  in  order  to  achieve  regulatory  compliance,  adhere  to  corporate 
retention  policies  and  support  legal  discovery  activities 

•  Supports  Microsoft  Exchange,  Lotus  Notes8/Domino",  Bloomberg  Mail 
and  SMTP-based  e-mail 

•  Also  supports  customer  environments  with  mixed  e-mail  applications 
and  all  EMC  storage  platforms 


EMC2 


Call 


EMC  DiskXtender  for  Windows 

EJN4C  •  Automatically  migrates  infrequently  accessed  data  to  more 

*~  ,n'"""'''°" cost-effective  storage— disk,  tape  or  optical 

•  Significantly  shortens  backup  and  recovery  windows 

•  Recognizes  data  value,  retention  and  compliance  requirements 

•  Reduces  storage  costs  while  optimizing  IT  resources 

•  Provides  users  seamless  data  access  regardless  of  file  location 


We're  there  with  the  storage  solutions  you  need. 

Today,  with  more  data  being  stored,  more  assets  are  at  stake.  And  there  is  a  big 
difference  between  storage  and  secure  storage.  At  CDW,  we're  there  with  storage 
and  backup  specialists  that  will  work  with  you  to  find  the  right  solution  for  your 
setup.  Then,  we'll  draw  from  a  full  line  of  top-name  storage  technology  so  you  can 
increase  capacity  and  reduce  risk.  So  call  today  and  make  sure  your  data  and  your 
company  are  secure. 


CDW.com  800.399.4CDW 


The  Right  Technology.  Right  Away." 
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Researchers  are  beginning  to  discover  genetic  risk  factors 
for  myriad  diseases.  What  many  of  the  risk-boosting 
genes  do  remains  a  mystery. 


1.  MACULAR  DEGENERATION 

Gene  variants:  Complement  Factor  H; 
LOC387715 

In  people  with  bad  copies  of 
both  genes,  chances  of  MD 
progressing  from  early  to  severe 
forms  are  48%,  versus  a  5% 
chance  for  those  without  the 
genes,  JAMA  study  finds. 


5.  ADULT-ONSET  DIABETES 

Gene  variant:  TCF7L2 

This  variant  doubles  the  risk  of  adult 
diabetes  in  the  10%  of  the  population 
who  have  two  bad  copies— the 
strongest  diabetes-promoter  to  date. 
DeCode  Genetics  sells  test  for  $500  via 
online  test  provider  DNA  Direct. 


2.  ALZHEIMER'S  DISEASE 

Gene  variant:  Apolipoprotein  E 
epsilon4  (APOE4) 

15%  of  people  with  one  bad 
form  of  this  cholesterol  gene  may 
have  triple  the.risk  of  getting 
Alzheimer]*;  those  with  two  bad 
copies  have  a  fifteenfold  higher 
risk.  Test  is  mostly  used  in  research 
studies. 


Gene  variant: 
Chromosome  9  variant 

DNA  variant  boosts  risk  of  heart 
attack  40%  to  60%  in  the  21%. of 
people  who  have  two  copies. 
DeCode  plans  to  launch  a  test  soon. 

4.  BREAST  CANCER 

Gene  variants:  BRCA1  and  BRCA2 

The  1  in  500  women  with 
mutations  in  one  of  these  tumor- 
suppressor  genes  has  a  50% 
to  80%  lifetime  risk  of  breast 
cancer  and  a  higher  risk  of 
ovarian  cancer.  Test  sells  for 
$385  to  $3,120. 


Gene  variant:  FTO 

16%  of  adults  with  two  bad  copies  of 
this  gene  have  7  more  pounds  of  fat 
on  their  bodies,  says  a  recent  British 
study  of  39,000  people.  The  effect  can 
show  up  by  age  7. 

Gene  variants:  CYP2D6  and  CYP2C19 

Mutations  in  these  liver  enzymes  change 
how  fully  people  digest  many  drugs,  in- 
cluding antidepressants  and  antipsy- 
chotics, reducing  efficacy.  Roche's  $400 
AmpliChip  test  spots  these  genes. 

8.  CROHN'S  DISEASE 

Gene  variant:  lnterleukin-23  receptor 

Rare  spelling  change  in  immune-system 
gene  strongly  protects  against  develop- 
ing this  bowel  disease,  Yale  University 
researcher  Judy  H.  Cho  says. 


Gene  variants:  Chromosome  8  variants 

Several  gene  variants  on  chromosome 
8  may  as  much  as  double  the  risk  of 
prostate  cancer,  according  to  recent 
studies.  Researchers  don't  know  why. 


on  chromosome  9  that  boosts  your  risk 
of  having  a  heart  attack  by  40%  to  60%, 
if  you  inherited  the  gene  from  both  your 
mother  and  father.  In  late  May  British 
researchers  using  a  study  of  44,000 
patients  published  evidence  for  four  new 
genes  that  promote  breast  cancer. 

Two  genes  predict  one's  risk  of  get- 
ting the  devastating  eye  disease  macular 
degeneration — and  your  chances  of 
going  blind  once  you  have  it.  A  1,466- 
patient  study  found  that  nearly  half  of 
those  with  the  highest-risk  genes  devel- 
oped severe  complications  within  six 
years  of  diagnosis,  compared  with  only 
5%  of  those  without  any  of  the  risk  genes, 
according  to  the  results  in  the  Journal  of 
the  American  Medical  Association. 

Dozens  more  genetic  studies  are  set 
to  report  findings  later  this  year.  Pfizer  is 
cosponsoring  a  $26  million  effort  with 
the  NIH  to  unravel  the  genes  involved  in 
depression,  schizophrenia,  attention- 
deficit  disorder  and  other  diseases.  Unlike 
many  previous  gene-disease  studies  that 
yielded  spurious  results,  the  new  studies 
involve  thousands  of  patients  and  are 
likely  to  hold  up. 

But  many  researchers  warn  that  it  will 
be  at  least  five  years  before  genetic  tests  are 
comprehensive  enough  to  accurately  gauge 
disease  risk.  It  is  likely  that  many  genes  will 
prove  to  be  involved  in  raising  the  risk  of 
developing  a  particular  disease.  Genes  for 
rare  inherited  ills  such  as  Huntington's  dis- 
ease guarantee  you  will  get  sick,  but  many 
of  the  new  genes  being  discovered  for  dia- 
betes and  other  common  diseases  tweak 
your  risk  by  only  so  much,  such  as  30% — 
not  enough  to  make  you  change  your  life. 
Researchers  may  have  to  isolate  dozens  of 
such  genes  and  assess  their  effects  before 
they  gain  a  clear  picture  of  future  risk. 

"The  risk  is  that  20  years  from  now 
everyone  gets  tested  and  learns  they  have  a 
5%  risk  for  developing  10  diseases  and  a  2% 
risk  for  20  other  diseases —  and  what  we  do 
is  increase  neurosis  instead  of  improving 
health,"  frets  Yale  University  geneticist 
Richard  Lifton. 

Harvard  Medical  School's  David  Alt- 
shuler  says  he  is  "quite  worried"  that  com- 
panies will  rush  to  offer  gene  tests  before  it 
is  clear  what  can  be  done  for  people  who 


JUNE  18,  2007     FORBES  59 


get  wor- 
risome results.  Do 
you  want  to  know  you 
will  get  Lou  Gehrig's  disease  if  it  re- 
mains incurable?  "That  is  the  problem 
with  how  genetics  is  being  sold— the 
value  is  going  to  be  in  the  calculator  that  tells 
you  the  risk,"  he  says.  But  he  asks:  Without 
a  treatment,  of  what  value  is  the  prediction? 

Doubts  aside,  companies  like  Roche, 
Celera,  Genomic  Health  and  Clinical  Data 
are  racing  forward  with  new  gene  tests. 
Patients  seem  hungry  for  information. 
Anne  Wojcicki,  the  new  wife  of  Google  co- 
founder  Sergey  Brin,  has  founded  a  com- 
pany called  23andMe  to  help  people  inter- 
pret their  genetic  information. 

A  thousand  genetic  tests  already  are  in 
use,  most  of  them  for  rare  inherited  diseases. 
Doctors  and  patients  worldwide  spend 
$730  million  a  year  on  genetic  tests  today, 
says  Piper  Jaffray,  and  the  market  is  grow- 
ing 20%  a  year. 

Eventually,  understandings  gleaned  from 
our  genes  will  lead  to  targeted  drugs.  But 
many  of  these  advances  could  take  decades. 
After  scientists  discovered  the  existence  of 
germs  in  the  1860s,  it  took  60  years  to  in- 
vent antibiotics.  In  the  meantime,  the  big 
breakthrough  was  that  surgeons  started 
washing  their  hands. 

THE  MODERN  HUNT  FOR  DISEASE- 
causing  genes  began  in  the  early 
1980s  with  the  advent  of  new 
gene-splicing  methods.  Early 
studies  were  slow  and  tedious 
and  involved  collecting  DNA  from  large, 
afflicted  families.  "It  was  like  exploring 
Australia  on  foot  in  the  16th  century,"  says 
cancer  geneticist  Bruce  Ponder  of  the  Uni- 
versity of  Cambridge. 

In  1983  researchers  found  the  approx- 
imate location  of  the  gene  for  Huntington's 
disease,  the  incurable  brain  illness.  Genes 
for  cystic  fibrosis  and  muscular  dystrophy 
soon  followed.  But  the  techniques  were  so 
primitive  back  then  that  it  took  another  dec- 
ade, until  1993,  to  nail  down  the  Hunting- 
ton's gene. 

Every  cell  inside  the  body  holds  46  tiny 
bundles  of  DNA  called  chromosomes,  23 
from  mom,  23  from  dad.  Embedded  in  each 
set  of  23  chromosomes  are  3  billion  base 


pairs  of  DNA,  known  by  the  letters  A,  T,  C 
and  G,  for  the  chemical  bases  adenine, 
thymine,  cytosine  and  guanine.  Scattered 
throughout  this  double  helix  of  base  pairs 
are  thousands  of  tiny  DNA  "words,"  genes 
that  provide  the  recipe  for  making  a  given 
protein,  the  raw  material  for  the  human 
body.  Different  versions  of  the  same  basic 
genes  cause  the  physical  differences  between 


set  of  chromosomes,  or  6  billion  pairs.)  And 
because  the  base  pairs  come  in  only  four  va- 
rieties, they  are  digital  and  ideal  for  com- 
puter decoding. 

Thus  the  genome  project  would  come 
to  rely  on  new  machines  from  lab  equipment 
maker  Applied  Biosystems,  which  industri- 
alized the  process  of  counting  these  DNA  let- 
ters, using  tiny  glass  tubes  that  sorted  DNA 


DNA  decoder:  Harvard's  Church  plans  to  reveal  the  genes  of  thousands  of  people. 


one  person  and  another — eye  color,  height 
and  the  risk  of  getting  sick. 

The  genome  project,  which  the  govern- 
ment began  in  1987,  aimed  to  speed  the 
gene-hunting  effort  by  providing  the  first  full 
map  of  all  3  billion  base  pairs  that  make  up 
human  DNA.  (It  was  not  necessary,  in  this 
effort,  to  run  through  all  the  pairs  on  each 


fragments  by  length.  Along  the  way  two 
breast  cancer  genes,  BRCAl  and  BRCA2,  were 
discovered  in  1994  and  1995.  They  afflict  one 
in  500  American  women,  and  most  carri- 
ers will  get  breast  or  ovarian  cancer.  That  led 
to  the  debut  of  the  BRCA  test  from  Myriad 
Genetics  in  1996. 

By  2000  scientists  had  discovered  more 
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than 
1,000  disease-caus- 
ing genes,  mostly  for 
rare  inherited  diseases.  Then  two 
competing  groups  of  scientists— one 
working  for  the  government  and  one  in 
the  private  sector — stopped  feuding  and  an- 
nounced the  first  mapping  of  the  human 
DNA  sequence  in  June  2000  at  the  White 
House.  The  Wall  Street  Journal  called  it  the 
biological  equivalent  of  landing  a  man  on 
the  moon.  "It  will  make  discoveries  go  1,000 
times  faster,"  promised  gene  guru  J.  Craig 


Venter,  who  led  the  private  effort.  A  wave 
of  gene-based  drugs  and  genetic  tests 
seemed  imminent. 

In  reality  the  genome  remained  a  mys- 
tery. Scientists  didn't  even  get  the  number  of 
genes  right:  Many  had  predicted  100,000,  but 
years  later  the  total  turned  out  to  be  closer 
to  20,000.  Even  the  presidential  ceremony  was 
premature;  the  government  didn't  put  on  the 
finishing  touches  until  2003. 

Another  early  surprise:  Many  of  the 
newly  discovered  disease-promoting  varia- 
tions don't  lie  inside  the  active  genes.  Instead, 


they  lurk  deep  inside  "junk"  or  "dark"  DNA, 
the  mysterious  and  seemingly  inactive  re- 
gions that  compose  98.5%  of  the  genome 
and  whose  functions  are  unknown.  These 
findings  hint  at  a  powerful  and  previously 
unknown  command-and-control  apparatus 
inside  our  DNA. 

Most  important,  the  genome  project  de- 
coded only  one  composite  person's  DNA 
(two,  if  you  count  Venter's  genome,  the  final 
version  of  which  is  set  for  publication 
soon).  It  revealed  little  about  how  minute 
genetic  variations  among  people  can  lead  to 
common  diseases.  Such  ills  are  caused  by  a 
complex  stew  of  dozens  of  genes,  as  well  as 
bad  diet  and  other  environmental  factors, 
such  as  smoking. 

The  simple  way  to  search  for  such  genes 
would  be  to  gather  thousands  of  patients  with 
disease  and  scan  through  all  ten  million  places 
where  humans  differ  by  a  single  DNA  letter, 
comparing  the  results  to  thousands  of  healthy 
control  patients.  But  DNA  chip  technology  for 
scanning  these  so-called  single  nucleotide 
polymorphisms,  or  SNPs  ("snips"),  was  pro- 
hibitively expensive  in  2000.  Glass  DNA 
chips  from  Aifymetrix  held  just  1,500  SNPs 
and  sold  for  $325.  It  would  have  cost  billions 
to  do  a  gene  study  in  just  one  disease. 

So  gene  hunters  made  educated  guesses 
of  where  disease  genes  were  likely  to  be 
found.  This  occasionally  worked,  but  mostly 
it  produced  a  flood  of  dubious  genetic  find- 
ings that  didn't  hold  up.  One  recent  study 
in  JAMA  examined  70  genes  touted  in  sci- 
entific literature  as  increasing  heart  disease 
risk;  it  could  not  verify  any  of  them.  Another 
study  was  able  to  confirm  only  one  of  50 
proposed  obesity  genes. 

Researchers  realized  in  2002  that  they 
might  not  need  to  measure  all  10  million  SNPs 
to  find  culprit  genes.  Studies  published  that 
year  showed  that  whole  groups  of  the  SNPs 
are  passed  from  parent  to  child  in  big 
chunks  of  DNA.  By  2005  an  international  team 
had.  mapped  the  locations  of  these  chunks 
effectively  cutting  the  number  of  SNPs  re- 
searchers needed  for  gene  studies  to  around 
300,000  or  so.  The  map  "took  the  3  billior 
DNA  letters  and  divided  them  into  300,001 
ZIP  codes  so  you  could  locate  things,"  says  car- 
diologist Eric  Topol  of  Scripps  Health. 

Meanwhile,  competition  betweer 
Aifymetrix  of  Santa  Clara,  Calif,  and  upstar 


Diagnosed  with  early-stage 
breast  cancer,  Susan  Bakken,  a 
61 -year-old  high  school  art 
teacher  in  Colorado,  told  her 
doctor  she  was  unwilling  to  undergo 
chemotherapy.  She  couldn't  face  the 
likely  side  effects:  nausea,  aches,  numb- 
ness and  hair  loss. 

But  Bakken  changed  her  mind  after 
her  doctor  ordered  a  gene  test — on  the 
tumor  itself.  Many  genetic  tests  look  at 
DNA  inside  the  patient.  A  second  fast- 
growing  field  is  the  detection  of  the 
DNA  flaws  that  make  tumor  cells  grow 
far  more  rapidly  than  regular  cells. 
Bakken's  test  came  from  Genomic 
Health,  a  publicly  held  biotech  in  Red- 
wood City,  Calif.,  and  it  showed  she  ran 
a  high  risk  of  a  relapse  if  she  didn't 
take  chemo  after  surgery. 

The  $3,500  test  was  "money  well 
spent,"  says  Bakken,  whose  insurance 
company  wouldn't  cover  the  cost.  "It 
helped  me  plan  my  treatment  and  gave 
me  peace  of  mind."  She  is  off  chemo 
and  cancer  free,  so  far. 

The  Genomic  Health  test,  which  is 
paid  for  by  Medicare  and  insurers 
UnitedHealthcare  and  Aetna,  looks  at 
the  activity  of  21  different  genes  in 
tumors  and  has  been  available  since 
2004.  Genomic  Health  expects  2007 
sales  of  $60  million  on  24,000  tests.  Says 
chief  Randy  W.  Scott:  "It  is  «T step  into 


Genomic  Health  honcho  Randy  Scott. 


the  era  of  personalized  medicine." 

Washington  University  oncologist 
Timothy  Pluard  changes  his  treatment 
plan  in  one-quarter  of  cases  because  of 
the  tumor  test.  "I  was  a  skeptic  when  I 
first  heard  of  it,"  he  says,  "but  it's  sur- 
prising how  often  it  contradicts  what 
we  previously  would  have  thought." 

A  rival  tumor  test  for  breast  cancer, 
which  studies  70  genes,  is  made  by 
Agendia,  a  Dutch  firm,  and  recently 
cleared  the  Food  &  Drug  Administra- 
tion, but  it  isn't  yet  available  in  the  U.S. 
More  tumor  tests  are  under  develop- 
ment to  predict  the  risk  of  the  spread 
of  colon  cancer,  lung  cancer  and 
prostate  cancer. 

— R.L  andM.H. 
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Illumina 
in  San  Diego  led  to 
rapid  declines  in  the 
cost  of  SNP-measuring  chips,  glass 
slides  on  which  tiny  pieces  of  DNA  are 
affixed  like  bits  of  Velcro.  When  a  gene 
matches  one  of  the  DNA  pieces,  it  lights  up. 

Affymetrix  invented  DNA  chips  in  1989 
and  long  dominated  the  field.  Its  chips  were 
used  for  measuring  when  genes  were  active 
in  tumors  and  other  tissues.  But  SNP- 
counting  was  a  new  market,  and  Illumina 
Chief  Executive  Jay  T.  Flatley  saw  opportu- 
nity. "If  we  could  execute,  we  could  over- 
take them,"  he  says. 

By  2003  Illumina  scientist  Kevin  Gun- 
derson  invented  a  chemical  process  that  al- 
lowed Illumina  to  get  more-accurate  results, 
even  as  it  packed  more  DNA  on  a  chip.  (In- 
stead of  the  lithography  that  Affymetrix  uses, 
Illumina  affixes  DNA  to  tiny  glass  beads 
packed  in  the  chip.)  "I've  been  in  the  ana- 
lytical sciences  for  30  years,  and  I've  never 
seen  anything  this  accurate,"  says  John  W. 
Hooper,  chief  executive  of  Quebec  gene- 
finding  firm  Genizon,  an  Illumina  customer. 
The  company  rushed  out  its  first  SNP  chip 
in  May  2005  with  100,000  SNPs  on  it,  months 
behind  Affymetrix. 

In  May  2006  Illumina  signed  a  deal  to 
help  DeCode  Genetics  find  genes  for  com- 
mon diseases.  DeCode  agreed  to  buy 
100,000  DNA  chips,  more  than  any  customer 
had  ever  bought.  Since  then  DeCode  has 
used  them  to  discover  genes  involved  in 
heart  disease,  diabetes  and  breast  cancer.  A 
month  later  Children's  Hospital  of  Philadel- 
phia began  using  Illumina  equipment  for  its 
own  effort  to  study  the  DNA  of  30,000  kids 
with  asthma,  obesity,  cancer  and  other 
maladies. 

Affymetrix's  SNP  chips  are  used  by  gene 
hunters  at  the  Broad  Institute  and  Transla- 
tional  Genomics  in  Phoenix.  Illumina  sales 
rose  163%  to  $185  million  last  year;  it  ex- 
pects revenue  to  rise  70%  this  year. 
Affymetrix's  sales  dropped  10%  to  $323  mil- 
lion. It  admits  underestimating  Illumina  but 
says  it  will  regain  its  lead. 

Chips  being  used  for  current  disease 
gene  studies  have  300,000  to  500,000  SNPs 
on  them.  Both  companL  ire  launching 
chips  with  1  million  SNPs  on  them.  Speed 
thrills:  Brigham  and  Women      spiral  car- 


diologist Paul  Ridker  is  using  Illumina 
chips  in  a  collaboration  with  Amgen  and  the 
NIH  to  search  for  genes  for  osteoporosis  and 
heart  disease  in  women.  Six  technicians  will 
need  only  18  months  to  run  DNA  samples 
from  28,000  women.  "Two  years  ago  this 
wouldn't  have  been  possible,"  he  says. 

Ultimately,  scientists  say  genome  se- 
quencing will  become  so  cheap  that  any- 
one who  wants  it  will  be  able  to  get  it  for  a 
few  thousand  dollars.  New  machines  now 
hitting  the  market  vastly  decrease  the  cost 


says  W.  Richard  McCombie,  a  researcher  at 
Cold  Spring  Harbor  Laboratory  who  is  on 
the  hunt  for  cancer  genes. 

Even  when  a  disease  has  no  cure,  some 
people  say  confirming  the  presence  of  a 
culprit  gene  can  be  comforting.  Robin 
Diamond  found  out  in  2005  that  her  then 
3-year-old  daughter,  Abby,  had  a  gene  that 
causes  a  rare  form  of  autism  called  Rett  Syn- 
drome. Only  girls  get  Rett;  they  are  more  so- 
cial and  friendlier  than  other  autistic  kids, 
but  they  are  prone  to  involuntary  move- 


JAY  T.  F 

lllumina's  mild-mannered  chief  holds  one  of  the  devices  powering  the  gene-scanning  revolution. 


of  decoding  all  3  billion  base  pairs  of  DNA, 
which  currently  stands  at  $10  million.  A  tiny 
firm  named  454  Life  Sciences  deciphered 
the  entire  genetic  blueprint — at  a  cost  of  less 
than  $1  million — of  James  Watson,  the  sci- 
entist who  discovered  DNA's  double-helix 
structure  in  1953.  (Roche  is  buying  454  for 
$150  million.)  Illumina  has  a  new  machine 
that  can  decode  a  genome — both  genes  and 
the  dark  DNA  between  them— for  $  100,000, 
and  Applied  Biosystems  also  has  a  super- 
fast  DNA  decoder  coming. 

The  machines  "are  changing  every- 
thing, and  it's  only  going  to  be  limited  by 
our  imagination  what  we  can  do  with  them," 


ments  and  unable  to  speak,  and  often  they 
end  up  in  wheelchairs. 

Abby  laughs  and  hugs  strangers,  but  she 
can't  talk  and  she  claps  her  hands  frequently 
and  involuntarily.  Knowing  exactly  what  is 
wrong  gave  Robin  certainty  and  helped  her 
ensure  Abby  gets  enough  physical  therapy. 
Earlier  this  year  research  on  lab  mice  sug- 
gested that  the  bad  gene's  effects  can  be  re- 
versed, giving  Robin  hope  that  a  treatment 
could  be  created  someday. 

The  age  of  the  cheap  personal  gene  map 
is  now  arriving,  says  Harvard's  George 
Church,  the  genome-sequencing  pioneer. 
Using  custom-made  machines  that  are 
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This  little  server  offers  quad -processor 
performance,  high  density  and  huge  capacit 
and  makes  a  rack  its  home. 


Gateway  Server  Solutions 
are  100%  Satisfaction 

GUARANTEED. 


IT  MAY  SOUND  LIKE  A  FAIRY  TALE,  BUT  IT'S  TRUE. 

At  Gateway,  we're  fun  to  work  with,  but  very  serious 
about  our  enterprise  solutions.  In  fact,  we  offer  a 
complete  suite  of  Intel®  and  AMD®  processor-based 
servers  that  feature  total  control  management 
capabilities,  RAID  options  and  24/7  U.S. -based  telephone 
tech  support!  Perfect  for  businesses  large  and  small.  And 
if  you're  not  completely  satisfied  with  your  new  Gateway8 
server,  simply  return  it  within  90  days  of  receipt  for  a  full 
refund?  There's  no  risk.  What's  more  fun  than  that? 
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The  Guetat  Imsh  Business  Mind 


and  Leads  in 
Public  Policy 


By  Michael  Roriey 


any  observers  of  the  global 
■  J  -r  economy  would  insist  that 
Peter  D.  Sutherland  is  one  of  a  kind,  and 
for  good  reason.  Rarely  has  one  human 
being  moved  so  successfully  between  the 
worlds  of  government  and  international 
business.  As  the  Chairman  of  BP, 
Chairman  of  Goldman  Sachs  Inter- 
national, a  major  figure  in  the  World 
Trade  Organization  (WTO)  and  a  brilliant 
custodian  of  numerous  other  key  positions 
on  the  global  stage,  Sutherland  has  proven 
himself  to  be  a  renaissance  man  at  the 
juncture  of  business  and  public  policy. 

Born  in  Dublin  in  1946,  Sutherland  is  a 
reflection  of  the  Irish  approach  to  helping 
business  thrive,  combining  equal  parts  innovative  ambition, 
deeply  rooted  ethics  and  a  belief  that  responsible  govern- 
ments should  work  closely  with  one  another  and  the  private 
sector  to  ensure  maximum  success  for  all  parties. 
"Cooperation  between  the  public  and  private  sectors  is  crucial 
in  planning  national  policies,"  he  states. 

Recognized  from  his  school  days  as  a  gifted  intellect, 
Sutherland  attended  University  College  Dublin  and  ultimately 
graduated  from  the  prestigious  King's  Inns  School  of  Law, 
later  practicing  as  a  barrister  in  Dublin.  "To  stand  in  a  court- 
room with  a  man's  reputation,  livelihood  or  liberty  partly 
contingent  on  your  ability  to  present  his  case  not  merely 
concentrates  the  mind,  but  it  provides  a  training  that  has 
been  important.  Indeed,  it  has  been  the  foundation  for 
everything  else  in  my  life." 

Sutherland  has  called  globalization  a  moral  imperative, 
but  one  that  requires  balance  with  attention  to  the  needs  of 


both  rich  and  poor  nations.  As  Director- 
General  of  the  General  Agreement  on 
Tariffs  and  Trade  (GATT),  Sutherland 
was  credited  with  bringing  the  Uruguay 
Round  to  a  successful  conclusion,  which 
created  the  WTO.  He  says  that  it  was  the 
most  challenging  position  he  ever  held. 
"A  great  deal  of  heavy  lifting  had  already 
been  done,  but  we  had  to  work  day  and 
night  for  months  to  complete  the  job," 
he  notes.  "I  chaired  the  negotiating 
committee  and  had  to  batter,  bruise  and 
cajole  governments  into  agreement." 

Throughout  his  professional  journey, 
Sutherland  has  maintained  his  humanity 
by  upholding  a  deep  commitment  to 
the  health  of  both  corporate  shareholders  and  the  citizens 
of  the  world. 

"I  was  fortunate  to  have  had  responsibilities  that  were  at 
the  center  of  fundamental  change  for  economic  activity,"  he 
says  with  characteristic  modesty.  "Businesses,  at  their  best, 
are  very  good  at  recognizing  one's  talents  and  rewarding 
one's  experiences,  and  I  was  lucky  that  businesses  have 
valued  what  I  learned  in  public  service,  while  public  bodies 
have  valued  what  I  learned  in  law  and  in  business." 

And  how  can  companies  best  prepare  for  success  in  an  age 
of  globalization?  "By  internationalizing  their  perspectives," 
he  advises.  "This  demands  an  understanding  of  other 
societies  and  their  attitudes  to  global  economic  integration. 
The  only  point  of  view  any  of  us  depends  on  is  the  view 
from  where  we  are  standing.  Stand  in  many  places  to  get 
many  points  of  view." 

Such  is  the  perspective  of  a  truly  great  Irish  business  mind.  ■ 


Ireland, 


I 
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The  Irish  mind. 

The  key  component  in  many  of  the  world's 
leading  life  science  companies. 

The  Irish.  Creative.  Imaginative.  And  flexible.  Agile  minds  with  an  almost  unique  capacity  to  initiate,  and 
novate,  without  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new 
owledge  and  new  ideas. 

Naturally,  this  innate  flexibility  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close  and 
quently  informal  links  between  enterprise,  education  and  research  facilities,  and  a  pro-business  Government, 
mnected  by  a  dynamic  information  infrastructure. 

It's  this  unique  set  of  competitive  advantages  that  has  made  Ireland  one  of  the  most  attractive  locations 
investment  by  the  world's  leading  life  science  companies. 

The  Irish  mind,  with  its  innate  knowledge  and  flexibility,  can  be  the  pathway  to  profit  for  your  business, 
learn  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park 
enue,  New  York  on  212  750  4300,  e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 


A  IDA 

IRELAND 


cheaper 
than  the  fastest 
commercially  available 
gadgets,  he  has  embarked  on  what 
he  calls  the  Personal  Genome  Project. 
He  plans  to  map  the  gene  sets  of  thou- 
sands of  people  in  the  next  two  years,  in  part 
to  learn  how  they  respond  as  they  discover 
their  genetic  secrets.  He  is  skipping  the  dark- 
matter  DNA  to  save  money. 

In  most  genetic  studies  patients  aren't 


told  anything  and  confidentiality  is  para- 
mount. Church  plans  to  put  all  the  gene 
data  up  on  the  Web,  with  names  attached. 
So  far  Harvard's  ethicists  have  approved 
only  10  of  the  300  patients  who  have  ap- 
plied to  participate,  including  Harvard's 
chief  information  officer,  tech  investor 
Esther  Dyson  and  Church  himself.  Many 
people,  the  ethicists  have  decreed,  aren't  pre- 
pared to  find  out  their  risk  of  one  disease 
after  another. 


But  Church  expects  millions  of  peo- 
ple may  go  in  for  full  genome  scans 
before  doctors  even  know  how  to  inter- 
pret the  data.  This  coming  era  of  per- 
sonal gene-mapping,  he  says,  "is  kind  of 
like  the  computer  industry  in  1977:  Mil- 
lions of  people  bought  the  Apple  II,  even 
though  they  didn't  know  what  to  do  with 
it.  People  are  gaga  about  black  holes. 
There  have  got  to  be  people  interested 
in  their  own  DNA."  F 
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Exercise  is  a  five-day-a-week  regimen  for  me  at  age  38, 
augmented  by  a  healthy  diet  rich  in  vegetables,  a  life- 
long aversion  to  smoking  and,  happily,  a  slender  build. 
But  will  my  DNA  put  me  at  risk  of  heart  disease  anyway? 
In  May  two  rival  research  groups  discovered  a  genetic  vari- 
ant— make  that  a  flaw — on  chromosome  9  that  may  boost  the 
risk  of  early  heart  attack  by  as  much  as  70%.  Never  mind  all 
that  clean  living:  21%  of  the  population  carries  this  quirk.  The 
errant  typo  (it  isn't  even  a  gene;  it's  a  mishap  in  a  chain  of 
"junk"  or  inactive  DNA  far  from  genes)  was  located  by 
DeCode  Genetics  of  Iceland  and  a  competing 
team  at  the  University  of  Ottawa  after 
studying  thousands  of  heart  patients. 

DeCode  has  devised  an  experimental  ^ 
test  (not  publicly  available)  that  tells  you 
whether  you  carry  the  variant — but  is  it 
something  you  really  want  to  know?  A 
release  the  company  requires  you  to  sign  omi- 
nously warns  the  results  "may  cause  emotional 
distress"  and  cites  the  risk  of  revealing  "previously 
unrecognized  biological  relationships,  such  as  non- 
paternity." Yikes. 

Let's  go  for  it  anyway.  QeCode's  research  lab  in  Ice- 
land ran  my  blood  sample  in  an  Applied  Biosystems  abi 
7900  gene-reading  machine,  and  a  few  weeks  later  DeCode 
Chief  Kari  Stefansson  delivered  the  verdict  in  an  all-too-clini- 
cal phone  call:  "Basically,  you  are  homozygous  for  the  M.l.  vari- 
ant," he  intoned.  Translation:  I  had  inherited  two  bad  copies  of 
the  genetic  misfire,  so  my  risk  of  an  early  heart  attack — a 
myocardial  infarction— is  70%  greater  than  for  the  general 
population. 

But  he  was  kind  enough  to  emphasize  that  my  good  lifestyle 
probably  more  than  compensates  for  my  bad  DNA.  "My  view  is 
the  more  you  know  about  the  weaknesses  you  have,  the  better 
off  you  are,"  he  added. 

University  of  Ottawa  researcher  Ruth  McPherson,  who  led 


the  rival  team,  says  all  risk  is  relative.  "And  your  baseline  risk  is 
low,"  because  I  don't  smoke  and  I'm  not  fat.  Cholesterol,  blood 
pressure  and  other  existing  risk  factors  have  a  bigger  impact 
than  this  one  genetic  variant,  she  adds. 

Fine.  But  finding  out  a  threat  lurks  inside  your  genome  can 
put  you  in  a  whiny  mood,  anyway. 

DeCode  sells,  for  $500,  a  test  to  spot  a  diabetes-promoting 
gene  called  TCF7L2.  One  in  ten  people  has  two  copies  of  this 
gene  and  is  at  double  the  risk  of  diabetes  compared  with 
the  average  person. 

Bring  it  on.  I  ordered  the  test  (and  paid  for  it)  from  a 
Web  site  called  DNA  Direct,  which  offers  mail-in  gene 
tests  and  has  a  genetic  counselor  available  by  phone. 
Two  days  later  cheek  swabs  came  in  the  mail.  You 
rub  the  inside  of  each  cheek  for  one  minute  to  get 
a  good  DNA  sample,  put  the  swabs  into  the  plastic 
tube  provided,  sign  a  few  forms  and  send  it  all 
back.  The  whole  process  took  all  of  ten  minutes. 
Three  weeks  later  the  results  were  posted 
on  the  secure  Web  site.  They  were  negative. 
Eureka!  The  Web  report  said  I  had  inherited 
one  copy  of  the  diabetes  gene  (four  out  of  ten 
people  have  it),  elevating  my  risk  a  mere  20%  over 
those  without  the  gene.  I  can  live  with  that. 
Scripps  Health  cardiologist  Eric  Topol  says  testing  for  single 
genetic  variants  may  be  misleading,  as  there  are  likely  to  be 
numerous  genes  that  affect  the  risk  of  heart  disease,  diabetes 
and  other  serious  illnesses. 

"Neither  of  these  tests  is  going  to  be  used,  because  they  are 
genes  in  isolation,"  Topol  says.  "It  is  such  a  narrow  view."  He 
adds:  "Now  you  are  walking  around  thinking  you  have  an 
increased  risk  of  a  heart  attack — and  you  may  not  at  all.  You 
may  have  protective  genes  that  cancel  out  that  risk."  But  these 
haven't  been  discovered  yet,  so  I  can't  order  up  a  reassuring 
mail-order  test  to  find  them. 

—R.L. 
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Pip-squeak 
Power  Plant 

Lilliputian  Systems  invented  a  microchip-size  fuel  cell  that 
can  run  your  cell  phone  for  a  week  |  By  Daniel  Fisher 


A COUPLE  OF  YEARS  AGO  IT 
seemed  that  the  battery  era 
was  coming  to  an  end.  In  a 
flurry  of  announcements, 
Japanese  manufacturers 
including  Toshiba  and  NEC  said  theyd 
soon  be  rolling  out  miniature  fuel  cells  to 
power  mobile  phones,  music  players  and 


laptops.  To  recharge  youd  only  have  to 
pour  in  some  more  alcohol.  Consumers 
would  be  freed  from  the  tyranny  of  the 
wall  plug. 

And  then,  radio  silence.  None  of  the 
promised  fuel  cells  has  hit  the  market  The 
materials  inside  these  fuel  cells  are  touchy 
about  changes  in  temperature  and  humidity 


and  prone  to  their  own  form  of  carbon 
monoxide  poisoning.  The  best  these  portable 
fuel  cells  can  perform  is  about  as  well  as  the 
lithium  batteries  they're  meant  to  supplant. 

Perhaps  the  great  minds  inside  the 
research  labs  in  Japan  were  going  in  the 
wrong  direction.  By  taking  a  different 
tack,  Lilliputian  Systems,  a  four-year- old 
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investment  is 
a  wind-wind. 

BP  is  investing  in  wind  to  provide  cleaner 
electricity.  Our  wind  power  project  in  Colorado, 
to  be  completed  this  year,  is  expected  to  generate 
enough  electricity  to  power  120,000  homes. 
When  operating,  wind  power  produces 
zero  carbon  emissions. 
It's  a  start. 
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Innovators 


Wilmington,  Mass.  firm,  has  produced  a 
matchbox-size  fuel  cell  that  can  put  out 
enough  electricity  to  run  a  laptop  com- 
puter for  days.  Instead  of  alcohol,  it  runs 
on  butane,  a  cheap  and  far  more  potent 
source  of  energy  by  volume. 

While  Lilliputian  hasn't  announced 
an  agreement  with  a  big  manufacturer, 
Chief  Executive  Kenneth  Lazarus  says 
he's  talking  to  most  of  them.  He  figures 
the  company's  first  product  will  be  a 
portable  battery  recharger  for  laptops  and 
smart  phones.  Current  rechargers  using 
flashlight  batteries  cost  as  much  as  $5  per 
charge,  while  a  Lilliputian  device  could 
get  25  charges  from  a  $2  cartridge  of 
butane.  Mass  production  should  be  easy 
because  Lilliputian's  fuel-cell  chip  can  be 
made  using  20-year-old  semiconductor 
manufacturing  equipment  prevalent 
throughout  Asia. 

"Even  if  the  battery  manufacturers  drop 
their  price  to  zero,  we'll  kill  em,"  he  says. 
Lazarus  has  raised  $40  million  to  date  from 
Atlas  Venture,  Kleiner  Perkins  Caufield  & 
Byers  and  other  venture  capital  firms. 

Lilliputian's  fuel  cell  has  been 
approved  for  use  on  commercial  aircraft 
by  the  International  Civil  Aviation  Orga- 
nization and  a  United  Nations  body  that 
regulates  shipment  of  hazardous  mate- 
rials. Approval  from  the  U.S.  Depart- 
ment of  Transportation  is  expected  later 
this  year.  (The  only  reason  butane  ciga- 
rette lighters  are  banned  is  that  they 
come  with  their  own  ignition  source,  the 
flint.  A  Lilliputian  fuel  cell  is  nearly 
impossible  to  ignite  because  you'd  need 
to  crack  it  open  and  strike  a  match  at  the 
same  time.) 

There  are  two  dominant  flavors  of  fuel 
cell:  proton-exchange  membrane  (PEM) 
and  solid  oxide.  Both  inject  fuel  and  air 
into  opposite  sides  of  a  membrane.  In  a 
PEM  cell  the  membrane  is  coated  with  a 
catalyst  that  strips  electrons  from  the  fuel, 


usually  hydrogen.  The  now  positively 
charged  hydrogen  atoms  migrate  through 
the  membrane  to  combine  with  oxygen  on 
the  air  side  to  create  water.  Meanwhile,  the 
hydrogen's  stripped-off  electrons  race 
around  the  outside,  trying  to  rejoin  their 
ions,  generating  current  in  the  process.  A 
solid-oxide  fuel  cell  does  the  reverse:  The 
oxygen  atoms  on  the  air  side  migrate 
through  the  membrane  carrying  two  elec- 


Lilliputian's 
tiny  fuel  cell 
can  reach  2,500 
degrees  inside, 
but  outside  it's 
merely  warm 
to  the  touch. 


Solid-oxide  cells,  Lilliputian's  choice, 
were  abandoned  by  most  manufacturers  for 
use  in  portable  power  because  they  operate 
at  scorching  temperatures  (up  to  2,500  de- 
grees Fahrenheit).  But  solid-oxide  fuel  cells 
are  hardier  and  offer  far  more  punch  because 
they  can  use  denser  hydrocarbons  as  fuel. 
In  liquid  form,  butane  has  an  energy  den- 
sity of  7.4  kilowatt-hours  per  liter.  Methanol, 
the  usual  PEM  fuel,  delivers  4.4  kwh  per  liter. 


trons  that  have  flown  around  from  the  fuel 
side.  The  highly  reactive  oxygen  combines 
with  hydrogen  and  carbon  monoxide  on 
the  fuel  side  to  make  water  and  C02. 

PEM  cells  have  been  in  use  since  the 
1960s  and  operate  at  acceptably  low  tem- 
peratures (350  degrees  Fahrenheit).  Yet 
they  have  drawbacks.  They  require  pure 
hydrogen  to  produce  electricity,  and  no 
one  has  figured  out  an  economical  way  to 
store  and  transport  that  fuel.  That's  why 
consumer  electronics  makers  are  develop- 
ing PEM  cells  that  run  on  the  more  con- 
venient methanol.  But  methanol  is  a  weak 
energy  source. 


Lithium  batteries  can  manage  only  0.3.  "If 
you  want  to  beat  a  battery,  you  have  to  beat 
a  battery's  energy  density'  says  Lazarus.  "One 
of  the  highest-density  fuels  is  butane." 

Lilliputian's  engineering  miracle  was 
in  designing  a  tiny  solid-oxide  fuel  cell 
that  instead  of  melting  everything  in  its 
vicinity  is  merely  warm  to  the  touch.  "The 
big  idea  is  keeping  the  heat  in,"  says 
Lazarus.  "That's  the  trick." 

Combining  high-energy  fuel  with 
scorching  temperatures  is  the  specialty  of 
Lilliputian's  founders,  Samuel  Schaevitz 
and  Aleks  Franz.  While  at  the  Massachu- 
setts Institute  of  Technology  in  the  1990s 
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Lilliputian  Systems  has  built  a  miniature  fuel  cell  using  techniques  familiar  to  any- 
one in  the  semiconductor  business.  Its  energy  source  is  butane,  which  is  con- 
verted in  a  fuel  processor  into  hydrogen  and  carbon  monoxide.  Those  atoms  flow 
through  miniature  tubes  etched  in  silicon  to  an  array  of  tiny  fuel  cells.  In  each  cell 
is  a  catalyst  that  strips  the  fuel  atoms  of  electrons  while  atmospheric  oxygen 
migrates  through  an  electrolyte  membrane  carrying  replacement  electrons.  The 
flow  of  electrons  creates  current,  and  the  by-products  are  water  vapor  and  C02. 


they  experimented  with  thimble-size  reac- 
tors etched  into  silicon  wafers  to  produce 
toxic  chemicals.  It  was  blue-sky  research, 
but  their  idea  was  that  harmful  substances 
should  be  produced  where  they  are 
needed,  instead  of  being  shipped  in  bulk 
from  chemical  factories.  That  work  is  still 
ongoing  at  MIT,  but  the  pair  left,  with  the 
idea  of  using  the  same  silicon  microma- 
chining  technology  to  build  tiny  "reform- 
ers" that  could  separate  pure  hydrogen 
from  alcohol  for  fuel  cells. 

Ken  Lazarus,  43,  joined  Lilliputian  in 
late  2003  when  Schaevitz  and  Franz  were 
still  working  in  a  one-room  laboratory. 


Lazarus,  an  MIT-trained  aeronautical 
engineer,  was  looking  for  something  to  do 
after  having  sold  his  previous  company, 
Active  Control  Experts,  or  ACX,  to  Cymer 
for  $35  million  in  2001.  Lazarus  knows 
about  turning  cool  technology  into  com- 
mercial products:  ACX  used  piezoelectric 
solids,  which  generate  electricity  when 
they  are  bent,  to  produce  vibration 
dampers  in  K2  skis. 

Lazarus  and  the  MIT  duo  looked  into 
miniature  PEM  cells,  but  they  soon  faced  the 
same  fact  now  confronting  the  Japanese. 
Cells  that  run  on  alcohol  don't  produce 
enough  electricity  to  be  competitive  with 


lithium.  That's  when  the  MIT  duo 
decided  to  miniaturize  a  solid- 
oxide  fuel  cell  instead.  One  of 
the  biggest  challenges  was 
figuring  out  how  to  inte- 
grate the  ceramic  electro- 
lyte into  the  silicon.  The 
ceramics  they  were  using 
expanded  four  times  as  fast 
as  silicon  when  heated.  The 
solution  Lilliputian  came  up 
with  is  a  trade  secret,  but  the  com- 
pany does  admit  it  uses  a  network  of 
fractures  to  absorb  the  stress,  much  like 
the  expansion  joints  in  a  sidewalk 

Lilliputian  also  had  to  figure  out  a  way 
to  keep  the  enormous  heat  of  the  reaction 
contained  in  a  small  space.  Some  of  the 
heat  is  useful.  It  cracks  the  butane  into 
hydrogen  and  carbon  to  keep  the  reaction 
going.  7.  he  solution  was  a  vacuum  cap 
that  sits  over  the  whole  unit,  much  like  the 
glass  globe  surrounding  the  tungsten  fila- 
ment in  a  flashlight  bulb. 

Some  of  the  industry  giants  who 
announced  fuel  cells  a  few  years  ago  swear 
they  are  finally  on  the  verge  of  manufac- 
turing them  in  quantity.  Toshiba,  which 
displayed  methanol  fuel  cells  for  music 
players  and  other  devices  at  a  Japanese 
trade  show  in  2005,  says  it  plans  to  start 
selling  them  next  year.  Publicly  traded 
Mechanical  Technology  has  recruited 
Gillette  to  produce  methanol  fuel  car- 
tridges and  has  an  agreement  with  Sam- 
sung Electronics  to  build  prototypes.  It 
plans  to  begin  selling  them  2008. 

The  U.S.  military  has  had  its  eye  on 
miniature  fuel  cells  for  some  time  and 
has  financed  research  at  Lawrence  Liver- 
more  National  Laboratory  and  elsewhere. 
Given  where  nanotechnology  is  headed, 
it's  not  inconceivable  that  they  can  some- 
day be  shrunk  down  to  flea  size  to  power 
injectable  sensors  and  miniature  medical 
devices.  F 
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Diamonds  in  the  Rough 

Look  for  companies  whose  crown  jewels  are  encrusted  with  mediocre 
businesses.  Get  in  before  buyout  tycoons  discover  the  value. 

By  Kurt  Badenhausen 


SOMETIMES  IT  MAKES  SENSE  FOR 
a  company  to  shed  its  most 
lucrative  business.  Two  years 
ago  First  Data  was  a  $10.5  bil- 
lion (sales)  company  with  three 
divisions,  the  gem  being  its  $4  billion 
(sales)  Western  Union  money-transfer 
operation.  Western  Union,  which  built  the 
first  transcontinental  telegraph  line  in 
1861,  is  a  powerful  brand  with  a  leading 
17%  market  share.  This  business  had  a  fat 
33%  operating  margin  (in  the  sense  of 
earnings  before  interest,  taxes,  deprecia- 


tion and  amortization),  and  its  top  line — 
goosed  by  immigrants  sending  money 
back  home  to  their  families — was  increas- 
ing at  a  14%  annual  clip.  Sales  at  First 
Data's  other  two  businesses  (payment  pro- 
cessing for  merchants  and  credit  card 
services),  which  had  a  combined  21% 
operating  margin,  were  flat. 

First  Data's  stock  was  stuck  in  neutral 
from  2002  through  2005.  Then  early  last 
year  the  company  announced  it  would 
would  spin  off  its  Western  Union  divi- 
sion. First  Data's  shares  popped  5%  on  the 


day  of  the  announcement.  If  you  bought 
then  and  held  both  the  Western  Union 
shares  distributed  and  the  First  Data  rem- 
nants, you'd  have  a  32%  gain.  Interest- 
ingly, it's  the  payment  processing  and 
credit  card  businesses  that  have  attracted 
a  buyout  offer:  Private  equity  kingpin 
Kohlberg  Kravis  Roberts  is  offering  $34  a 
share  for  First  Data. 

Says  Douglas  Altabef,  a  money  man- 
ager at  Matrix  Asset  Advisors:  "Spinning 
off  Western  Union  clarified  First  Data's 
remaining  business  and  made  it  more 
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attractive  for  a  buyout  offer  from  KKR." 

The  buyout  frenzy  has  led  to  a  fever- 
ish level  of  spinning  off.  Presumably, 
managers  are  figuring  that  it  is  better  to 
produce  shareholder  value  themselves 
than  to  wait  for  a  raider  to  reap  the  gain. 
There  were  31  spinoffs  last  year  with  a 
market  value  of  $120  billion  versus  27 
spinoffs  worth  $55  billion  in  2005, 
according  to  the  analysts  from  Spin-Off 
Advisors  in  Chicago.  There  were  nine 
deals  worth  $123  billion  through  April. 

The  freed-up  assets  do  well.  A 
Lehman  Brothers  study  found  that  since 
1 990  shares  of  the  average  spinoff  divi- 
sion returned  18.2%  above  the  S&P  500 
during  its  first  two  years  as  a  stand-alone 
company.  But  you  can  make  even  more 
money  by  buying  shares  of  the  parent 
company  before  it  announces  its  plans 
Continued  on  page  78 


E.W.  Scripps 


Scripps'  array  of  specialty  networks  nas  prospered.  Since  2003  the  average 
audience  is  up  45%  for  the  Food  Network  and  25%  for  HGTV.  These  two 
networks  represent  89%  of  the  segment's  revenues. 


32% 


SPINOFF  VALUE  PREMIUM3 


Fortune  Brands 

Fortune  acquired  more  than  20  spirits  and  wine  brands  from  Pernod 
Ricard  in  2005,  which  doubled  the  segment's  revenues.  The  Spirits  and 
Wine  division  now  has  8  brands  with  at  least  $100  million  in  sales  each, 
led  by  Jim  Beam  bourbon  at  $550  million. 


BUSINESS 

ENTERPRISE 
VALUE1 

(SBIL)  MULTIPLE2 

SALES  OPERATING 
(SBIL)  MARGIN 

SCRIPPS  NETWORKS 

$7.7  15 

$1.1  47% 

REST  OF  COMPANY 

3.0  9 

1.4  25 

SPINOFF  ENTERPRISE  VALUE 

$10.7 

CURRENT  ENTERPRISE  VALUE 

$8.1 

'Market  value  plus  debt  minus  cash.  2Enterprise  value  divided  by  operating  income  (earnings 
before  interest,  taxes,  depreciation  and  amortization).  !Percent  by  which  spinoff  enterprise  value 
exceeds  current  enterprise  value. 

Sources:  Worldscope  via  FactSet  Research  Systems;  company  reports;  Forbes. 

BUSINESS 

ENTERPRISE 
VALUE1 

(SBIL)  MULTIPLE2 

SALES  OPERATING 
(SBIL)  MARGIN 

SPIRITS  AND  WINE 

.$11.6  14 

$2.2  36% 

REST  OF  COMPANY 

..'  9.7  9 

6.0  17 

SPINOFF  ENTERPRISE  VALUE 

$21.3 

CURRENT  ENTERPRISE  VALUE 

$18.1 

'Market  value  plus  debt  minus  cash  ..-Enteroese  value  divided  by  operating  income  (earnings 
■    before  interest,  taxes,  depreciatidfraftd.amortization).  'Percent  by  which  spinoff  enterprise  value 
exceeds  current  enterprise  value  '  -  ,r:-j;>  - 

Sources:  Worldscope  via  FactSet  Research  Systems:  company  reports;  Forbes. 

SPINOFF  VALUE  PS  M3 


18°/c 


76      FORBES     JUNE  18,  2007 


Applied 
Materials 

Applied  makes  the  equipment  to 
fabricate  flat-panel  displays  for 
televisions,  computers  and  other 
electronic  devices.  Revenues  per 
employee  at  its  Display  division 
are  $2  million,  compared  with 
$650,000  for  the  rest  of  Applied. 
Overall  revenues  are  up  69%  in 
two  years  for  Display  compared 
with  4%  at  the  much  larger 
Silicon  segment. 


17°/c 
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DISPLAY 

REST  OF  COMPANY 


SPINOFF  ENTERPRISE  VALUE 
CURRENT  ENTERPRISE  VALUE 


VALUE1  SALES  OPERATING 

(SBIL)     MULTIPLE2     ($BIL)  MARGIN 


$29.2 
$24.9 


'Market  value  plus  debt  minus  cash.  'Enterprise  value  divided  by  operating  income  (earnings 
before  interest,  taxes,  depreciation  and  amortization).  Percent  by  which  spinoff  enterprise  value 
exceeds  current^enterprise  value. 

Sources:  Worldscope  via  FactSet  Research  Systems;  company  reports;  Forbes. 


ENT 

ERPRISE 

BUSINESS 

VALUE1 
(SBIL) 

MULTIPLE2 

SALES4  OPERATING 
(SBIL)  MARGIN4 

AOL 

$26.7 

13 

$5.4  37% 

REST  OF  COMPANY 

113.8 

10 

41,6  28 

SPINOFF  ENTERPRISE  VALUE 

$140.5 

CURRENT  ENTERPRISE  VALUE  $116.3 

'Market  value  plus  debt  minus  cash.  'Enterprise  value  divided  by  operating  income  (earnings 
before  interest,  taxes,  depreciation  and  amortization).  'Percent  by  which  spinoff  enterprise  value 
exceeds  current  enterprise  value.  "2007  estimate. 

Sources:  Worldscope  via  FactSet  Research  Systems;  company  reports;  Forbes. 
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Time 
Warner 

After  watching  5  million  subscribers 
flee  over  two  years,  Time  Warner 
last  year  announced  a  new  strategy 
for  AOL:  "You've  got  mail — for 
free."  Switching  from  a  model 
focused  on  subscribers  to  one  based 
on  online  advertising  will  cause  a 
$2  billion  drop  in  revenues  in  2007, 
but  the  operating  profit  margin 
should  jump  from  24%  to  37%. 


21% 


SPINOFF  VALUE  PREMIUM3 
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Teleflex 


Disposable  medical  products  used  for  anesthesia,  respiratory  care  and 
urology  represent  63%  of  Teleflex's  $859  million  in  medical  sales.  Overall 
medical  sales  have  surged  61%  in  three  years  compared  with  2%  for 
Teleflex's  commercial  and  aerospace  segments. 


 ENTERPRISE 

VALUE1 

SALES  OPERATING 

BUSINESS 

($BIL) 

MULTIPLE2 

(SBIL)  MARGIN 

MEDICAL 

S2.9 

15 

$0.9  22% 

REST  OF  COMPANY 

1.4  8 

1.8  9 

SPINOFF  ENTERPRISE  VALUE 

$4.3 

CURRENT  ENTERPRISE  VALUE 

$3.4 

'Market  value  plus  debt  minus  cash.  'Enterprise  value  divided  by  operating  income  (earnings 
before  interest,  taxes,  depreciation  and  amortization).  'Percent  by  which  spinoff  enterprise  value 
exceeds  current  enterprise  value. 

Sources:  Worldscope  via  FactSet  Research  Systems;  company  reports;  Forbes. 

SPINOFF  VALUE  PREMIUM3 


26% 


Continued  from  page  76 
for  a  spinoff.  Lehman  looked  at  total 
returns  over  a  three-year  period  (the 
year  before  a  spinoff  was  completed  and 
the  two  years  that  followed)  and  found 
that  the  parents  beat  the  S&P  by  25  per- 
centage points. 

"Businesses  are  run  better  once  they 
are  out  in  the  sunshine  by  themselves," 
says  Joseph  Cornell  of  Spin-Off  Advisors. 
They  also  attract  buyout  offers:  A  spinoff 
is  four  times  as  likely  to  be  bought  out  as  a 
typical  S&P  company,  according  to  Spin- 
Off  Advisors. 

Most  spinoffs  are  tax  free  at  the  corpo- 
rate level.  In  contrast,  if  a  parent  chooses 
to  sell  a  business  rather  than  distribute 
it  to  its  shareholders,  it  will  typically  incur 
a  capital  gains  tax  of  35%.  For  the  investor 
a  divisive  reorganization  is  usually  tax 
neutral.  Your  tax  cost  for  the  investment  is 
apportioned  between  the  parent  and  the 
subsidiary,  and  you  have  no  profit  to 
report  until  you  sell. 

For  the  latest  in  our  Beyond  the  Bal- 
ance Sheet  series,  we  looked  for  compa- 
nies where  shareholders  could  gain  from 
a  spinoff.  These  five  stocks  have  either 
underperformed  the  S&P  00  in  the  past 
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two  years  or  trade  at  a  below-market 
enterprise  multiple  (market  value  plus 
net  debt,  divided  by  operating  income). 
Also,  each  company  has  a  business  seg- 
ment that  could  be  spun  off  because  it 
has  an  operating  margin  superior  to  its 
parent  and  would  also  command  an 
above-market  enterprise  multiple  as  a 
stand-alone  business.  Our  estimates  of 
breakup  values  come  from  conversations 
with  analysts  and  comparisons  with  sim- 
ilar businesses. 

One  company  already  familiar  with 
the  art  of  the  spinoff  is  $8.3  billion  (sales) 
Fortune  Brands,  which  spun  off  its  office 
products  division  two  years  ago.  Fortune 
has  three  businesses:  home  and  hardware 
products  (57%  of  sales),  spirits  and  wine 
(27%)  and  golf  products  (16%).  The  stock 
is  down  8%  this  year  due  to  softness  in  the 
housing  market  and  has  an  enterprise 
value  (market  value  of  common  plus  net 
debt)  of  $18.1  billion.  But  in  pieces  this 
company  would  be  worth,  we  estimate, 
$21.3  billion. 

E.W.  Scripps  is  a  $2.5  billion  (sales) 
media  conglomerate.  It  owns  newspa- 
pers in  17  markets,  10  television  stations 


and  5  cable  television  networks  that 
cater  to  cooks,  home  gardeners  and  do- 
it-yourselfers,  among  others.  The  news- 
papers are  treading  water,  but  the  net- 
works' revenues  of  $1.1  billion  have 
doubled  in  three  years.  "The  only  rea- 
son anyone  buys  Scripps  is  for  the  net- 
works' business,"  says  Steven  Barlow, 
publishing  and  advertising  analyst  for 
Prudential  Securities. 

So  why  not  spin  off  the  cable  channels 
as  an  independent  company  and  unlock 
some  value  for  shareholders?  Barlow  fig- 
ures it's  worth  $7.7  billion  on  its  own,  a 
multiple  of  15  times  operating  income 
(Ebitda,  that  is).  The  remaining  businesses 
are  worth,  Barlow  figures,  9  times  operat- 
ing earnings,  or  $3  billion.  Add  the  two 
together  and  you  get  a  32%  premium  to 
the  company's  current  enterprise  value. 
One  problem:  The  Edward  Scripps  Trust, 
established  in  1922,  controls  88%  of  the 
vote.  Barlow  doesn't  think  a  deal  is  immi- 
nent, but  adds:  "Everybody  has  a  price."  F 


For  more  information  on  the  companies 
included  in  this  Beyond  the  Balance  Sheet 
and  past  stories  in  this  series  please  visit 
www.forbes.com/bbs/. 
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Debt  Hazards  Ahead 

Soon  companies  will  have  to  start  counting  leases  for  things  like  stores  and  airplanes 
as  long-term  liabilities.  This  is  going  to  be  very  bad  news  for  some. 

By  Elizabeth  MacDonald 


CALL  IT  "THE  CASE  OF  THE 
Hidden  Obligation."  Since 
the  Enron  unpleasantness 
better  disclosure  in  corporate 
financial  statements  has  been 
a  trend.  Important  liabilities  that  were 
tucked  away  in  footnotes  or  not  reported 
at  all,  like  pension  obligations,  off- 
balance-sheet  entities  and  derivative 
exposures,  have  been  dragged  into  the 
sunlight. 

Next  on  the  hit  list  for  a  public  outing: 
leases.  The  results  will  not  be  pretty.  The 
accounting  changes,  likely  to  go  into 
effect  several  years  from  now,  could  boost 
debt  levels  and  shrink  earnings. 

Leases  allow  companies  to  avoid  buy- 
ing a  hard  asset.  Instead  executives  opt  for 
the  flexibility  of  renting.  CVS  owns  only 
6%  of  its  6,202  drugstores.  Leasing  gives 
CVS  some  operating  flexibility  if  the  chain 
wants  to  reconfigure  geographic  strategy. 
It  also  lightens  CVS'  balance  sheet. 

There's  a  lot  of  leasing  going  on,  of 
everything  from  computers  to  airplanes, 
retail  outlets  to  office  buildings.  The 
Equipment  Leasing  &  Finance  Associa- 
tion trade  group  estimates  that  80%  of 
U.S.  companies  rent  some  or  all  of  their 
equipment.  Half  of  mainframe  computer 
systems  are  leased.  Real  estate  leases 
account  for  70%  of  operating  lease 
payments. 

Time  out  for  some  explanation.  In  an 
earlier  round  of  accounting  reform  (it 
goes  back  decades)  lessees  had  to  make 
a  distinction  between  "capital"  and 
"operating"  leases.  The  former  are  very 
long-term  leases  that  closely  resemble  a 
mortgaged  purchase  of  a  building  (or 
equipment)  by  the  company  using  it. 


The  latter  are  more  like  the  temporary 
equipment  rentals  common  in  construc- 
tion firms.  The  dividing  point  is  whether 
the  sum  of  all  lease  payments,  discounted 
to  present  value,  represents  90%  or  more 
of  the  value  of  the  property.  If  it  does,  the 
lessee  must  account  for  the  arrangement 
as  a  capitalized  lease — in  other  words,  as 


a  property  acquisition.  The  building  or 
equipment  goes  on  the  balance  sheet  as 
an  asset  and  a  corresponding  debt  gets 
recorded  as  a  liability.  Under  present 
rules  operating  leases  do  not  go  on  the 
balance  sheet  but  often  must  be  summa- 
rized in  the  footnotes. 

Off-balance-sheet  operating-lease  com- 
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mitments,  as  revealed  in  footnotes, 
totaled  $1.04  trillion  at  4,718  public  U.S. 
companies  in  2005,  the  latest  data  avail- 
able, according  to  research  done  by 
Matthew  Magilke,  an  assistant  professor 
of  accounting  at  the  University  of  Utah. 
The  $1.04  trillion  is  the  raw  sum,  not  the 
discounted  present  value  of  the  lease  pay- 
ments. That  is  up  15%  from  2000.  The 
companies'  average  lease  amount  came 
to  35%  of  reported  liabilities. 

In  fact,  some  off-balance-sheet  lease 
obligations  are  many  times  higher  than 
reported  debt.  Total  long-term  liabilities 
at  the  grocer  Whole  Foods  came  to  $639 
million  in  late  2006,  up  22%  in  a  year. 
But  unrecorded  minimum  lease  pay- 
ments for  its  1 82  stores  were  seven  and  a 
half  times  that  sum,  $4.8  billion,  up  41%. 
"That's  a  rather  large  commitment  not 
being  recognized  on  the  balance  sheet," 
says  professor  Magilke. 

The  Financial  Accounting  Standards 
Board,  which  sets  the  accounting  rules 
for  U.S.  corporations,  aims  to  move 
operating  leases  out  of  the  shadows  and 
onto  the  balance  sheet.  The  Interna- 
tional Accounting  Standards  Board, 
which  sets  international  rules,  intends  to 
do  the  same.  Where  the  old  rule  made 
90%  of  property  value  a  turning  point, 
the  new  one  will  treat  leases  just  like  any 
other  loan.  (Short-term  leases  for  things 
like  cars  might  not  be  affected  by  the 
new  rule.) 

FASB  Chairman  Robert  Herz  expects 
the  harsher  treatment  to  begin  in  2008  or 
2009.  Pre-Enron,  companies  did  a  good 
job  squelching  FASB  plans  for  better 
disclosure.  Now  the  pleas  for  easier  rules 
are  not  well  received. 

The  effect  of  capitalizing  a  lease  is  usu- 
ally unfavorable.  Assets  go  up  yet  debt 
goes  up;  leasing  costs  are  eliminated  but 
replaced  by  depreciation  and  imputed 
interest.  Usually  (not  always)  the  sum  of 
|  interest  and  depreciation  exceeds  the  lease 
;  payment.  Taxes  are,  generally  speaking, 
j  unaffected.  The  Internal  Revenue  Service 
generally  expects  the  lessee  to  deduct  the 
I  lease  payments,  not  the  depreciation  and 
interest. 

Under  the  FASB  plan,  which  Herz  calls 
"a  work  in  progress,"  many  companies  will 
see  their  earnings  drop.  The  ratio  of  debt 


to  equity  will  go  up.  The  return  on  assets 
will  go  down. 

At  least  the  higher  reported  debt 
loads  aren't  likely  to  trigger  a  raft  of 
credit  downgrades  from  rating  agencies 
like  Standard  &  Poor's.  S&P  is  already 
looking  at  footnotes  and  taking  hidden 
obligations  into  account  when  assigning 
scores. 

Some  might  shrug  all  this  talk  off  as  a 
mere  paper  exercise.  The  disagreeable 
reality  is  that  companies  have  been  work- 
ing the  system  to  lower  the  amount  of 
debt  they  show  investors,  even  though 
lease  debt  is  just  as  real  as  any  bank  loan. 

At  Bed  Bath  &  Beyond  a  total  of 
$1.3  billion  in  liabilities  can  be  found  on 
the  balance  sheet  for  the  year  ended  Mar. 
3.  But  off-balance-sheet  lease  commit- 
ments for  stores,  equipment,  warehouses 
and  offices  amount  to  $3.2  billion.  Delta 
Air  Lines  showed  $19.8  billion  in  long- 
term  liabilities  on  its  balance  sheet  for 
December  2006.  That  didn't  include  the 
$10  billion  in  operating  lease  commit- 
ments it  had  on  166  aircraft. 

Professor  Magilke  estimates  that  Whole 
Foods  would  see  its  return  on  assets  fall 
from  7.2%  to  3.7%,  while  its  debt/equity 
ratio  would  climb  from  38%  to  169%.  Wal- 
greens  (drugstores),  Panera  Bread  (bak- 
ery/cafes) and  AirTran  Holdings  (airlines) 
would  also  see  some  damage. 

Charles  Mulford,  an  accounting 
expert  at  the  Georgia  Institute  of  Technol- 
ogy, reworked  the  numbers  for  19  of  the 
largest  department  store  companies, 
which  obviously  love  to  rent  out  stores  in 


malls  and  elsewhere.  If  the  proposed  FASB 
rule  had  been  in  force  for  2006,  earnings 
from  continuing  operations  would  have 
been  cut  by  a  median  5.3%.  Assets  would 
have  risen  a  median  14.6%,  liabilities  a 
median  26.4%.  Return  on  assets  would 
have  gone  down  by  a  sixth. 

Using  Mulford's  study,  we've  focused 
on  the  eight  companies  that  take  the 
biggest  drubbing.  In  the  table  below 
we  zero  in  on  the  two  items  that  concern 
investors  the  most:  EPS  and  debt-to- 
equity  ratio. 

At  BJ's  Wholesale  Club,  last  year's  EPS 
of  $  1 .40  would  have  collapsed  to  28  cents. 
Debt/equity  would  shoot  from  95%  to 
226%.  Department  store  chain  Kohl's 
earnings  per  share  would  go  down 
11%,  and  its  debt  ratio  would  more  than 
double. 

The  FASB  scheme,  however,  does  have 
an  upside  for  companies — a  development 
that  investors  should  watch  with  a  wary 
eye.  The  one  metric  that  the  new  method 
benefits  is  earnings  before  interest,  depre- 
ciation and  amortization.  That's  because 
Ebitda  will  be  boosted  by  the  amount 
now  shelled  out  in  lease  payments.  Mul- 
ford calculates  that  if  the  new  rules  were 
in  effect  for  2006,  Ebitda  at  the  companies 
in  his  study  would  have  increased  a 
median  22.5%. 

Ebitda  inflation  might  help  companies 
whose  bank  loans  become  immediately 
callable  if  their  Ebitda  falls  too  low.  It 
would  also  help  if  executives'  salaries  are 
linked  to  Ebitda,  which  is  the  situation  at 
Sears  Holdings  and  Saks.  F 


These  eight  retail  chains  would  see  big  changes  to  their  EPS  and  debt-to-equity 
ratios  if  operating  leases  have  to  be  capitalized. 

EPS1 

LIABILITIES/EQUITY1 

COMPANY 

BEFORE 

AFTER 

BEFORE 

AFTER 

I  BJ'S  WHOLESALE  CLUB 

1.40 

0.28 

95% 

226% 

1  DOLLAR  TREE 

1.85 

1.55 

60 

143 

I  FAMILY  DOLLAR 

1.26 

1.14 

109 

189 

§  KOHL'S 

3.31 

2.93 

61 

144 

1  PRICESMART 

0.30 

0.22 

52 

78 

|  RETAIL  VENTURES 

-3.35 

-4.12 

1132 

2238 

I  SAKS 

-0.05 

-0.44 

132 

165 

|  SEARS  HOLDINGS 

9.57 

8.81 

136 

171 

I  'For  calendar  year  2006.  Source:  Charles  Mulford,  Georgia  Institute  of  Technology. 
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Build  Your  Own 
Hedge  Fund 

One  way  around  obscene  fees  charged  by  hedge 
funds:  ProShares'  new  ETFs.  With  them  you  can 
design  your  own  simple — and  cheap — hedges. 

By  James  M.  Clash 


Michael  Sapir  is  a  patient  man.  He  spent  seven  years  gaining  SEC  approval  for  his  short  ETFs 


HOW  DO  HEDGE  FUNDS  JUSTIFY 
their  sky-high  fees?  One  rea- 
son individual  investors  might 
be  persuaded  to  part  with  2% 
of  assets  annually,  plus  20%  of 
profits,  is  that  its  hard  for  them  to  hedge  on 
their  own.  Shorting  shares  of  stock  is  a  risky 
business — the  potential  loss  is  unlimited — 
and  terms  are  not  too  good  (see  "Short- 
changed," Dec.  1 1,  2006).  But  salvation  is  at 
hand.  New  tools  are  cropping  up  to  make 
bearish  stock  positions  much  more  acces- 
sible to  the  retail  customer.  Result:  You  can 
create  your  own  hedge  fund,  at  low  cost. 

The  mechanism  is  exchange-traded 
funds.  In  the  last  12  months  ProShares  has 
launched  29  ETFs  that  short  the  broad  mar- 
ket (like  the  S&P  500  and  Russell  2000  in- 
dexes) and  its  subsectors  (like  technology  and 
health  care).  To  pair  against  these  bearish  ve- 
hicles you  can  own  either  stocks  and  mutual 
funds  of  a  conventional  sort  or  else  one  of 
the  23  bullish  ETFs  offered  by  ProShares 

Say  you  are  agnostic  on  which  way  the 
overall  market  will  go  but  are  convinced  that 
the  technology-heavy  Nasdaq  will  do  worse, 
A  neutral  strategy  is  to  go  long  a  broad-mar 
ket  ETF  from  ProShares  or  another  vendor, 
then  also  buy  the  bearish  Short  QQQ 
ProShares,  which  shorts  100  of  the  largest 
Nasdaq  stocks.  Annual  expenses  on  the 
ProShares  bearish  instruments  are  not  so  bad 
less  than  1%.  The  hedge  fund  industry's  fee 
structure  goes  by  the  name  "2  and  20."  This 
one  you  could  call  "one  and  none." 

The  bearish  ETFs  are  the  brainchild 
Michael  Sapir,  49,  a  securities  lawyer.  It  took 
him  seven  arduous  years  to  gain  Securities 
&  Exchange  Commission  approval  to  issue 
them.  Sapir  helped  launch  the  Rydex  fund 
family  in  1993.  Rydex,  owned  by  the  family 
of  founder  A.P.  (Skip)  Viragh  and  rumored 
to  be  on  the  block,  sells  bullish  and  bearish 
funds  and  long  ETFs  to  individual  investors 
In  1997  Sapir  cofounded  (with  Louis 
Mayberg)  ProFunds,  a  Bethesda,  Md.  index 
fund  provider  whose  products  were  initiall) 
pitched  to  professional  investors  (money 
managers  and  financial  planners).  In  2006  ht 
created  ProShares,  a  sister  corporation  de 
voted  to  operating  ETFs.  Between  the  twc 
there  is  $13.7  billion  under  management— 
$7.8  billion  at  ProFunds  in  60  long  and  shor 
index  funds,  and  $5.9  billion  at  ProShares  ir 
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260  horsepower, 
25  miles  per  gallon, 
and  standard 
ESC  make  it  smart. 


Buying  it  for  under 
$27000?  Brilliant. 


All-new  Veracruz 


le  all-new  7-passenger  Hyundai  Veracruz.  Smart.  You  can't 
ke  it,  concoct  it,  bottle  it.  But  you  can  drive  it.  In  fact,  the 
/undai  Veracruz  has  smart  in  its  DNA.  It  has  a  260-horsepower 
igine  and  still  gets  25  miles  to  the  gallon  highway;*  ergo  (since 
e're  talking  smart),  you  can  cruise  on  one  tank  of  gas  from 
\  to  San  Francisco.  Electronic  Stability  Control  is  standard. 


Six  airbags  are  standard.  Heck,  we  even  put  in  an  available 
cooled  center  console  to  keep  your  root  beer  frosty.  All  of  this 
covered  by  a  10-year/100, 000-mile  warranty."  You  do  the 
calculus.  The  all-new  Hyundai  Veracruz  is  one  incredibly  priced 
SUV.  Starting  at  526,995.*"  So  stop  by  your  local  Hyundai  dealer. 
And  get  ready  for  a  tutorial.  Learn  more  at  HyundaiUSA.com. 


ety  bells  should  always  be  worn.  "Highway 
ing  conditions,  driving  habits,  and  vehick 
wn,  $32,995.  "'MSRP  for  GLS  model.  M 
)  Hyundai  model  names  are  registered  I 


i.  EPA  estimates  for  comparison  for  2WD  model.  Your  actual  mileage  will  vary  with  options, 
ition.  "Hyundai  Advantage™  See  dealer  for  LIMITED  WARRANTY  details.  Limited  model 
dude  freight:  exclude  taxes,  title,  license,  and  options.  Dealer  price  may  vary.  Hyundai 
rks  of  Hyundai  Motor  America.  All  rights  reserved.  ©  2007  Hyundai  Motor  America. 


<S>  HYunom 


52  short  and  long  index  ETFs. 

ProShares'  bullish  ETFs  are  for  the  most 
part  nothing  special— its  broad-market  fund 
is  outsold  by  cheaper  offerings  from  Van- 
guard and  Barclays.  But  the  bearish  ETFs, 
accounting  for  80%  of  ProShares  assets,  have 
no  competition  (ProShares  has  the  only  short 
ETFs  approved  by  the  SEC). 

ProShares  offers  standard  ETFs  (with  no 
leverage)  and,  for  investors  interested  in  faster 
action,  ultras  (with  2-to-l  leverage).  Say  you 
put  $5,000  into  the  Ultrashort  Dow30.  You 
would  control  $10,000  worth  of  the  Dow 
Jones  30  index.  If  that  index  does  go  down, 
your  gains  are  doubled— but  if  it  goes  up,  your 
losses  are  doubled.  The  standard  Short 
Dow30  makes  (before  expenses)  the  same 
daily  percentage  moves  as  the  Dow. 

With  an  ETF  your  risk  is  limited  to  your 
initial  investment,  and  you  have  no  margin 
calls.  With  a  stock  the  risk  can  be  infinite. 
"Say  you  short  Google  at  $500,  and  it  starts 
climbing.  You  have  to  pay  in  incremental 
margin  calls  to  cover  your  position.  As  the 
price  increases  to  $1,000,  $2,000,  $5,000— you 
are  liable  all  the  way  up,"  says  Sapir. 

ProShares  funds  are  convenient  for  var- 
ious market-neutral  bets.  Perhaps  you  think 
a  particular  large-cap  stock  or  fund  will  out- 
perform the  large-cap  market  but  fear  a  gen- 
eral market  downdraft  will  drag  down  its 
performance.  Purchase  that  stock  or  fund,  but 
also  buy  ProShares  Short  S&P  500.  You  could 
use  ProShares  to  go  short  a  basket  of  stocks 
in  real  estate  and  go  long  in  oil  and  gas.  You 
can  find  a  pair  to  play  growth  stocks  against 
value  stocks.  Or  you  could  make  an  indirect 


ETF  POINTERS 


Here's  how  to  form  your  own  little  hedge  fund  using  ETFs 

•  An  ETF  is  bought  and  sold  on  an  exchange  like  a  stock,  so  there's  a  broker's  fee 
every  time  you  go  in  or  out.  On  average,  trading  commissions  are  more  than  offset  by 
the  ETF's  lower  expense  ratios.  ProShares'  ETFs  charge  only  0.95%  of  assets  yearly,  the 
index  funds  1.47%.  But  beware  of  overtrading,  which  will  run  up  transaction  fees. 

•  While  leverage  increases  volatility,  the  diversification  provided  by  index  ETFs  lessens 
it.  ProShares'  studies  show  that  an  ultrashort  (two  times)  leveraged  portfolio  of  the 
Nasdaq  100,  such  as  Ultrashort  QQQ  ProShares,  carries  less  volatility  than  many 
individual  stocks,  as  indicated  by  standard  deviation,  which  depicts  how  widely  a 
security's  returns  vary  over  a  certain  period  (the  higher  the  number,  the  greater  the 
volatility).  The  Ultrashort  QQQ  ProShares'  standard  deviation  is  32.3,  less  than  many 
stocks  in  the  S&P  500,  including  Wendy's  (38.7),  Whirlpool  (35.8),  RadioShack  (35.7) 
and  Goodyear  (32.6). 

•  You  normally  can't  do  regular  stock  or  index  fund  short  transactions  in  a  tax- 
deferred  retirement  account,  but  you  can  buy  short  ETFs  there. 

•  Unlike  mutual  funds,  you  can  trade  ETFs  throughout  the  day.  If  there's  a  wild  swing 
in  the  market — as  in  late  February  this  year — you're  not  stuck  owning  a  position  until 
the  end  of  the  trading  day,  as  you  are  with  mutual  funds.  — J.M.C. 


bet  on  a  fundamental  economic  indicator  like 
interest  rates.  Do  you  think  a  rate  rise  is 
inevitable  and  it  will  hurt  banks  more  than 
utilities?  Buy  equal  amounts  of  ProShares 
Ultra  Utility  and  Ultrashort  Financials. 

What  if  you  believe  small  caps  are 
headed  for  a  decline  and  want  to  protect 
gains  in  your  small-cap  holdings  without  sell- 
ing them?  Perhaps  you  want  to  avoid  capi- 
tal gains  taxes  or  your  long  position  consists 
of  restricted  stock.  You  can  partially  hedge 
by  buying  the  Short  Russell  2000,  designed 
to  provide  the  inverse  of  the  Russell  2000s 
performance.  To  save  a  bit  on  expenses, 
buy  half  the  quantity  of  the  double-action 
ProShares  fund  A  $100,000  position  in  a  stan- 


It  Short 


These  ProShares  Ultrashort  ETFs  have  annual  expenses  of  $0.95  per  $100  of  assets 
and  short  their  respective  indexes  with  2-to-1  leverage.  Listed  below  are  the  four 
most  popular  broad  indexes  and  the  four  most  popular  sectors  (by  assets). 

ULTRASHORT  ETF 

TOTAL  RETURN 
(LATEST  3 
MONTHS) 

ASSETS 
(SMIL) 

INDEX 

QQQ 

-6.4% 

$1,820 

Nasdaq-100 

S&P500 

-4.3 

731 

S&P  500 

Dow30 

-5.2 

337 

Dow  Jones  industrial  average 

MidCap  400 

-7.5 

165 

S&P  MidCap  400 

Real  Estate 

11.9 

81 

Dow  Jones  U.S.  Real  Estate 

Financials 

2.3 

58 

Dow  Jones  U.S.  Financials 

Technology 

-2.6 

10 

Dow  Jones  U.S.  Technology 

Semicondut 

-10.2 

9 

Dow  Jones  U.S.  Semiconductors 

§  Performance  through  Apr. 

30.  Sources:  Upper;  ProShares. 

dard  ProShares  will  run  you  $  1 ,000  a  year  in 
overhead;  an  equivalent  in  the  form  of  a 
$50,000  Ultra  position  coupled  with  a  $50,000 
Treasury  bill  would  cost  only  $500  a  year. 

Tax  rules  favor  ProShares,  at  least  if 
you  make  money  on  them.  Hold  an  ETF 
for  more  than  a  year  and  your  gain  is  long 
term,  taxed  federally  at  a  maximum  1 5%. 
So  if  your  bearish  ETF  is  a  winner,  hang  on 
to  it  for  at  least  a  year  and  a  day.  If  it  stinks, 
sell  sooner  to  claim  a  short-term  capital 
loss  (which  is,  generally,  more  desirable  at 
tax  time  than  a  long-term  loss).  Contrast 
the  tax  treatment  of  short-selling.  Those 
bets  (generally  speaking)  give  rise  to  short- 
term  gains  and  losses,  even  if  you  hold  a 
position  open  for  a  long  time.  Short-term 
gains  are  taxed  at  up  to  35%. 

Sapir  says  there  is  a  patent  pending  on 
part  of  his  process.  That  may  or  may  not  in- 
hibit a  competitor  like  Barclays  (or  his  old 
firm,  Rydex)  from  moving  into  this  business. 
ProShares  offers  no  bearish  ETFs  covering 
bonds  or  international  stocks  yet,  but  it's  look- 
ing to  add  them.  For  some  of  ProShares'  most 
popular  short  ETFs,  see  the  table,  at  left. 

Needless  to  say,  hedging  doesn't  mean 
eliminating  risk  With  any  paired  bet,  you 
could  lose  on  both  sides.  Either  way,  Sapir 
will  do  pretty  well.  He  owns  between  25% 
and  50%  of  the  company,  which  appears  to 
be  quite  profitable.  It  should  rake  in  manage- 
ment fees  of  roughly  $170  million  this  year, 
with  a  staff  of  only  90  people. 
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A  grocery  chain  becomes 
an  Internet  provider. 

An  Internet  provider  becomes  a  media  company. 

Businesses  change. 

What  about  yours? 


r 


m 


With  all  its  twists  and  turns,  running  a  business  has  its  risks-and 
opportunities.  Everyday,  new  communication  technologies  are  invented, 
new  services  are  introduced,  new  actors  emerge  and  new  possibilities 
unfold.  At  Alcatel-Lucent,  we  help  you  put  all  this  change  to  work  for  you. 
Start  your  competitive  transformation  on  Alcatel-Lucent.com 
Because  the  world  is  always  on. 


Alcatel-Lucent 




STOCK  FOCUS 


Railroad  to  Riches 

A  top  transportation  analyst  talks  trains,  trucks  and  shipping  stocks 
and  tells  why  investors  are  flocking  to  the  industry  By  Jon  Bruner 


LAST  YEAR  EDWARD  WOLFE 
outscored  his  security  analyst 
peers  with  his  buy-and-sell 
recommendations  on  trans- 
portation stocks,  but  that  is 
only  part  of  the  story.  StarMine,  a  San 
Francisco  company  that  tracks  ana- 
lysts' forecasts  and  stock  picks,  tells  us 
that  Wolfe  is  the  most  consistent  win- 
ner among  3,400  analysts  following 
U.S.  stocks  since  it  started  its  awards  in 
2001.  Wolfe,  40,  who  has  been  at  Bear 
Stearns  eight  years,  has  bagged  a 
dozen — and  at  least  one  each  year. 

In  2006  Wolfe  generated  a  9.6% 
excess  return,  that  being  how  much  his 
stock  picking  in  one  of  his  sectors, 
airfreight  and  logistics,  beat  the  sector 
return.  Among  his  good  calls:  a  year- 
long buy  on  Hub  Group,  an  asset-light 
domestic  logistics  provider.  That  stock 
returned  56%.  His  best  bearish  call  in  2006 
was  one  he  made  on  Old  Dominion 
Freight  Line  in  the  second  half  of  the  year, 
during  which  time  the  stock  fell  21%.  Wolfe 
also  leads  the  dozen  airfreight  and  logis- 
tics analysts  in  StarMine's  database  in 
three-year  performance,  with  an  excess 
return  averaging  11.5%. 

Used  to  be  that  an  analyst  could  make 
a  good  living  by  putting  out  plausible 


Ed  Wolfe:  star  analyst  of  things  that  move. 


earnings  forecasts  and  taking  care  not  to 
offend  any  of  his  employers  investment 
banking  clients.  No  more.  Nowadays 
scorekeepers  like  StarMine  are  quick  to 
punish  an  analyst  for  failing  to  change  a 
hold  to  a  sell. 

Wolfe's  resume  doesn't  fit  the  mold. 
After  earning  a  law  degree  at  Fordham 
University,  he  headed  for  a  Wall  Street 
law  firm  but  ditched  it  for  the  Legal  Aid 
Society  in  the  Bronx,  representing  ten- 


Steel  Wheels 


StarMine  Honor  Roll  analyst  Edward  Wolfe  thinks  that  most  transportation  stocks 
are  pricey,  but  he  says  that  these  companies  are  still  attractive. 


ESTIMATED  P/E 

EPS 

MARKET  VALUE 

COMPANY 

RECENT  PRICE 

NEXT  12  MONTHS 

GROWTH 

(SMIL) 

Canadian  National  Railway 

$53.17 

13 

15% 

$26,978 

Expedttors  international 

43.95 

33 

17 

9,367 

Hub  Group 

37.60 

26 

21 

1,483 

Norfolk  Southern 

57.29 

14 

15 

22,528 

Prices  as  of  May  22. 

EPS  growth  projected,  annualized  over  next  three  to  five  years. 

Sources:  Reuters  Fundamentals  and  Thomson  IBES  via  FactSet  Research  Systems. 


ants  threatened  with  eviction.  All  his 
Legal  Aid  cases  were  "emergencies," 
with  no  discovery  period  to  interview 
witnesses  before  their  hearings.  "I 
didn't  always  know  the  answers  to  my 
questions  beforehand,  so  I  had  to 
listen  very  carefully  and  follow  up 
quickly,"  he  says.  Wolfe  has  adapted 
those  skills  to  cross-examining  execu- 
tives during  analyst  conference  calls. 
"I  pick  up  on  other  analysts'  questions 
where  they  leave  off" 

Wolfe  keeps  up  with  the  customers 
of  the  companies  he  covers.  Why 
would  shippers  help  a  Wall  Street  ana- 
lyst? Wolfe  makes  it  worth  their  while 
by  sharing  his  anonymous  customer 
surveys  with  them. 

Transportation  stocks  are  doing 
well  at  the  moment.  Burlington  North- 
ern Santa  Fe,  Union  Pacific  and  CSX  real- 
ized hefty  increases  when  it  came  out  that 
Warren  Buffett  and  Carl  Icahn  were  buy- 
ing. But  Wolfe  isn't  blindly  in  love  with  his 
sectors.  He  advises  his  clients  to  buy  rails 
at  13  to  14  times  forward  earnings  and  sell 
them  at  above  16  times.  Burlington 
Northern,  an  industry  darling  and  Buf- 
fett's  favorite,  is  at  the  upper  end  of  the 
safe  range  at  16  times  its  consensus 
forecast.  Wolfe  favors  Canadian  National 
Railway,  which  enjoys  the  industry's  best 
operating  margin — 40%  versus  25%  for 
U.S.  rails — and  Norfolk  Southern,  which 
trades  at  14  times  estimated  earnings  over 
the  next  12  months. 

Wolfe  is  bullish  on  Expeditors  Interna- 
tional, a  global  logistics  provider,  for  the  fact 
that  only  2%  of  its  revenues  come  from 
freight  movements  entirely  within  the  U.S. 
And  he's  sticking  with  Hub  Group.  Its  earn- 
ings growth  has  topped  50%  annually  for 
the  last  three  years.  F 
For  more  StarMine  data,  go  to 
www.forbes.  com/topanalysts. 
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Outstanding 
In  His  Field 

Eliav  Tahar  has  invented  a  novel  way  to  maintain  a  healthy 
herd.  Will  anyone  buy  it?  |  By  Devon  Pendleton 


EIGHT  YEARS  AGO  THE  ONLY 
animals  Eliav  Tahar  consorted 
with  were  fellow  marketing 
sharks  on  Madison  Avenue. 
These  days  he  hangs  with  a  herd 
of  Holstein  dairy  cows  in  the  muddy 
pastures  of  Galilee  in  Israel.  His  company, 
Veterix  of  Or  Aqiva,  has  created  the  worlds 
first  wireless  diagnostic  system  for  catde. 

Tahar,  36,  has  exploited  the  unpre- 
dictable twists  of  his  life.  Born  and  raised 
in  Tel  Aviv,  he  studied  economics  and  film- 
making at  Tel  Aviv  University,  then 
became  an  ad  executive  with  BBDO,  cam- 
paign manager  for  the  deputy  mayor  of 
Acre  and  a  marketing  consultant  in  Man- 
hattan for  an  Israeli  textile  company.  Lured 
by  the  high-tech  boom,  Tahar  returned  to 
Israel  in  1999,  enrolled  in  night  classes  and 
found  work  as  a  hardware  engineer  for 
what  is  now  Israel  Aerospace  Industries. 

The  idea  for  Veterix  came  to  him  by 
chance  in  2003  when  his  dog,  Bono,  was 
hit  by  a  car.  During  the  pups  lengthy  recu- 
peration, Tahar  was  afraid  to  leave  the  dog 
alone.  "I  thought  there  should  be  a  rela- 
tively cheap  diagnostic  tool  for  monitoring 
animals,"  he  recalls.  First  thought:  an  elec- 
tronic pet  collar.  But  meetings  with  veteri- 
narians and  scientists  convinced  him  to 
focus  instead  on  livestock.  In  December 
2003  Tahar  quit  his  job  to  found  Veterix. 

He  spent  the  next  few  months  touring 
dairy  farms  in  the  Galilee  region— and  re- 
alized that  a  delicate  collar  for  a  bulky 
bovine  neck  would  never  work  Cows  did, 
however,  have  an  anatomical  advantage  in 
the  form  of  powerful  four-chambered 
stomachs.  Tahar  was  particularly  impressed 
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Entrepreneurs 


with  a  magnet  farmers  fed  cows  to  collect 
stray  bits  of  metal  the  animal  picked  up  dur- 
ing grazing,  preventing  infections  known  as 
"hardware  disease."  Inspired,  Tahar  designed 
a  3.5-inch  electronic  capsule — its  off-the- 
shelf  parts  include  a  microprocessor,  mem- 
ory and  radio  chips— inserted  with  a  rod 
through  the  esophagus  into  the  cow's  retic- 
ulum, the  second  of  its  four  stomachs.  At 
a  few  grams  apiece,  the  e-capsules  settle  to 
the  bottom  of  the  stomach,  where  they  can 
last  five  years  or  more,  too  large  and  too 
heavy  to  move. 

The  capsules  sensors  pick  up  vibra- 
tions, temperature  and  pressure  changes 
within  the  reticulum  and  store  them  in  a 
microchip,  which  then  processes  the  data 
using  formulas  devised  by  Tahar  and  a 
fellow  engineer.  The  data  is  then  trans- 
mitted via  a  wireless  signal  to  a  farmer's 
PC,  where  Veterix  software  analyzes  the 
information.  Any  major  deviations 
prompt  an  alert  signal,  with  specific  rec- 
ommendations for  the  farmer  on  how  to 
respond.  A  high  temperature  reading 


Swallow  this:  The  capsule  picks  up  changes 
in  vital  signs  and  sends  an  alert  signal. 

coupled  with  high  heart  and  respiratory 
rates,  for  example,  cause  a  flashing  banner 
to  pop  up  on  the  screen,  with  an  advisory 
to  isolate  cow  number  34  for  early  fever 
symptoms;  an  elevated  heart  rate  and 
temperature  in  an  otherwise  normal  beast 


might  alert  the  farmer  that  Bessie,  num- 
ber 22,  is  in  heat. 

Tahar  believes  such  careful  scrutiny 
will  allow  for  early  detection  of  diseases, 
more  judicious  use  of  antibiotics  and  a 
happier  quadruped  "An  unstressed  cow  is 
always  going  to  make  for  a  better  product," 
he  says.  Convincing  others — that  was 
another  matter. 

Gathering  up  seed  money  was  the 
least  of  it.  In  November  2004  Veterix 
secured  $525,000  from  Capital  Point,  a 
venture  firm  that  trades  on  the  Tel  Aviv 
Stock  Exchange,  in  return  for  a  41% 
share.  Tahar  used  the  money,  in  part,  to 
refine  the  system's  calculations  to  account 
for  hundreds  of  different  symptoms  of 
cow  distress — like  rumen  acidosis,  mas- 
titis, ketosis  and  hoof-and-mouth  dis- 
ease. Another  $1  million  arrived  last 
December  from  the  Israel-U.S.  Bina- 
tional  Industrial  Research  &  Develop- 
ment Foundation,  a  group  that  promotes 
technology  in  both  countries.  Private 
investors  have  kicked  in  $150,000.  Tahar 
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has  held  on  to  33%  of  the  equity,  Veterix 
cofounder  Michael  Nathanson  16%; 
other  employees  split  7%. 

But  how  to  win  over  farmers?  Tahar 
knew  he  needed  corporate  backing,  and 
the  obvious  choice  was  Sweden's  DeLaval, 
the  worlds  biggest  manufacturer  of  dairy 
equipment  (2006  sales:  $1  billion).  "At  the 
time  we  had  no  system,"  says  Tahar.  "Just 
an  idea,  a  PowerPoint  presentation  and 
some  slides."  DeLaval  liked  the  technol- 
ogy, he  recalls.  But  it  finally  signed  on  in 
October  2005  when  Veterix  gained  fur- 
ther government  support,  which  implied 
a  vote  of  confidence.  In  total,  DeLaval 
says  it  will  kick  in  $1.3  million  in  research 
funding  in  exchange  for  exclusive  distri- 
bution rights  for  the  capsule  when  it 
comes  to  market,  which  Tahar  predicts 
won't  happen  until  the  end  of  2009. 

Or  perhaps  even  later.  Veterix  is  still 
swatting  at  bugs  in  the  algorithms.  It  must 
also  get  approval  from  regulatory  agen- 
cies: the  Standards  Institution  of  Israel; 
the  European  Committee  for  Electrotech- 


nical  Standardization;  and  both  the  Fed- 
eral Communications  Commission  and 
the  Food  &  Drug  Administration  in  the 
U.S.  These  markets  are  critical,  since 
nearly  half  the  world's  milk  production 
comes  from  North  America  and  western 
Europe. 

"We  had  no 
system,  just  an 
idea,  a  PowerPoint 
presentation  and 
some  slides/' 


Then  there's  the  question  of  whether 
dairy  farmers,  a  thrifty  bunch,  will  bite. 
The  capsules  will  probably  retail  at  $70  to 
$80  apiece,  on  top  of  the  $3,000-to-$6,000 
price  tag  for  the  software,  depending  on 
the  size  of  the  herd.  The  average  dairy 
cow,  says  Thomas  Overton,  a  dairy  sci- 


ence professor  at  Cornell  University,  racks 
up  an  annual  $150  in  vet  expenses.  Vet- 
erix, he  thinks,  can  best  succeed  if  it 
proves  reliable  at  detecting  serious  dis- 
eases; the  average  cost  to  replace  a  cow  is 
$1,800  to  $2,000. 

Veterix  may  have  to  refine  its  market- 
ing pitch.  Two  of  its  stronger  selling 
points — that  the  capsules  will  minimize 
antibiotic  use  and  prevent  outbreaks  such 
as  mad  cow  disease — play  more  to  con- 
sumer fears  than  to  agricultural  realities. 
Mad  cow  is  a  minimal  threat  in  the  U.S. 
thanks  to  stricter  FDA  regulations  on  feed; 
and  it's  illegal  in  both  the  U.S.  and  the  EU 
for  any  dairy  products  with  even  trace 
amounts  of  antibiotics  to  go  to  market. 

None  of  these  challenges  is  insur- 
mountable, says  Tahar.  He  still  has 
roughly  $2  million  in  cash  on  hand — 
enough,  he  believes,  to  carry  him  through 
a  couple  of  unprofitable  years,  followed 
by  break-even  results  on  $5  million  or  so 
in  sales  by  2012.  At  least  he's  in  the  land  of 
miracles.  F 
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lopeJt  ProfitiiLAfrica 


LEX  OKOSI,  32,  NIGERIA- 
born  and  U.S. -bred,  has 
spent  two  years  building 
what  now  is  one  of  the 
fastest-growing  interna- 


tional outposts  of  the 
farthest-reaching  cable 
channel  in  the  world- 
MTV.  He  has  done  it  on  a 
continent  infamous  for 
famine,  poverty,  genocide, 
Ldespots,  never-ending 
wars  and  AIDS:  Africa.  The  distinctly  American  music  video 
channel  now  beams  out  a  locally  produced  lineup  of  pan- 
Africa  stars  and  a  few  U.S.  crossover  hits  to  small  audiences  in 
48  of  the  53  African  nations,  using  satellite  and  terrestrial  TV 
stations  to  reach  50  million  people. 

Sixteen  million  Kenyans  want  their  MTV, 
to  view  performers  like  American  rapper  Jay- 
Z,  local  stars  Didge  and  Nameless,  and  Nige- 
ria's own  2Face  Idibia;  so  do  12  million  fans 
in  Ghana,  10  million  in  Uganda  and  another 
10  million  across  the  sub-Saharan  region. 
MTV's  reach  could  grow  to  75  million  in  three 
years.  To  reach  them,  Okosi,  in  Johannesburg, 
has  concocted  a  cacophonous  blend  of 
shows  with  pimped-out  American  rides,  interna- 
tional sounds  and  African  music;  live  events  and 
posh  parties;  cell  phone  ringtones  and  text-message 
pitches;  and  radio  programming.  Lots  more  is  on 
the  way,  he  vows:  MTV  sibling  Nickelodeon  (both 
are  owned  by  Viacom)  could  be  in  Africa  by  years 
end.  "There  is  a  huge  economy  out  there  that  no 
one  is  counting,"  he  says.  "We  are  in  a  different  time." 

MTV  Base  Africa,  as  it  is  formally  known,  is  a 
modest  but  significant  marker  of  the  many 
changes — and  a  new  kind  of 
hope — that  capitalism  and 
technology  are  bringing  to  a 
land  of  heartbreak  and  broken 
economies.  The  global  revolu- 
tion in  cheap  electronics, 
smart  software  and  wireless 
mobility  is  having  as  much  of 
an  impact  on  the  680  million 
lives  of  sub-Saharan  African 
as  it  has  on  prosperous  First 
Worlders.  The  price  of  a  home  satellite  systems  in  Africa  has 
fallen  60%  in  five  years,  to  $200.  What  was  a  market  of  rich 
expatriates  is  becoming  a  mass  market. 

The  number  of  private  channels  on  satellite  carrier  Intel- 
sat is  up  eightfold  in  six  years,  surpassing  150.  The  business  is 


growing  10%  a  year  in  South  Africa  and  20%  annually  else- 
where. In  Nigeria  77  terrestrial  TV  stations  now  operate,  with 
more  on  the  way,  boasting  international  programming,  Nige- 
ria's own  "Nollywood"  fare  and  African  music  videos  shot  by 
directors  trained  by  Okosi's  staff  at  MTV. 

Wireless  and  deregulation  have  connected  Africans  as 
never  before.  One  percent  of  Africans  had  phones  ten  years 
ago.  Now  20%,  or  140  million  people,  have  cells,  and  that  will 
more  than  double  to  280  million  by  2010.  This,  in  turn,  has 
afforded  even  poor  Africans  a  new  form  of  digital  currency 
(see  box,  p.  96).  The  number  of  Africans  connected  to  the 
Internet  is  up  sevenfold  since  2001  to  33  million,  and  even 
the  sketchiest  slums  boast  an  Internet  cafe  or  two,  from  cor- 
ner stores  in  Soweto,  South  Africa  to  a  few  converted  ship- 
ping containers  40  miles  outside  Accra,  the  capital  of  Ghana. 
The  result:  thousands  of  new  businesses,  a  few  of  them 
funded  by  an  aid  program  that  rewards  enterprise  and 
requires  fast  paybacks  and  matching  grants  from  African 

governments  (see  p.  117). 

MTV  went  live  in  Africa  in 
February  2005  and  is  harness- 
ing these  digital  connections 
to  produce  a  surprise:  profits. 
By    focusing    on  Nigeria, 
Ghana,  South  Africa  and  the 
linked  economies  of  Kenya, 
Uganda  and  Tanzania,  Okosi 
hits  the  biggest  media  markets, 
40%  of  Africa's  population  and  50%  of  its  GDP.  The 
on-air  hosts  speak  in  English,  and  the  videos  use  a 
mix  of  colonial  languages — English,  French,  Por- 
tuguese— alongside  Swahili,  Ibo  and  Zulu. 

The  iconic  American  brand  MTV  eases  the 
entrance  for  a  panoply  of  other  global  names  intent 
on  supplying  a  wide-open  market.  Coca-Cola, 
Heineken,  Nokia  and  Unilever  all  advertise  on 
MTV.  They  also  sponsor  Okosi's  MTV-branded  par- 
ties, concerts,  a  new  radio  program  in  South 
Africa,  cell  phone  screensavers  and 
other  digital  fare. 

Zimbabwe's  a  wreck.  But  the 
economies  of  Angola,  Uganda  and 
Kenya  are  growing  at  5%  to  8%  a  year. 
"There's  optimism,  with  kids  hustling  to 
make  an  extra  buck  so  they  can  hang 
out,"  says  George  Lutta,  head  of  the 
Media  Initiatives  ad  agency  in  Nairobi, 
Kenya.  "Disposable  income  may  be  a 
relative  term,  but  they  make  purchasing 
choices  that  brands  need  to  watch.  Kids 
see  money  as  an  enabler  of  happiness, 
dreams  coming  true.  MTV  is  all  that  to 
them." 

Other  investors  are  lining  up.  "Africa  is 
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one  of  the  last,  forgotten  areas  of  the  world.  The  opportuni- 
ties are  immense,"  says  Prince  Alwaleed  bin  Talal,  the  Saudi 
royal  family  billionaire.  Since  2004  he  has  invested  $400  mil- 
lion in  hotels,  telecommunications  and  financial  services 
across  15  African  nations,  and  his  early  returns  have  run  in 
excess  of  100%.  He  is  closing  another  $500  million  invest- 
ment fund  and  is  discussing  strategies  with  China. 

Chinas  trade  with  Africa  has  gone  from  $10  billion  to  $50 
billion  in  five  years,  and  there  is  a  lot  more  to  it  than  the  con- 
troversial involvement  with  Sudan.  Much  of  this  commerce  is 
in  raw  materials,  but  Chinese  road  building  and  satellite- 
launch  projects  are  part  of  it.  (In  turn,  one  enterprising 
Nigerian  is  opening  Chinese-language  movie  theaters  for  all 


the  visiting  workers.)  The  U.S.  private  equity  firm  Emerging 
Capital  Partners  just  closed  a  $523  million  fund  for  invest- 
ment in  African  telecommunications,  agribusiness  and 
finance. 

Google  is  giving  away  writing  and  calendar  software  to 
schools  and  governments  in  Rwanda  and  Kenya  and  pressing 
countries  to  open  up  their  Internet  policies.  The  idea  is  to  do 
good  works — and  build  a  customer  base,  company  officials 
say.  In  the  face  of  this  free  competitor,  Microsoft  cut  its  prices 
for  a  bundle  of  Windows  and  other  software  to  just  $3  for 
users  in  poor  countries  worldwide,  including  most  of  Africa. 

This  is  not  to  dismiss  the  harsh  realities  of  an  impover- 
ished continent.  Africa  might  need  20  years  to  get  to  where 
India  is  today.  Wars  in  six  African  nations  have  killed  5.3  mil- 
lion people  since  the  fall  of  communism  in  1989,  and  the 


SHELLING 
AND  SELLING 

THE  ARMY  OF  THE  DEMOCRATIC  REPUBLIC 

of  Congo  recently  lobbed  a  tank  shell 
through  the  Kinshasa  office  of  cell 
phone  service  provider  Vodacom. 
"We  are  still  friends,"  says  Chief  Op- 
erating Officer  Pieter  Uys.  'They 
made  a  mistake."  No  one  died,  he 
says,  and  the  army  says  they  will  pay 
for  the  damage.  Besides,  he  says,  "it's 
not  as  big  a  threat  as  regulators." 

His  fortitude  is  stoked  by  profit. 
South  African  Vodacom  has  2.3  million 
subscribers  in  Congo,  almost  all  paying 
in  advance  and  spending  an  average 
of  $11.85  a  month.  Nice,  in  a  country 
with  a  per  capita  income  of  $2.60  a 
day.  The  user  base  grew  15%  in  the 
third  quarter  of  2006,  and  Congo's 
population  "could  be  60  million,  but 
could  be  100  million,"  Uys  says. 

Congo  was  profitable 
after  the  first  million  cus- 
tomers, as  was  Tanzania,  now 
with  2.9  million  subs  and  15% 
quarterly  growth.  Mozam- 
bique has  800,000  but  grew 
23%.  Richer  South  Africa 
leads  the  pack,  with  21.8  mil- 
lion subs  paying  over  $18  a 

Getting  close  to  the 
customer:  a  Vodacom 
ad  in  North  Kivu,  Congo. 


month,  and  8%  quarterly 
growth.  Growth  rates  are 
similar  at  cellular 
providers  across  Africa. 

Then  there  are  the 
ways  Africa's  140  million 
mobile  phone  users  create 
businesses  with  the  net- 
works. One  rural  user 
climbed  60  feet  up  a  tree, 
got  a  clear  signal  and  built 
a  tree  house.  He  charged 
other  villagers  to  climb  up 
and  call,  and  became  a  Vodacom 
agent,  selling  prepaid  credits  from  the 
ladder's  base.  Celtel,  a  network  opera- 
tor belonging  to  Kuwait's  mtc,  created 
some  120,000  prepaid  sales  businesses 
in  Africa. 

With  few  banks  around  the  conti- 
nent, mobile  networks  pick  up  the 
slack.  A  South  African  company  called 
Wizzit  allows  rural  farms  and  other 
employers  to  pay  their  workers  in 


Up  a  tree,  for  a  fee:  Locals 
pay  to  get  a  clear  signal  in 
rural  Congo. 

credits  that  are  good  on  a 
credit  card  or  via  cell 
phone.  People  can  send 
one  another  money  over 
the  network  or  withdraw 
sums  from  a  cash  machine. 
With  160,000  users,  stores 
are  already  using  Wizzit  to 
accept  cell  phone  pay- 
ments. Wizzit  founder 
Brian  Richardson  says  he's  talking 
with  a  half-dozen  other  African  coun- 
tries about  expanding  the  system. 

Kenya's  Safaricom  has  a  similar 
system,  called  M-Pesa,  that  in  the  first 
seven  weeks  of  business  transferred 
over  $1.2  million  among  a  test  audi- 
ence of  100,000  (daily  income  in  Kenya 
averages  $1.50).  Next  month  the  com- 
pany will  pilot  a  project  with  Citicorp 
that  allows  Kenyans  in  the  U.K.  to 
remit  money  home  over  their  phones. 

In  Ghana  a  service  called  Tradenet 
combines  Web  pages  and  phone 
messaging  for  a  real-time  auctions  in 
agricultural  goods.  It  is  being  tested 
in  Uganda  as  well.  Nearby  K-Net 
provides  Internet  services  so  local 
farmers  can  connect  directly  to  their 
retail  customers  in  Europe.  And  of 
course,  companies  like  MTV  plan  to 
sell  ringtones  and  wallpaper  to 
phone  users  across  Africa.       — Q.H. 
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ile  climate  change  presents  a  daunting  array,  of  potential 
liabilities,  Marsh  believes  there  are  real  opportunities,  if  you 
know  how  to  look.  We  can  help  you  assess  and  mitigate  your 
climate  related  exposures,  and  along  the  way  you  just  may 
discover  newfound  growth  driven  by  sustainability.  The  upside? 
A  cleaner  reputation,  a  cleaner  balance  sheet  and  possibly, 
a  cleaner  world.  To  learn  more,  visit  findtheupside.com 
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Hope  &  Profit  in  Africa 


fighting  continues  in  Sudan  and  Somalia.  The  inflation  in 
Zimbabwe  is  3,700%.  AIDS  has  killed  tens  of  millions  of  peo- 
ple; the  infection  rate  approaches  25%  in  some  countries. 

The  contrast  between  Africa's  troubled  past  and  its  newly 
hopeful  future  is  everywhere.  In  December  2005  Okosi 
organized  an  all-night  dance  party  in  Luanda,  Angola,  a 
country  just  out  of  civil  war  that's  now  in  the  middle  of  an  oil 
boom.  Nokia  sponsored  the  event,  which  cost  $60  a  ticket,  or 
16  days  of  wages  for  an  average  Angolan;  4,500  people 


MTV  Africa's  current  reach:  50  million 

Expected  201 0  reach:  75  million 


Customers  of  satellite  communications  provider 
Intelsat,  2001 : 48  government,  18  private 

Number  today:  48  government,  150+  private 

Time  in  which  MTV  Africa 
becomes  profitable:  20  months 

Other  MTV  markets  this  is  faster  than: 
Germany,  Japan,  China,  India 

Cost  of  a  satellite  dish  and  decoder,  2002:  $500 

Cost  today:  $200 

Cost  of  a  low-end  cell  phone  in  Africa:  $20 

Cost  last  year:  $40 


Africa  became  the  company's  hundredth  new  outpost.  MTV 
and  siblings  VHl  and  Nickelodeon  together  are  on  135  local 
TV  channels  and  200  digital  properties  like  Web  sites,  with  a 
reach  of  493  million  households  worldwide. 

Africa  "was  the  last  remaining  void,"  Roedy  says,  and 
with  most  of  the  civil  wars  exhausted  and  apartheid  success- 
fully buried  in  South  Africa,  it  seemed  like  a  good  time  to 
move  in.  Roedy,  who  also  served  as  head  of  the  United 
Nations'  Global  Media  AIDS  Initiative  until  December  2006, 
is  eager  to  push  awareness  and  prevention  in  Africa.  "Where 
AIDS  is  concerned,"  he  says,  Africa's  viewers  "say  there  is  too 
much  information.  It's  noise.  They  need 
something  jarring,  not  cute,  and  it  has  to  cut 
through."  Okosi  has  shown  interviews  with 
kids  confronting  Tony  Blair  and  talking  with 
Nelson  Mandela  about  the  AIDS  epidemic. 

Okosi  runs  MTV  Base  on  a  budget  as  slen- 
der as  that  of  any  Web  startup.  His  staff  of  30 
in  Johannesburg  is  a  mix  of  native  Africans 
and  returnees  from  the  African  diaspora, 
hungry  to  bring  their  countrymen  into  the 
hip  world— and  maybe  save  a  few  million 
lives.  Paul  Mayanja's  family  fled  Idi  Amin's 
murderous  dictatorship  in  Uganda  in  1977, 
moving  to  Kenya  and  settling  eventually  in 
Sweden,  where  he  was  working  as  an  account 
director  for  MTV  Nordic  when  Okosi  called. 
"There  is  a  huge  need  to  educate  people  in 
Africa  about  debt  and  using  credit,"'  Mayanja 
says.  "There  is  also  a  need  to  educate  compa- 
nies about  African  youth."  He  opens  a  laptop, 
and  a  PowerPoint  slide  beckons:  "Connect- 
ing to  young  Namibians  with  what  matters  to 
them  most:  Music  and  Partying." 


Cell  phone  subscribers  in  Africa  today:  188  million 

Projected  number,  2010: 448  million 


attended,  and  2,000  had  to  be  turned  away.  MTV  filmed  the 
sold-out  bash  for  broadcast  and  created  radio  features,  phone 
messages  and  other  brand-building  plays  around  the  party. 

"The  buildings  in  Luanda  are  crumbling,  but  I  also  see 
the  satellite  dishes  on  the  sides,"  says  Okosi,  who  danced  till 
dawn.  The  shiny  dish  on  each  shanty  serves  a  potential 
customer,  maybe  a  budding  video  star  or  a  fledgling  entre- 
preneur. Okosi  trolls  for  talent  almost  anywhere;  he  visited 
one  Ghanaian  singer  in  the  man's  bedroom.  "Sometimes  a 
musicians  studio  is  also  his  bedroom,"  he  says.  "People  try  to 
work  wherever  they  can." 

Okosi  is  backed  in  this  foray  by  his  mentor  and  boss, 
William  Roedy,  now  vice  chairman  of  MTV  Networks  in  Lon- 
don, who  oversaw  just  one  channel  broadcasting  to  all  of 
Europe  when  he  began  in  the  job  in  1989.  In  2005  MTV  Base 


ALEX  OKOSI  GREW  UP  IN  ENUGU,  A  SMALL 
town  in  eastern  Nigeria  where  his  father 
was  a  civil  servant.  By  the  time  he  was  12, 
three  older  brothers  had  immigrated  to  the 
U.S.  Shortly  before  Alex  and  his  parents  were  to  visit  one 
of  them  in  Florida,  another  brother  in  Nigeria,  Emeka, 
took  him  aside  and  whispered:  "You're  not  coming  back." 
His  mom  and  dad  yielded,  returning  to  Nigeria  without 
him.  He  barely  spoke  to  them  for  nine  years;  now  his 
mom,  still  in  Nigeria,  uses  her  cell  phone  to  text  him 
almost  daily. 

Young  Alex  was  shuffled  among  his  older  brothers, 
spending  his  school  years  in  Florida,  Nebraska,  Missouri 
and  upstate  New  York.  A  basketball  coach  in  Rochester 
arranged  for  an  interview  at  the  elite  Phillips  Exeter  Acad- 
emy in  Exeter,  N.H.  His  application  essay  discussed  the 
time  in  St.  Louis  when  he  hit  a  kid  who  had  threatened  him 
with  a  "nigger  beater"  baseball  bat.  Soon  he  was  in  a  class- 
room debating  existentialism  with  scions  of  some  of  Amer- 
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Zach  Johnson.  2007  Masters  cha 
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GUNS  YN  TOUR 


If  you  are  of  a  certain  age,  it  is  sobering  to  note 
that  at  31,  with  ten  seasons  on  the  PGA  TOUR 
under  his  belt,  Tiger  Woods  is  on  the  nether 
fringes  of  being  one  of  the  TOUR's  Young  Guns. 
The  way  things  are  going,  in  just  a  mere  blink  of  the 
cosmic  eye,  he'll  be  eligible  for  both  an  AARP  card 
and  the  Champions  Tour. 

The  truth  is,  however,  that  if  the  TOUR  was  a  foot- 
ball or  baseball  team,  it  would  have  an  extraordinary 
depth  chart,  filled  with  brilliant  young  players,  some  of 
whom  have  already  made  their  mark  in  a  big  way,  and 
others  who  are  sitting  resdessly  on  the  verge  of  suc- 
cesses that  may  some  day  bring  them  membership  in 
the  World  Golf  Hall  of  Fame. 

First  up  are  two  players  who  have  already  won 
major  championships:  2006  U.S.  Open  champion 
Geoff  Ogilvy  and  the  winner  of  this  year's  Masters 
Tournament,  Zach  Johnson. 

Ogilvy,  who  turned  30  in  June,  is  another  in 
the  long  line  of  outstanding  golfers  to  hail  from 
Australia.  He  won  his  first  TOUR  event  —  the 
2005  Chrysler  Classic  of  Tucson  —  and  then  won 
both  the  World  Golf  Championships-Accenture 
Match  Play  Championship  and  the  U.S.  Open  last 
year.  His  victory  in  the  Open  may  have  surprised 
some  people,  but  not  his  fellow  Aussies,  who  had 
long  touted  him  as  one  of  the  next  great  players. 

If  there  was  an  air  of  inevitability  about  Ogilvy,  the 
same  cannot  be  said  for  Johnson,  also  31.  He  played 
on  a  variety  of  tours  before  joining  the  TOUR  full- 
time  in  2004,  after  earning  Nationwide  Tour  Player  of 
the  Year  honors  in  2003.  His  first  win  came  in  the 
2004  BellSouth  Classic,  and  in  April's  Masters  he 
showed  the  golf  world  a  measure  of  his  grit  by  fac- 
ing down  Woods  in  the  final  round. 

Spain's  Sergio  Garcia,  27,  has  yet  to  win  a  major, 


but  with  six  TOUR  victories  coming  into  the  2< 
season,  he's  played  so  well  for  so  long  that  he  sei 
destined  to  win  at  least  one.  The  same  can  be  said 
Australia's  Adam  Scott,  who  turns  27  in  July 
whose  five  TOUR  wins  include  THE  PLAYE 
Championship  and  THE  TOUR  Champions^ 
presented  by  Coca-Cola,  as  well  as  this  year's  St 
Houston  Open.  And  while  we're  on  the  subject 
Australians,  don't  overlook  Aaron  Baddeley,  26,  wh 
two  TOUR  wins  include  this  year's  FBR  Open. 

Continuing  the  international  trend  are  four  pla^, 
worth  watching:  England's  Luke  Donald,  30,  who 
two  TOUR  victories;  South  Africa's  Trevor  Immelm 
28,  who  won  the  2006  BMW  Championship,  ws 
member  of  the  International  team  in  the  2d 
Presidents  Cup  and  was  the  2006  TOUR  Rookie 
the  Year;  England's  Paul  Casey,  30,  who  was  impres; 
in  the  2006  Ryder  Cup;  and  fellow  Englishman  Ju: 
Rose,  27,  who  enjoyed  a  fine  amateur  career  and  wh 
game  is  rounding  into  form. 

Among  the  Americans,  27-year-old  Cha: 
Howell  III  has  long  been  picked  as  a  player  to  wal 
and  he  began  to  fulfill  his  considerable  promise  wil 
win  at  the  2002  Michelob  Championship  at  Kingsi 
and  a  second  win  at  this  year's  Nissan  Open. 

Rounding  out  the  group  of  young  men  wc 
watching  are  the  likes  of  J.B.  Holmes,  25,  who  v 
the  2006  FBR  Open  as  a  rookie;  colorful  Can; 
Villegas  from  Colombia  via  the  University  of  Flor: 
and  powerful  Bubba  Watson. 

More  young  players  are  on  the  way  from 
Nationwide  Tour,  which  has  had  former  players 
more  than  200  PGA  TOUR  events,  including 
major  championships. 

And,  truth  be  told,  this  is  just  scratching  the  suit 
when  it  comes  to  the  young  talent  on  TOUR  tod 
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Hope  &  Profit  in  Africa  

ica's  richest  families. 

That  first  month  "was  the  hardest  month  of  my  life," 
Okosi  says.  He  graduated  with  high  honors  in  1994.  He  won 
a  scholarship  to  St.  Michael's  College  in  Vermont,  whose 
alumni  include  Thomas  Freston,  MTV's  chief  since  1987. 
Freston  (who  was  fired  last  year  by  Viacom  Chairman  Sum- 
ner Redstone)  was  a  fan  of  Senegal's  Orchestra  Baobab  and 
other  African  pop.  Okosi  drove  from  Vermont  to  New  York 
five  times  in  courting  MTV  for  freelance  work,  calling  on 
Freston  and  other  alumni  and  networking  anyone  he  could, 
including  his  "girlfriend's  father's  cousin's  wife,"  he  says.  In 
1998  Okosi  landed  a  full-time  job  in  New  York,  and  a  year 
later  he  moved  to  Los  Angeles,  where  he  sold  Viacom  chan- 
nels Country  Music  Television  and  TV  Land  to  cable  opera- 
tors in  Idaho,  Wyoming  and  Nevada. 

In  2000,  at  age  26,  Okosi  returned  to  Nigeria  and  the 
town  he  had  left  as  a  boy,  seeing  Emeka,  the  brother  who  had 
whispered  to  him  that  he  would  stay  in  America,  for  the 
first  time  in  14  years.  They  cried  in  each  other's  arms. 
"I  know  Africans  who  leave  and  forget  everything,"  he  says. 
"I  remembered.  I  still  spoke  Ibo,  which  made  my  parents 
really  happy." 

Okosi  returned  to  Los  Angeles  more 
intent  on  taking  MTV  to  Africa,  and  in  2002 
he  found  a  like-minded  ally  and  mentor 
when  Freston  introduced  him  to  Bill  Roedy, 
MTV's  international  chief.  Okosi  began 
e-mailing  Roedy  about  the  need  for  MTV  to 
be  in  Africa — and  to  Okosi's  surprise,  Roedy 
responded  with  encouraging  tips  on  which 
ideas  made  sense  (developing  blocks  of 
branded  content  to  sell  to  terrestrial  broad- 
casters) and  which  ones  didn't  (creating  a  network  solely 
for  Nigeria).  In  May  2003  Okosi  transferred  to  London 
to  report  to  Roedy  and  begin  the  groundwork  for  an 
Africa  launch. 

"I  ate  the  food,  and  I  understood  the  jokes,"  Okosi  says. 
"People  could  relate  to  me  as  a  brother  who  had  come  back, 
and  they  wanted  to  prove  that  this  is  a  place  where  a  media 
brand  can  set  up." 

Market  research  was  scarce.  "I  didn't  have  a  lot  of  knowl- 
edge, but  I  had  African  friends  who  were  going  back — 
Kenyans,  Nigerians,  people  from  Cameroon,  South  Africa 
and  Ghana  who  I'd  met  in  New  York  and  L.A.,"  he  says.  He 
pleaded  with  a  pal's  ex  for  an  introduction  to  her  father, 
head  of  a  big  ad  agency  in  Nigeria,  who  offered  up  some 
numbers.  "There  were  signs  of  all  this  growth.  TV  penetra- 
tion was  up  300%  from  1995  to  2004;  ad  spending  was  at 
$120  million— not  huge,  but  it  was  growing  15%  a  year," 
Okosi  says.  "If  you  had  any  entrepreneurial  spirit  at  all,  you'd 
say,  'Okay,  I  can  do  this.'" 

At  $300  for  a  30-second  ad,  the  money  wasn't  great, 


but  Roedy  notes  that  he  started  out  in  Germany  by  giving 
away  ads,  "and  that  is  now  part  of  a  $1  billion  [European] 
business."  In  early  2004  Okosi  and  a  colleague  from  MTV 
Portugal  set  up  MTV  Africa's  first  focus  group:  20  college 
kids  on  a  bench  in  a  sweltering  room  with  a  jerry-rigged 
VCR.  "They  knew  all  the  stars,  they'd  seen  them  on  boot- 
legged videos  in  restaurants,  and  they  had  very  exacting 
tastes,"  Okosi  says. 

The  kids  knew  Sean  Paul  and  Busta  Rhymes  and  talked 
about  what  fare  would  embarrass  them  if  they  watched  it 
with  their  parents.  They  loved  their  local  music— Ghana's 
hip-life,  which  is  hip-hop  blended  with  the  bouncy  guitars  of 
African  highlife  music;  Kenya's  Genge,  hip-hop  with  a  dance 
hall  bass  beat;  and  Tanzania's  Bongo  Flava  sound.  But  they 
ridiculed  the  quality  of  African  videos.  Homemade  videos 
were  drifting  into  the  London  office,  often  tapes  rerecorded 
over  family  celebrations  and  featuring  garishly  dressed 
singers  on  a  bed  or  a  beach.  MTV  producers  in  London 
responded  to  the  senders  with  suggestions  and  sent  them 
professional-quality  stuff  to  copy. 

Among  the  stars:  Magic  System  from  Ivory  Coast,  who 
shot  a  video  in  the  desert;  Tanzania's  X-Plastaz,  who  mix  hip- 
hop  with  Masai  rhythm;  and  South  African  bands  Jozi  and 
Freshlyground.  All  that  is  augmented  by  U.S.  and  interna- 


"YOU  MAY  BE  TRYING  TO  MAKE 
A  CONSUMER  OUT  OF  SOMEONE 
WHO  USED  TO  BE  A  CHILD 
SOLDIER  ...  (THIS)  GIVES  THEM 
A  DIFFERENT  PERCEPTION." 


tional  videos,  plus  such  U.S.  hits  as  the  auto-worshipping 
Pimp  My  Ride  and  My  Super  Sweet  16,  a.  celebration  of  extrav- 
agant American  birthday  parties  that,  oddly,  appeals  to 
impoverished  Africans. 

MTV  Base  premiered  on  Feb.  22,  2005,  and  as  the  first 
video  aired  ("African  Queen,"  by  2Face  Idibia),  Okosi  hosted 
one  party  flanked  by  the  brother  he  had  left  behind  in 
Nigeria,  Emeka.  African  videos  first  accounted  for  30%  of 
the  mix  and  now  are  up  to  40%.  The  first  big  advertisers 
were  pan-African  brands,  including  Nokia  and  Motorola, 
with  a  long  history  in  the  big  markets.  Since  then  MTV  has 
picked  up  brands  for  Nigerian  beers  and  instant  noodles. 
Banks  are  looking  at  MTV  as  a  way  to  school  young  Africans 
in  credit. 

Nigerian  rapper  D'banji's  videos  helped  build 
Unilever's  Close-Up  toothpaste  above  its  70%  market 
share  of  the  80  million  Nigerians  who  brush,  and  he 
dreams  of  playing  Atlanta.  He  has  been  on  MTV  in  the 
U.S.  and  become  so  popular  at  home  that  the  record 

Continued  on  page  117 
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Written  by  Patti  Nickell 


ong  known  for  two  of  the  world's 
favorite  commodities  —  smooth-running 
thoroughbreds  and  smooth-tasting 
bourbon  —  Kentucky  is  now  making 
itself  known  as  the  home  to  international 
I  events  and  corporations.  Over  the  next  few  years,  the 
world  is  coming  to  Kentucky,  beginning  in  2008  with 
the  Ryder  Cup  Golf  Classic  and  the  Lincoln  Bicentennial 
celebration  and  continuing  with  the  Alltech  FEI  World 
Equestrian  Games  20 10™.  While  Kentuckians  are  only 
too  happy  to  tell  others  just  what  it  is  that  makes  their 
state  special,  the  success  stories  enjoyed  by  national 
and  global  corporations  that  have  located  in  Kentucky 
have  encouraged  great  growth  and  interest  in  the 
commonwealth. 

Golf  enthusiasts,  horse  lovers,  history  buffs  and  corpo- 
rate executives  looking  to  locate  or  expand  an  existing 
business  —  Kentucky  is  waiting  to  welcome  them  all 
with  an  unbridled  spirit. 


KENTUCKY 
DEPARTMENT 
OF  TOURISM 
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Kentucky  Governor 
Ernie  Fletcher 

Governor  Ernie  Fletcher  travels  the 
world  seeking  new  tourism  and 
business  opportunities  for  Kentucky. 

He  meets  regularly  with  both  Wall 
Street  executives  and  international 
CEOs.  His  vast  understanding  of  the 
global  marketplace  has  led  to  the  cre- 
ation of  new  Kentucky  offices  abroad  to 
better  showcase  the  Commonwealth 
and  to  encourage  travel  to  Kentucky. 

After  Kentucky  was  awarded  the 
2008  Ryder  Cup  and  the  2010  Alltech 
FEI  World  Equestrian  Games,  Governor 
Fletcher  traveled  to  Ireland  and 
Germany  to  see  firsthand  how  these 
international  events  were  managed. 
Now  he  is  pursuing  an  aggressive  strat- 
egy to  better  prepare  Kentucky  for  these 
and  other  prestigious  events. 

"When  the  world  comes  to  Kentucky, 
tremendous  opportunities  will  follow," 
says  Governor  Fletcher.  "Business  exec- 
utives and  visitors  alike  will  see 
Kentucky's  advantages  and  experience 
our  'Unbridled  Spirit.'  Then  they  will 
want  to  come  back,  and  we  will  be 
ready  to  welcome  them." 

www.kentUi-ki1ourism.com 
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Home  to  the  2008  Ryder  Cup 

Her  Majesty,  Queen  Elizabeth  II  may  have  come  and  gone  following  he 
recent  historic  visit  to  Louisville's  Churchill  Downs  for  the  I33rd  running  o 
the  Kentucky  Derby,  but  the  Queen  is  just  the  most  ink-worthy  in  an  influx  o 
high-powered  visitors  coming  to  the  commonwealth  over  the  next  three  years 

Many  of  those  will  be  among  the  210,000  spectators  at  Louisville's  Valhall 
Golf  Club  in  September  of  next  year  during  the  six  days  of  practice  rounds  an 
competition  at  the  2008  Ryder  Cup,  the  world's  most  prestigious  golf  tournameni 
The  Ryder  Cup,  the  largest  international  sporting  event  in  Kentucky's  history,  wi 
be  about  more  than  crowning  an  American  or  European  champion  on  the  link' 
It  will  be  about  generating  an  estimated  economic  impact  of  $1 15  million. 

"Time  and  again  we 
find  that  when  a  meeting 
planner,  group  tour  opera- 
tor or  leisure  traveler 
comes  to  Louisville,  they 
fall  in  love  with  the  friend- 
ly people  and  the  wide 
range  of  arts  and  cultural 
attractions  our  city  has  to 
offer,"  says  Jim  Wood, 
president  and  chief  execu- 
tive officer  of  the  Louisville 
Convention  &  Visitors 
Bureau.  "We're  hoping  that 
people  will  come  for  the 

Ryder  Cup  and  stay  on  for  what  Louisville  has  to  offer.' 

Kentucky  Governor  Ernie  Fletcher  is  looking  at  an  even  bigger  picture  an 
payoff,  hoping  that  visitors  come  to  see  Louisville  and  stay  on  to  see  the  re 
of  the  state.  Some  25  hours  of  live  coverage  reaching  545  million  viewers 
177  countries  will  showcase  the  charms  of  Kentucky  to  potential  visitors  c 
several  continents. 

"This  is  Kentucky's  moment  to  shine,  as  the  Ryder  Cup  provides  us  with 
unique  opportunity  to  display  all  the  treasures  it  has  to  offer  —  and  not  ju 
in  the  Louisville  area,"  says  Governor  Fletcher.  "We  want  the  visitors  and  med 
to  see  all  of  the  state's  attributes,  from  Newport's  Riverfront  Aquarium  to  Pa< 
ucah's  widely  acclaimed  Lowertown  Arts  District,"  he  adds. 

PGA  of  America  President  Brian  Whitcomb  is  one  of  Kentucky's  admirer 
"Kentucky  has  always  been  blessed  with  a  unique  mixture  of  history,  culture  ar 
warmth  among  its  people,  who  have  been  among  the  nation's  most  enthusiast 
supporters  of  the  game  of  golf.  There  will  be  no  other  location  in  sports  that  oi 
would  rather  be  than  in  Louisville  in  September  of  2008. 

Valhalla  itself,  already  ranked  among  America's  100  Greatest  Golf  Courses  I 
Golf  Digest  magazine,  is  undergoing  a  modification  program.  In  partnersh 
with  the  PGA  of  America,  which  purchased  Valhalla  in  2000  following  tl 
82nd  PGA  Championship,  and  Jack  Nicklaus,  who  designed  the  original  cour 
two  decades  ago,  the  program's  overall  goal  is  to  improve  the  experience  f 
current  Valhalla  members  and  to  challenge  the  world's  best  golfers  at  the  Ryd 
Cup.  Modifications  will  range  from  replacing  the  grass  on  all  18  greens 
refurbishing  and  refurnishing  the  existing  clubhouse. 


Valhalla  Golf  Club  in  Louisville,  home  to  the  2008  Ryder  Cl 
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in  addition  the  LouisviUe  ^^rve  worked  in  the  tourism  industry  all 

International  Airport,  which  1 

over  the  country,  and  I've  never  seen  an 


already  welcomes  visitors  from 
across  the  globe  for  events  such 
as  the  Kentucky  Derby  and 
Breeders'  Cup,  has  added  a 
number  of  new  flights  and  des- 
tinations, increasing  the  air- 
port's daily  seats  by  50%, 
according  to  Skip  Miller,  exec- 
utive director  of  the  Louisville 
Regional  Airport  Authority, 
which  owns  and  operates 
Louisville  International  Airport. 

"With  a  recently  com- 
pleted $26  million  terminal 


instance  where  so  many  world-class 
events,  companies  and  conventions  are 
coming  to  one  place.  When  they  come, 
Kentuckians  welcome  them  with  open 
hearts  and  an  unbridled  spirit.  Kentucky 
is,  quite  simply,  the  per- 
fect place  to  live,  work 
or  visit39 

RANDY  FIVEASH 
Commissioner,  Kentucky 
Department  of  Tourism 


renovation,    nonstop  air 

service  to  28  destinations  and  the  lowest  average  airfares  in  Kentucky, 
Louisville  International  Airport  has  become  a  magnet  for  domestic  and  inter- 
national visitors,"  says  Miller. 

Looking  to  the  future,  the  new  22,000-seat  Louisville  Arena,  a  sports  and 
ntertainment  complex  with  72  corporate  suites  scheduled  for  completion  in 
Z010,  has  the  long-term  potential  of  generating  billions  of  dollars  more  in  rev- 
enue, millions  of  new  visitors  and  thousands  of  additional  jobs. 

"The  investment  in  the  downtown  Louisville  Arena  is  an  economic  catalyst  for 
bur  community  and  commonwealth,"  says  Louisville  Mayor  Jerry  Abramson. 

Home  to  the  2010  Alltech  FEI  World  Equestrian 
Games 

If  Louisville  will  be  in  the  spotlight  in  2008,  it  will  be  Lexington's  turn  to 
Rhine  two  years  later  when  it  hosts  the  2010  Alltech  FEI  World  Equestrian 
james  at  the  Kentucky  Horse  Park,  marking  the  first  time  the  prestigious  inter- 
national event  has  been  held  outside  Europe. 

Kentucky,  which  beat  out  Dubai  and  Normandy,  is  ready  for  its  close-up. 
lust  like  Valhalla,  which  has  previously  hosted  two  PGA  Championships, 
Senior  PGA  tournament  and  a  PGA  Club  Professional  Championship,  the 
iorse  Park  is  no  stranger  to  big-ticket  events,  serving  as  the  site  for  the  annual 
*.olex  Kentucky  Three-Day  Event,  the  only  four-star  event  of  its  kind  in  North 
j  jknerica.  This  is  an  Olympic-qualifying  competition  that  combines  scores  from 
dressage,  cross  country  and  stadium  jumping. 


!  "he  Kentucky  Horse  Park  in  Lexington,  home  to  the  2010 
Vltech  FEJ  World  Equestrian  Games 


Horse  Park  staff  as 
well  as  local  and  state 
officials  know  that  this 
is  "the  big  one"  —  the 
event  that  has  the  poten- 
tial to  create  a  ripple 
effect  that  will  continue 
for  decades.  John 
Nicholson,  executive 
director  of  the  Kentucky 


Jerry  E.  Abramson 
Mayor  of  Louisville 


A dramatic  61 -story  skyscraper  that 
breaks  all  the  rules. 
A  new  arena  that's  energizing  down- 
town's renaissance. 

A  lush  waterfront  park  that's  among 
the  nation's  best. 

A  thriving  entertainment  district 
jumping  with  excitement. 

An  eclectic  mix  of  downtown  condos, 
lofts  and  houses. 
It's  here  in  Louisville. 
Throughout  our  city,  you'll  see  why 
we're  famous  for  preserving  our  past 
and  embracing  our  future. 

You  can  see  it  in  our  urban  parks 
designed  by  Frederick  Law  Olmsted  — 
and  in  the  suburbs  where  we're  adding 
more  than  4,000  acres  of  parkland  linked 
by  a  100-mile  hiking  and  biking  trail. 

You  can  see  it  at  Louisville 
International  Airport,  where  our  state's 
largest  employer,  UPS,  is  expanding  one 
of  the  world's  top  shipping  hubs. 

And  you  can  see  it  in  our  distinctive 
neighborhoods,  where  people  are  the  rea- 
son Louisville  consistently  ranks  as  one  of 
America's  10  safest  major  cities  and  the 
best  major  city  for  relocating  families. 
Come  see  Louisville. 


LouisvilleKy.  gov 
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Mark  Klein 
Corporate  Humor  Speaker 


HE  TALKS  ...  PEOPLE  LAUGH 

Corporate  humor  speaker  Mark  Klein  uses 
a  comedy  headliner's  approach  to  bring 
a  serious  message  to  business  and  civic 
audiences.  The  result  is  "Forty  Funny 
Minutes  on  Freedom,"  a  keynote  that  exam- 
ines the  responsibilities  and  choices  unique 
to  free  societies.  Klein  includes  a  theme  long 
abandoned  by  Hollywood:  Profitable  busi- 
ness is  a  force  for  good  in  the  world,  not  evil. 
Message-driven,  sharp  and  clean  —  a  very 
funny  man  tackles  very  serious  topics. 
www.corpjester.com 
corpjester@hotmail.com 
502-500-4233  •  800-419-0828 


YOUR  PACKAGES  FLY  HERE. 
MAYBE  YOU  SHOULD  TOO. 

As  the  home  of  UPS'  Worldporf  Sorting  Facility, 
Louisville  International  Airport  has  grown  to 
become  the  fourth  largest  cargo  airport  in 
the  US.  Our  passenger  service  is  just  as 
impressive.  With  the  lowest  average  air  fares  in 
Kentucky,  high  customer  satisfaction  ratings, 
and  10  airlines  providing  daily  departures  to 
28  nonstop  destinations,  it's  easy  to  see  why 
Louisville  International  is  the  place  to  land. 


Horse  Park,  estimates  the  2010  Games  will  have  a  $150  million  impact  on  Lex- 
ington and  Kentucky  and  will  supplant  the  2008  Ryder  Cup  as  the  largest  inter- 
national sporting  event  in  Kentucky  history. 

So  exactly  what  was  Kentucky's  appeal  to  the  FEI  (Federation  Equestre 
Internationale)  board,  headed  by  Princess  Haya,  daughter  of  King  Hussein  of 
Jordan  and  wife  of  Sheikh  Mohammed  bin  Rashid  Al  Maktoum  of  Dubai: 
What  convinced  the  board  to  bypass  the  usual  European  venues,  opting  instead 
for  the  Bluegrass  Region  of  Kentucky? 

Nicholson  believes  there  were  two  major  factors  in  the  FEI's  decision. 

"First,  I  think  it  was  the  Horse  Park  itself,"  he  explains.  "With  our  1,224 
acres,  we  are  one  of  the  few  places  in  the  world  that  can  handle  all  eight  events 
at  the  same  location. 

Second,  and  perhaps  more  importantly,  says  Nicholson,  is  the  horse  culture 
so  deeply  entrenched  in  the  state's  psyche. 

"Horses  are  so  much  a  part  of  not  just  our  economy  but  of  our  heritage,"  he 
emphasizes,  adding  that,  while  20  years  ago  Lexington  could  lay  claim  to  being 
the  thoroughbred  breeding  capital  of  the  world,  today  it  is  indeed  the  Horse  Cap- 
ital of  the  World  — 
"and  I  think  the  Horse 
Park  has  been  largely 
responsible  for  that." 

Nicholson  says 
that  the  $140  million 
capital  investment  the 
Horse  Park  is  making 
in  areas  such  as  a 
resort  hotel,  indoor 
arena  and  outdoor 
stadium,  as  well  as 
other  improvements, 
will  do  more  than  just 
ensure  luxury  accom- 
modations and  state-of-the-art  facilities.  In  his  mind,  the  Golden  Age  of  th< 
horse  was  not  the  19th  century,  but  rather  is  the  21st,  in  that  people  are  finalb 
beginning  to  understand  the  power  of  equestrian  sport. 

"I  think  the  telling  year  for  us  will  be  not  2010,  but  2011  as  these  CEO 
and  corporate  execs  who  have  an  interest  in  horses  come  to  the  Games  anc 
realize  how  much  else  Kentucky  has  to  offer,"  says  Nicholson.  "I  really  thini 
in  20  years  we  will  be  able  to  look  back  and  link  economic  strides  in  the  stati 
to  these  Games." 

Princess  Haya,  whose  husband  owns  Gainsborough  Farm  just  outside  Lex 
ington,  agrees  with  Nicholson.  Calling  Kentucky  "magical,"  she  has  beei 
quoted  as  saying,  "I  am  certain  that  by  holding  the  FEI  Games  in  the  Unite« 
States  we  will  be  able  to  bring  not  only  Americans,  but  also  people  across  th 
world  to  a  deeper  understanding  of  horse  sport." 

In  preparation  for  the  world's  arrival  in  Lexington,  Blue  Grass  Field  Air 
port,  like  Louisville  International,  has  had  to  do  significant  upgrading. 

"We've  recently  completed  construction  throughout  the  airport,  including 
covered  rental-car  facility,  state-of-the-art  business  lounge,  a  $15.5  millio 
six-gate  addition,  interior  renovations  to  both  of  our  concourses  and  th 


The  legendary  racehorse  Cigar  resides  at  the  Kentucky 
Horse  Park  in  Lexington. 
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66  Kentucky  has  an  amazing  variety  of 
visitor  attractions,  convention  facilities, 
world-class  artisans  and  unsurpassed 
scenic  beauty.  When  you  add  those 
quality-of-life  attributes  to  the  dedica- 
tion, passion  and  friendliness  of  its 

people,  Kentucky  is  the 
choice  for  businesses, 
tourists  and  families.^ 

GEORGE  WARD 
Kentucky  Commerce 
Secretary 


nation's  first  New  York 
Times  Bookstore,"  says 
Michael  Gobb,  airport 
executive  director.  "Blue 
Grass  Field  offers  one  of 
the  most  attractive  air 
approaches  in  the  coun- 
try over  rolling  horse 
farms,  and  in  our 
new  construction,  we 
are  incorporating  the 
regional  elements  that 
you  see  coming  in  into 
the  architectural  design 
of  the  terminal." 

While  Lexington  will  experience  an  even  greater  than  usual  influx  of  horse 
Dvers  in  2010,  David  Lord,  president  of  the  Lexington  Convention  &C  Visitors 
iureau,  says  it  has  long  been  a  magnet  for  meeting  planners  looking  for  a  place 
lat  offers  something  different  from  the  usual  big-city  attractions  —  a  place 
lat  offers,  in  the  words  of  Ron  Manthey,  "a  rocking  chair,  a  tumbler  of  great 
ourbon,  the  sun  setting  over  a  neon-green  pasture  and  time  to  relax." 

Lord  recently  escorted  Manthey,  an  attorney  with  Baker  McKenzie,  one  of 
ie  world's  largest  law  firms,  on  a  tour  of  the  Bluegrass  Region.  He  said 
lanthey  enjoyed  the  idea  of  candlelit  dinners  on  fine  china  in  multimillion- 
ollar  horse  barns,  or  hosting  his  clients  at  a  private  dinner  in  a  bourbon 
istillery  while  the  barrel  they  picked  out  was  being  bottled  for  them. 

"Ron  helps  plan  the  firm's  regional  meetings,"  explains  Lord,  "and 
hile  they  can  go  anywhere  in  the  world,  he  was  absolutely  awed  by  Lex- 
igton's  beauty." 

Manthey  is  one  of  a  long  line  of  visitors  who  have  fallen  under  the  spell  of 
ie  Bluegrass.  Lord  says,  "I  think  Will  Rogers  put  it  best  when  he  said,  'I  don't 
link  there  is  another  place  in  the  country  quite  like  the  Bluegrass  Region 
lk  -ound  Lexington.  They  know  how  to  scramble  a  bran  mash  for  a  horse  and 
ill  corn  mash  for  a  human  that  just  about  exceeds  any  hospitality  in  America.'" 

i/hy  Kentucky? 

corporate  executives  come  for  the  international  fun  and  games,  and  decide 
stay  and  do  business,  what  can  they  expect?  According  to  several  key  indi- 
cators, they  can  expect  a  lot. 
'ntucky  is  considered  the  Horse  Capital  of  the  World.  Qver  tne  past  decade,  Ken- 

tucky's  largest  cities  and  its 
business  climate  have  earned 
national  acclaim,  with  the 
state  routinely  showing  up  in 
the  top  ten  in  several  cate- 
gories. In  2005,  Kentucky 
ranked  as  having  the  "10th 
Most  Favorable  Business  Cli- 
mate" in  a  survey  conducted 
by  Development  Counsellors 


It's  a  great  place  to 
bring  your  company's 
next  meeting. 
Or  your  company. 

A  stay  in  the  Bluegrass  lets  you 
sample  traditions  as  deep  as  the 
limestone  on  which  they  were  built. 

Discover  world-renowned  horse 
farms,  explore  centuries-old 
bourbon  distilleries,  and  tour 
our  many  historic  homes. 

With  a  strong  economy,  an 
educated  workforce,  the  nations 
third  lowest  electric  utility  rates, 
affordable  housing  and  high 
quality  of  life,  the  Bluegrass  is  the 
ideal  place  to  locate  a  business. 

Lexington  -  rated  one  of  America's 
premiere  cities  by  Forbes  Magazine. 


For  visitor  information 
call  1-800-848-1224. 
For  business  relocation 
^information  call 
1-800-341-1100.  * 

M  Commerce 
^Lexington 
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kah's  commitment  to 
supporting  business,  excellent 
interstate  highway,  river,  rail 
and  air  access  along 
with  a  market  of  over 
125  million  people  within 
600  miles  has  made  Paducah 
one  of  the  United  States' 
"fop  72  micropotitans:' 

To  determine  how  your 
company  can  maximize 
profitability  in  Paducah... 

Contact  us 
www.gpe  ..com 
800.788.0]  10 


International  (DO);  and  in  2006,  Site  Selection  magazine,  a  leading  interna 
tional  economic  development  publication,  ranked  Kentucky  seventh 
the  nation  in  its  Annual  Business  Climate  Rankings. 

"Kentucky's  business  climate  has  been  on  a  fast  track,  improving  steadil) 
moving  from  twelfth  place  to  seventh  place  in  just  two  years,"  says  Marl 
Arend,  Site  Selection's  editor.  "This  means  the  state's  economic  developmen 
strategy  is  producing  its  intended  results,"  he  adds. 

It  certainly  is,  if  its  strategy  is  to  lure  heavy-hitters  such  as  Toyota  Motor  Mar 
ufacturing  North  America;  Humana,  Inc.;  UPS;  Citigroup;  Papa  John's;  Ashlan 
Inc.;  YUM  Brands,  Inc.;  and  Lexmark  —  all  of  which  are  doing  business  in  th 
commonwealth.  To  date,  nearly  370  international  corporations  and  thousands 
domestic  companies  have  heeded  the  call,  choosing  to  set  up  corporate  headquai 
ters  or  regional  offices  in  the  state. 

It  also  has  maintained  its  strong  portfolio  of  longtime  businesses.  Accordin 
to  James  O'Brien,  Ashland  Inc.'s  chairman  and  chief  executive  officer,  "Ashlan 
has  been  based  in  Kentucky  since  1924.  When  we  relocated  our  world  headquai 
ters  in  1999,  we  could  have  chosen  to 
move  anywhere.  But  this  is  our  home. 
The  people  of  Kentucky  are  our  friends 
and  neighbors,  and  we  can  offer  our 
employees  an  excellent  quality  of  life 
here.  With  Kentucky's  commitment  to 
supporting  business,  we  couldn't  find  a 
reason  to  move  anywhere  else." 

Why  Kentucky?  What  is  the  state's 
appeal  to  corporate  America?  While  an 
economist  could  no  doubt  come  up  with 
a  complicated  theory,  it  suffices  to  say 
that  Kentucky  offers  these  companies 
the  low,  the  high  and  the  middle  — 
or  put  another  way,  Low  Cost,  High 
Quality,  Middle  America. 


Internationally  renowned  artists  have  move* 
to  Paducah s  Lowertown  District 


The  [Low]  Cost  of  Doing  Business 

When  thinking  about  locating  (or  relocating)  a  business,  the  cost  of  doing  so  loon 
large  —  or  in  the  case  of  Kentucky,  small.  Kentucky  has  the  second-lowest  oven 
cost  of  doing  business  in  the  eastern  U.S.,  according  to  the  Web  site  Economy.cor 
while  the  2006  update  of  The  North  American  Business  Cost  Review,  which  mea 
ures  the  cost  of  doing  business  based  on  a  state's  unit  labor  cost,  tax  burden  ar 
energy,  ranks  it  as  the  fifth-lowest  nationally  in  the  overall  cost  of  doing  busines 
Just  where  does  Kentucky's  competitive  edge  lie? 

For  the  sixth  year  in  a  row,  the  state,  with  its  wealth  of  natural  resources,  h 
offered  the  lowest  industrial  electrical  rates  in  America,  averaging  $0,033  per  kil 
watt-hour  (kWh),  compared  to  the  national  average  of  $0,053  per  kWh,  as  noti 
by  the  U.S.  Energy  Information  Administration. 

In  addition  to  its  competitive  edge  in  energy  costs,  Kentucky's  coal  produ 
tion  (third  in  the  nation  for  the  past  50  years,  producing  up  to  119  million  to 
in  one  year  alone),  plentiful  water  from  the  state's  vast  network  of  lakes,  rive 
and  streams,  and  its  extremely  competitive  natural  gas  prices  ensure  an  abu 
dant  local  supply  of  fuels  to  keep  utility  costs  low. 


-eft. 


iis.ii..,        37;h  Ryder  Cup 

Valhalla  Golf  Club -Louisi,  Kentucky 
September  2008 


The  world  is  coming  to  Kentucky.  So  can  you. 

Did  you  know  that  some  of  the  world's  most  prestigious  events  are  held  in  Kentucky?  We  are 
attracting  visitors  from  across  the  globe.  When  you  get  here,  you  will  find  out  why  Kentucky  takes 
center  stage  so  often.  Then,  when  you  learn  about  our  low  cost  of  living,  low  energy  prices  and 
productive  workforce,  you'll  want  to  stay.  You  don't  need  a  special  pass  to  visit  -  or  move  to  -  Kentucky. 


J&ntucRG 

UNBRIDLED  SPIRIT 


1-866-552-TRIP  *  kentuckytourism.com 
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Combine  that  with  a  wide  range  of  tax  and  financial  incentives  and  innova- 
tive licensing  and  marketing  assistance  programs,  and  never  has  such  high  quali- 
ty come  at  such  a  low  cost.  By  issuing  the  state's  first  comprehensive  energy  strat- 
egy in  2005,  geared  to  developing  Kentucky's  energy  resources  in  a  responsible 
manner  while  at  the  same  time  maintaining  environmental  integrity,  Governor 
Fletcher  has  taken  steps  to  ensure  the  state's  low-cost  energy  future 

High  Quality 

Kentucky's  commitment  to  keeping  the  cost  of  doing  business  low  is  matched  by 
its  commitment  to  keeping  the  quality  of  doing  business  high.  The  success  of  ai 
business  is  only  as  good  as  the  expertise  of  the  workforce  available,  and  for  the 
fourth  consecutive  year,  Kentucky  has  ranked  in  the  top  ten  in  its  Workforce 
Training  Programs,  according  to  the  June  2006  issue  of  Expansion  Management 
magazine.  The  ranking  is  based  on  a  state's  efforts  in  facilitating  customized  busi- 
ness and  industry-training  services  for  new,  existing  and  expanding  companies 

"The  retention  and  expansion  of  existing  businesses  is  essential  to  the  growth 
of  Kentucky's  economy,"  says  John  Hindman,  the  new  secretary  of  the  Kentucky 
Cabinet  for  Economic  Development,  adding  that  "existing  businesses  are  respon 
sible  for  the  majority  of  new  capital  investment  and  new  jobs  announced  each  yean 

Hindman  should  know.  He  spent  years  in  the  corporate  world  as  an  executive 
at  UPS,  which  has  a  mammoth  sorting  facility  in  Louisville.  "Having  been  in  the 
private  sector,  I  could  see  the  tremendous  opportunities  that  Kentucky  offers, 
says  Hindman.  "Kentucky  works  very  closely  with  all  businesses  in  the  common 
wealth  to  ensure  their  success.  I  aim  to  build  upon  —  and  improve  —  Kentucky'* 
excellent  business  environment." 

As  proof  of  the  importance  the  state  attaches  to  the  expansion  of  existing 
businesses,  the  largest  department  of  the  Kentucky  Cabinet  for  Economio 
Development  is  its  Department  for  Existing  Business  Development,  whic 
offers  a  variety  of  innovative  programs  and  services  to  the  commonwealth': 
existing  businesses. 

The  Kentucky  Film  Office,  located  in  the  State's  Commerce  Cabinet,  alsc 
lends  existing  businesses  a  hand.  Producer  and  Director  Michael  Breeding 
chief  executive  officer  of  Michael  Breeding  MEDIA,  who  has  produced  award 
winning  videos  for  clients 
such  as  Toyota  Motor  Man- 
ufacturing and  Keeneland 
Race  Course,  is  just  one  of 
its  beneficiaries. 

"Showcasing  Kentucky  in 
film  and  video  is  easy  given 
the  diversity  of  geographical 
landscapes,"  says  Breeding, 
"but  the  landscape  for  entre- 
preneurship  in  the  state  is 
equally  vast.  I've  lived  in 
other  places,  but  I  tend  to 
get  more  accomplished  in 
Kentucky.  You  might  call 
Kentucky  the  film  industry's 
best-kept  secret." 


$6  Having  been  in  the  private  sector, 
I  could  see  the  tremendous  opportu- 
nities that  Kentucky  offers.  Kentucky 
works  very  closely  with  all  busi- 
nesses in  the  commonwealth  to 
ensure  their  success.  I  aim  to  build 
upon  —  and  improve  —  Kentucky's 
excellent  business 
environment.^ 


JOHN  HINDMAN 
Secretary, 

Kentucky  Cabinet  for 
Economic  Developmeni 


UNBHIOi-ED  SPIRfT  S 
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Another  Kentucky  business  executive,  Mark  Klein  of 
Corpjester,  Inc.,  who  travels  the  world  using  humor  and 
inspiration  to  help  train  corporate  executives,  finds  inspi- 
ration in  his  home  state. 

"I  tell  everyone  that,  from  A  to  Z,  we  have  the  best  of 
everything  in  Kentucky,"  says  Klein,  adding,  "With  just  one 
letter  alone  —  W  —  we  have  whiskey,  wineries  and  winning 
horses,  and  we  have  25  more  letters  to  go." 

Under  Z  is  Z's  Oyster  Bar  in  Louisville,  whose  owner, 
Mehrzad  Sharbaiani,  originally  came  to  Kentucky  from 
[ran  in  1976  to  attend  engineering  school,  but  became 
nterested  in  restaurant  management  instead.  His  Louisville 
restaurant  has  proven  so  successful  that  he  is  opening  a 
second  Z's  in  Indianapolis. 

"Kentucky  is  very  pro-business,"  he  says,  noting  that  the 
tate  doesn't  put  up  a  lot  of  hurdles  for  someone  with  a  fresh 
dea.  "I  interact  with  a  lot  of  businesspeople,  and  at  first  they 
ome  in  with  a  'wait-and-see'  attitude  about  Kentucky.  But 
ifter  six  months,  they  end  up  loving  it  and  staying  here." 

Northern  Kentucky  is  home  to  Corporex,  a  42-year-old 
nvestment  developer  of  office,  hotels,  sports  clubs,  and 


luxury  condominiums  nationally.  According  to  Bill  Butler, 
president  and  chief  executive  officer,  "The  spirit  of  public- 
private  partnership  is  strong  in  Kentucky.  Kentucky  helps 
business  get  done."  Butler  is  so  committed  to  quality  in 
Kentucky  that  he  hired  world-renowned  architect  Daniel 
Libeskind  to  design  Butler's  latest  creation,  Ascent  at 
Roebling's  Bridge.  This  is  Libeskind's  first  residential  high- 
rise  in  the  United  States. 

The  state's  efforts  to  attract  and  retain  talented  entrepre- 
neurs such  as  Breeding,  Klein,  Sharbaiani  and  Butler  appear 
to  be  paying  off  handsomely.  Forbes.com  recently  ranked 
Lexington  number  30  among  its  "200  Best  Places  for  Busi- 
ness and  Careers,"  and  Expansion  Magazine  listed  Louisville 
among  its  "50  Hottest  Cities." 

Middle  America 

Kentucky's  central  location,  straddling  the  Midwest  and 
the  Southeast,  and  within  a  day's  driving  distance  of  65% 
of  the  nation's  population,  personal  income  and  manufac- 
turing establishments,  gives  it  an  advantage  as  a  vital  place 
to  set  up  a  business. 


A  PLANT  GROWS 


'  IN  KENTUCKY 


In  October  2006,  Toyota  began  producing  the 
Camry  Hybrid  at  our  vehicle  and  engine  plant 

in  Kentucky.  Kentucky  is  home  to:  The  first 
North  American  plant  to  build  a  Toyota  hybrid 

vehicle;  Toyota's  largest  of  our  14  plants  in 
North  America;  and  Toyota's  North  American 
manufacturing  headquarters  and  parts  center. 

Today,  Toyota  employs  more  than  9,000 
Kentuckians  and  is  responsible  for  thousands 
of  other  jobs  in  the  state.  Kentucky's  unbridled 
business  spirit  has  contributed  to  Toyota's  growth 
since  we  first  began  operations  here  21  years  ago. 


TOYOTA 


Toyota  Motor  Engineering  &  Manufacturing 
North  America,  Inc. 


BLUE 

GRASS 

AIRPORT 
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Michael  Gobb 
Executive  Director 


Rolling  green  pastures,  world- 
renowned  bourbon  distilleries, 
beautiful  wineries  and,  of  course,  horses 
—  no  matter  how  many  times  you  fly 
into  Blue  Grass  Airport,  you  will  never 
tire  of  seeing  these  images  as  you  expe- 
rience one  of  America's  most  attractive 
air  approaches. 

Serving  over  1  million  passengers 
each  year,  Blue  Grass  Airport  ranks  as 
one  of  the  most  convenient  airports  in 
the  nation.  The  airport  offers  over  80 
daily  flights  with  nonstop  access  to  13 
major  gateways.  Our  six  major  airline 
brands  make  hundreds  of  worldwide 
destinations  literally  one  stop  away. 

Blue  Grass  Airport  offers  a  variety  of 
corporate  and  general  aviation  services 
including  charter  aircraft,  flight  instruc- 
tion, airplane  maintenance,  aircraft  stor- 
age and  on-site  U.S.  Customs  services. 

Whether  you  are  moving  your  corpo- 
rate offices,  expanding  plant  operations 
or  just  getting  away  for  the  weekend, 
remember  Kentucky  and  think 
Lexington.  Plan  to  visit  us  soon  and  let 
us  welcome  you  to  Kentucky's  natural 
beauty. 

www.bluegrassairport.ccm 
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Kentucky  is  centrally  located  within  a  day's 
drive  of  two-thirds  of  the  total  U.S.  populatioi 


WBlue  Grass 
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Enhancing  the  geographic  location 
is  a  vast  network  of  interstates,  rail- 
roads and  waterways,  along  with  three 
major  airports,  one  of  which  —  the 
Greater  Cincinnati/Northern  Kentucky 
Airport  —  consistently  ranks  among 
the  nation's  top  five  in  passenger 
satisfaction.  The  presence  of  UPS 
in  Louisville  allows  packages  to  be 
shipped  at  any  time  of  day  and  still  get 
to  their  destination  faster,  making  the 
state  a  hub  for  commerce.  Combine  all 
of  this  with  the  widespread  growth  of 
broadband  infrastructure  (there  are 
plans  for  full  broadband  deployment 
by  the  end  of  2007),  and  Kentucky- 
based  companies  are  easily  connected 
to  their  customers  and  suppliers  around  the  country  and  around  the  world. 

This  all  translates  into  a  congenial  business  environment  for  such  corporal 
mega-giants  as  Toyota,  which  recently  became  the  world's  top-selling  automobi 
manufacturer,  and  which  has  its  largest  North  American  plant  in  Central  Kentuck 

"We  found  it  a  terrific  location  to  manufacture  vehicles,  with  a  good  busine 
climate,"  says  Jim  Wiseman,  Toyota's  vice  president  for  corporate  affairs.  "Id 
also  an  excellent  location  for  us  in  terms  of  manufacturing  vehicles,  because  it 
right  smack  dab  in  the  middle  of  the  U.S.  automotive  industry.  We've  got  supp! 
ers  in  30-plus  states,  and  Kentucky's  right  in  the  middle,  so  it  may  be  the  be 
place  to  be  in  terms  of  getting  parts  in  from  all  those  suppliers.  It's  also  hard 
beat  the  location  for  getting  our  500,000  vehicles  per  year  to  dealers." 

High-Tech  and  Higher  Education  Go  Hand-in-Ham 

In  a  world  where  BlackBerrys  have  replaced  briefcases,  hi-fis  have  giv< 
way  to  iPods,  telephones  do  double  duty  as  cameras,  and  digitalization 
the  order  of  the  day,  Kentucky  is  in  the  forefront  of  technological  advance 
It  has  become  the  first  state  in  the  nation  with  a  program  to  specifical 
match  both  Phase  1  and  Phase  2  federal  Small  Business  Innovation  Resean 
and  Small  Business  Technology  Transfer  Research  grants  for  high-tec 
small  businesses. 

Kentucky-based  SBIR-STTR  grant  recipients  can  apply  for  matching  fun 
of  up  to  $100,000  for  Phase  I,  the  exploration  phase,  and  up  to  $500,000  f 
Phase  2,  which  supports  full-scale  research  and  development. 

The  SBIR-STTR  matching  funds  program  is  one  of  several  initiatives  f 
supporting  Kentucky's  high-tech  businesses  and  research  institutions.  Another 
a  Life  Science  Commercialization  Program  that  commits  $10  million  over  tv 
years  to  helping  the  state's  life  science  and  bioscience  companies  turn  their  ide 
into  marketable  products. 

Part  of  Kentucky's  strategic  plan  for  its  high-tech  future  is  an  online  dall 
base  that  will  provide  a  networking  tool  to  facilitate  research  collaboratiol 
and  outside  investment.  The  searchable  database  will  store  information  abc 
the  state's  leading  science  and  technology,  which  can  be  used  by  companies  a 
investors  to  develop  new  business  opportunities. 


V 


M       i  '                                 nil  iiplB            ^*  1,1 

^^^^  '«B^ 

iWllflHiii  ^^SHH 

EH  KM 

3   U   N   T   R  Y 

j    Bourbon  is  the  only  original  American  spirit  -  a  fact  we  celebrate  every 
j  y  in  Louisville.  So  come  raise  a  glass  at  four  of  the  world's  best-stocked  and 
jpst-celebrated  Bourbon  bars  and  savor  some  of  our  amazing  Bourbon- 
||;pired  cuisine.  Then  set  out  to  explore  the  legendary  distilleries  and  relaxed 

untryside  of  Bourbon  Country.  It  will  be  one  of  the  most  colorful,  flavorful 
I  d  unique  experiences  of  your  life.  And  it  starts  right  here  in  Louisville.  To 

ok  your  package,  visit  bourboncountrytravel  or  call  1-888-LOUISVILLE. 
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James  J.  O'Brien 
Chairman  &  CEO 


These  are  exciting  times  at  Ashland. 
We  are  growing  as  a  diversified 
chemical  company.  With  major  offices  in 
the  U.S.,  the  Netherlands,  and  China  and 
operations  in  100  countries,  we  serve 
customers  around  the  globe. 

Our  chemical  products  and  related 
services  are  used  by  industries  as 
diverse  as  automotive  and  transporta- 
tion, adhesives  and  sealants,  building 
and  construction,  cruise  and  merchant 
marine,  inks  and  printing,  metal  casting, 
mining,  packaging  and  converting, 
plastics,  pulp  and  paper,  oil  and  gas, 
recreational  boating,  and  water  and 
wastewater  treatment. 

One  of  our  strengths  as  a  company  is 
applying  our  chemical  formulation 
expertise  to  solve  customers'  problems 
through  the  use  of  specialty  chemicals. 
Every  day,  our  12,000  people  are  at 
work  improving  products,  providing 
solutions  and,  through  chemistry,  mak- 
ing the  world  a  better  place  to  live. 

ASHLAND 

www.ashi3ml.com 

Ashland  Inc.  (NYSE:ASH)  operates  through 
four  divisions:  Ashland  Distribution,  Ashland 
Performance  Materials,  Valvoline  and 
Ashland  Water  Technologies 


Universities  Leading  the  Way  in  Technology 
Research 

Kentucky's  universities  have  also  jumped  on  the  high-tech  bandwagon  in 
big  way.  Noting  that  three-quarters  of  economic  growth  in  the  U.S.  today  i: 
the  result  of  technological  advances,  nearly  all  of  which  comes  from  university 
based  research,  the  state's  institutions  of  higher  learning  are  becoming  increas 
ingly  technology-driven. 

In  an  article  in  The  Lane  Report,  a  Lexington  business  publication,  University 
of  Kentucky  President  Lee  Todd,  Jr.,  commented  on  the  university's  aggressive 
efforts  to  achieve  "Top  20"  status  as  a  research  institution,  an  effort  that  has  beei 
further  enhanced  by  the  announcement  that  the  university  recently  surpassed  tb 
$1  billion  mark  in  its  fundraising  efforts. 

"The  future  of  the  American  economy  lies  in  the  commercialization  o 
university-driven  research,"  says  Dr.  Todd.  "We  can  no  longer  compete  in  th 
low-wage  economic  sectors  where  China,  India  and  other  Asian  and  Lati 
American  countries  can  offer  cheaper  land  and  cheaper  labor,"  he  says,  addin 
that  "we  must  compete  with  innovation,  and  in  the  'brain  game,'  universitit 
must  lead  the  way." 

In  its  effort  to  lead  the  way,  the  UK  Board  of  Trustees  has  approved  th 
establishment  of  the  Institute  for  Workplace  Innovation  (iWIN)  to  improve  wor 
environments  for  Kentucky-based  companies.  Among  the  proposed  services  ar 
creating  a  corporate  roundtable  of  top  employers  to  discuss  developing  an 
maintaining  high-quality  work  environments;  conducting  research  on  Kentucky 
workforce  and  the  practices  of  Kentucky-based  employers;  and  engaging  the  bus 
ness  community  in  adopting  innovative  workplace  practices  by  offering  service 
such  as  executive  and  management  coaching  and  organizational  consultation. 

More  Than  Good  Business 

Commerce  Lexington  President  Robert  Quick  says  Kentucky  offers  the  comple 
package.  "Kentucky's  global  economic  success  brings  business  professionals  froi 
far  and  wide,  and  once  here,  they  realize  what  we  as  residents  already  know 
Kentucky  offers  a  world-renowned  quality  of  life,  a  scenic  landscape,  a  diver: 
economy  with  a  thriving  technology  sector  and  a  strong  health  care  system.'' 
It  is  the  "quality  of  life" 

•»  Lexington  is  the  Horse  Capital  of  the 


that  convinces  people  to  stay 
and  taste  more  of  Kentucky's 
flavor.  The  flavor  of  bourbon, 
for  example.  Kentucky  is  the 
epicenter  of  the  bourbon 
industry.  Ninety  percent  of  the 
world's  supply  of  bourbon 
comes  from  Kentucky,  and 
according  to  Kris  Comstock, 
brand  manager  of  Buffalo 
Trace  Distillery  in  Frankfort, 
the  number  of  premium 
brands  and  vintage  offerings 
in  the  bourbon  industry 
has  skyrocketed  in  the  past 
ten  years.  Of  the  4.5  million 


World,  and  in  201 0,  when  the  world 
comes  calling,  we  will  welcome  visitors  ti 
a  city  rich  with  Kentucky  charm.  Lexingto 
has  something  for  everyone  —  vibrant 
horse,  health  care  and  high-tech  indus- 
tries, as  well  as  Southern  hospitality  and 
world-class  country- 
side. Come  to  Lexingtc 
and  let  us  roll  out  the 
red  carpet  for  you.99 

JIM  NEWBERRY 
Lexington  Mayor 


The  Abraham  Lincoln  statue  at  the  Kentucky 
State  Capitol  in  Frankfort 


barrels  of  bourbon  produced  by  Ken- 
tucky distilleries,  approximately  40%  is 
exported,  with  Australia  being  the  lead- 
ing importer,  followed  by  New  Zealand, 
Germany,  Japan  and  England. 

As  Scotland  has  its  Malt  Whiskey 
Trail  and  Napa  and  Sonoma  have  their 
Wine  Trails,  Kentucky  now  has  an 
official  Bourbon  Trail.  Beginning  in 
Louisville,  visitors  can  journey  into 
Bourbon  Country,  stopping  at  the  seven 
working  distilleries  open  to  the  public, 
and  experience  the  traditions  and  mys- 
tique that  make  Kentucky  bourbon  a 
hallmark  of  Southern  hospitality. 

"We  like  to  think  of  ourselves  as 
Napa  with  a  higher  proof,"  says 
David  Lord. 

The  arts  also  have  become  interna- 
tionally acclaimed,  from  the  Humana 
Festival  of  New  American  Plays  in 
Louisville  to  Paducah's  Lowertown  Dis- 


Ralph  G.  Anderson 
Founder 


Belcan  Corporation  was  founded  in  1 958 
by  Ralph  G.  Anderson,  a  native  of 
Harrodsburg,  Kentucky.  Belcan  is  a  global 
service  provider  with  over  60  locations  and 
7,000  employees  worldwide.  Belcan  offers 
outsourced  and  contract  engineering  services, 
staffing  and  IT  services.  Belcan  currently  has 
three  offices  in  Kentucky,  two  in  Lexington 
and  one  in  Florence,  and  is  actively  support- 
ing the  development  of  the  Kentucky 
Agricultural  Heritage  Museum  in 
Harrodsburg,  Kentucky. 

www.beican.com 


rict,  which  has  become  a  haven  for  artists  from  throughout  the  globe.  According 

0  Mary  Hammond  of  the  Paducah  Convention  &  Visitors  Bureau,  the  artists  "are 
inspired  by  the  community's  creative  energy  and  eclectic  beauty.  The  high- 
luality,  authentic  experiences  found  in  the  Lowertown  Fine  Arts  District  are  truly 
captivating  and  have  helped  revitalize  this  historic  river  town." 

The  fine  quality  of  life  offers  something  for  everyone.  For  water  lovers,  Kentucky 
offers  more  shoreline  than  coastal  Florida.  Hikers  can  travel  through  Mammoth 
Lave,  the  longest  known  underground  cave  system  in  the  world;  sightseers  can 
r lew  the  largest  elk  herd  east  of  the  Rocky  Mountains;  and  history  buffs  can  enjoy 
f  smorgasbord  of  offerings,  including  the  state's  newest  museum  dedicated  to 
The  Greatest,"  former  heavyweight  boxer  Muhammad  Ali.  While  boxing  memo- 
jabilia  is  on  display,  the  Ali  Center  is  dedicated  to  promoting  respect,  hope  and 

1  nderstanding  and  to  encouraging  people  to  find  the  greatness  within  themselves. 


)ne  More 

nternational  Event 


World-class  artists  create  quilts  and  other 
artistry  in  Kentucky. 


|f)uick.  Where  was  Abraham  Lincoln 
lorn?  The  answer  is  ...  Kentucky! 
i  nd  February  12,  2008,  kicks  off  the 

vo-year  national  bicentennial  cele- 
jration  of  the  birth  of  this  great  pres- 
went.  As  the  commander  in  chief 
Jrho  kept  the  U.S.  intact  during  the 

ivil  War,  Lincoln  realized  the  impor- 
ince  of  his  home  state  to  the  future 
E  the  Union.  "I  hope  to  have  God  on 

|y  side,"  said  Lincoln,  "but  I  must 
:  ive  Kentucky." 


Give  your  marketing  film 

WORLD-CLASS  W. 





bee  more: 

www.michaelbreedinqMEDIA.com 
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Kentuc 


In  addition  to  the  humble  cabin  where  he  was  born  in  Hodgenville  —  now  a 
National  Historic  Park  —  his  boyhood  home  at  Knob  Creek,  the  Lincoln  Home- 
stead State  Park  in  Springfield  and  the  Mary  Todd  Lincoln  House  in  Lexington 
are  also  sure  to  attract  international  coverage. 

Over  40  Kentucky  counties  have  a  connection  to  Lincoln,  and  there  are  dozens 
of  special  events  and  celebrations  scheduled  to  remember  his  life.  While  other 
states  may  lay  claim  to  Lincoln,  the  international  celebration  begins  in  Kentucky, 
the  place  of  his  birth  and  his  boyhood  years.  As  Lincoln  himself  stated  later  in  life, 
"I,  too,  am  a  Kentuckian." 

Putting  Out  the  Welcome  Mat 

Rather  than  being  overwhelmed  by  three  major  international  events  in  three  years  in 
the  state,  Kentucky  Commissioner  of  Tourism  Randy  Fiveash  is  taking  it  all  in  stride. 

"I've  worked  in  the  tourism  industry  all  over  the  country,  and  I've  never  seen 
an  instance  where  so  many  world-class  events,  companies  and  conventions  are 
coming  to  one  place,"  says  Fiveash,  adding  that  when  they  come,  "Kentuckians 
welcome  them  with  open  hearts  and  an  unbridled  spirit.  Kentucky  is,  quite  simply, 
the  perfect  place  to  live,  work  or  visit." 

Governor  Ernie  Fletcher  echoes  those  sentiments.  "The  people  of  Kentucky 
have  one  common  message  for  golf  enthusiasts,  horse  lovers,  history  buffs  or  cor- 
porate executives  looking  to  locate  or  expand  an  existing  business.  We  are  wait- 
ing to  welcome  you  with  an  unbridled  spirit."  B 


^  A  $1  Billion  Mixed-Use  Project  Called  OVATION 

World-Class  Developer  of  World-Class  Properties 
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Ashland  Inc. 

www.ashland.com 

Belcan  Corporation 

www.belcan.com 

Blue  Grass  Airport 

www.bluegrassairport.com 

Commerce  Lexington 

www.commercelexington.com 

Corporex 

www.corporex.com 

Kentucky  Cabinet  for  Economic 
Development 

www.thinkkentucky.com 

Kentucky  Commerce  Cabinet 

www.commerce.ky.gov 

Mark  Klein  -  Corp  Jester,  Inc. 

www.corpjester.com 

Michael  Breeding  MEDIA 

www.michaelbreedingmedia.com 

Greater  Paducah  Economic 
Development  Council 

www.gpedc.com 

Kentucky  Department  of  Tourism 

www.kentuckytourism.com 

Lexington  Convention  and  Visitors 
Bureau 

www.visitiex.com 

Louisville  Convention  and  Visitors 
Bureau 

www.GoToLouisville.com 

Louisville  Regional  Airport  Authority 

www.flylouisville.com 

Toyota 

www.toyota.com 

Z's  Oyster  Bar  &  Steakhouse 

www.zsoyster.com 


Hope  &  Profit  in  Africa 


Continued  from  page  102 

pirates  (known  charitably  as  "distributors")  bought  him  a 
BMW  in  gratitude. 

It  is  difficult  to  know  what  hopeful  young  Africans  make 
of  American  rapper  50  Cent's  songs  of  his  gangsta  life  as  a 
crack  dealer.  "You  may  be  trying  to  make  a  consumer  out  of 
someone  who  used  to  be  a  child  soldier,"  says  Hubert  Danso, 
a  Johannesburg  marketing  consultant  who  works  with  MTV. 
"Seeing  success  of  any  kind  gives  them  a  different  perception 
of  the  world." 

The  entertainment  buys  credibility  for  higher  pursuits: 
Uncensored,  an  MTV  Africa  series,  features  African  kids 


talking  about  incest,  sexual  health  and  other  taboo  topics; 
viewers  send  the  show  e-mail  and  cell  phone  text 
messages.  Artists  chime  in,  too,  with  Uganda's  Navio 
discussing  puberty,  Vee  from  Botswana  on  rape  and 
Nigeria's  Weird  MC  talking  about  how  the  media  portray 
men  and  women. 

At  some  point  Okosi  hopes  to  add  gospel  programming 
in  Nigeria,  along  with  comedy  and  African-themed  music 
radio  in  South  Africa,  video  talent  searches  in  Kenya  and 
phone-based  music  channels  in  various  markets.  And  per- 
haps, like  in  Europe,  someday  give  each  big  country  in  Africa 
its  own  MTV  channel.  "The  hardest  thing  may  be  managing 
the  expectations,"  he  says.  "I've  got  all  these  young  people 
who  hope  this  will  change  their  lives.  Maybe  it  will."  F 


AIDING  AND 

ABETTING 

BUSINESS 

ROSE  MENSAH'S  FOOD-EXPORTING  Busi- 
ness in  Ghana  has  seen  profits  grow 
150%  in  two  years  to  5365,000 
despite  doubling  her  payroll  to  150 
people.  Nice,  in  a  country  with  a  per 
capita  income  of  about  5500. 

She  needed  an  affordable  loan 
and  a  good  board  of  directors — and 
got  it,  thanks  to  the  African  Develop- 
ment Foundation.  This  little-known 
U.S.  government  agency  runs  on  only 
$22.7  million  a  year;  it  claims  credit 
for  creating  47,000  jobs  last  year. 

By  targeting  bigger  bets  than 
5100  microloans  but  staying  below 
big-ticket  projects  of  the  World  Bank, 
ADF  builds  a  business  culture  in  16 
African  countries,  creating  jobs  by 
funding  firms  that  are  profitable  and 
sustainable. 

adf  helped  a  new  fish-processing 
plant  in  Uganda  get  air-freight  service 
to  ship  daily  catches  to  customers  in 
Europe;  120  men  in  the  plant's  village 
got  work  as  fishermen.  In  Zambia  the 
program  got  the  paprika  cooperative 
linked  up  with  General  Mills.  At  Blue 
Sky  Farms,  on  the  outskirts  of  the 
Ghanaian  capital  of  Accra,  an  ADF- 
supported  organic  farming  co-op  uses 
the  Internet  to  link  local  farmers  with 


Juice  in  the  tank,  money  in  the  bank:  Nathaniel  Fields  (in 
blue  cap,  center)  with  his  clients  in  Ghana. 


consumers  in  London,  creating  a  kind 
of  international  fan  base  for  Ghana's 
mangoes.  With  adf  funds  a  coffee  ex- 
porter was  cobbled  from  plantations 
ruined  in  Rwanda's  civil  war. 

The  agency  says  that  on  average 
75%  of  borrowers  pay  on  time  at 
three  years;  it  says  the  comparable 
percentage  in  the  U.S.  for  small 
businesses  is  33%. 

adf  is  a  small  offset  to  the 
scarcity  of  financing  in  Africa.  In 
Ghana,  when  Rose  Mensah  wanted 
to  expand  her  sales  of  cassava  flour 
and  palm  oil  to  ethnic  food  stores  in 
the  U.S.,  local  banks  insisted  on  30% 
interest  and  100%  collateral. 

adf  looked  at  her  shop,  helped 
find  auditors  and  a  board  and 
handed  her  an  interest-free  loan.  If 
she  meets  a  strict  repayment  sched- 
ule, she  builds  a  credit  history  that 


adf  uses  to  bring  in 
banks  and  private  eq- 
uity investors.  Then 
adf  walks  away. 

Nathaniel  Fields, 
the  head  of  field  oper- 
ations for  adf,  calls  it  a 
break  from  "the 
benign  attitude  of  low 
expectations"  that 
infects  many  aid  pro- 
grams. "African  busi- 
nessmen will  embrace 
business  without  a 
handout,"  he  says. 
Ghana's  government  has  matched 
adf  funds  with  $5  million. 

Touring  Mensah's  company,  he 
looks  over  new  packaging,  quizzes 
directors  and  asks  about  port  delays. 
Then  Mensah,  in  business  since  she 
was  widowed  in  1989,  says,  "Nate,  I'd 
bet  my  life  on  this  brand!"  He  is  con- 
vinced, and  they  talk  expansion. 

Fields  came  to  the  work  after 
decades  with  usAid  and  in  the  com- 
puter business.  Most  of  ADF's  country 
heads  are  African,  and  other  U.S. 
employees  are  recent  M.B.A.s  and 
midcareer  executives  willing  to  take 
expatriate  packages  worth  about 
$125,000,  about  half  the  cost  of  the 
usual  aid  official. 

Every  penny  counts,  says  Fields. 
"For  $100  million  I  can  change  this 
continent"  he  says.  "Without  jobs, 
Africa  doesn't  make  it."  — Q.H. 
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Quality  check: 
has  shuttered 
U.S.  mills. 


John  Faraci  has  whd 
International  Paper's 
Can  he  succeed  abroa 


d  biHjpHTTrom 

perations. 
i.    By  Evan  Hesse! 


INTERNATIONAL  PAPER  CHIEF  EXEC- 
utive  John  V.  Faraci  kicked  off  the 
board  meeting  in  early  May  by 
loading  his  nine  directors  into  the 
company's  corporate  jet.  After 
three  flights  and  1 1  hours  in  the  air,  the 
weary  group  set  foot  in  Svetogorsk,  Rus- 
sia (pop:  16,000),  a  gritty  industrial  burg 
of  cement  apartment  towers  on  the 
Karelian  Isthmus,  near  the  border  with 


Finland,  surrounded  by  thick  pine  forest. 

The  next  day  Faraci  took  his  compan- 
ions on  tour  of  IPs  1,600-acre  pulp-and- 
paper  mill.  He  showed  off  the  massive  new 
machine  that  bleaches  wood  pulp  in  a 
slurry  of  caustic  chemicals.  He  boasted 
about  slashing  energy  consumption  at  its 
natural  gas  and  biomass  power  plant.  And 
he  walked  the  group  along  a  recendy  reno- 
vated football-field-length  paper  machine 


that  pumps  out  40  tons  of  white  paper  an 
hour.  Thanks  to  cheaper  labor  and  abun- 
dant pulp  supplies,  paper  costs  on  average 
13%  less  to  produce  here  than  in  the  U.S. 

Why  drag  these  folks  halfway  across 
the  world,  instead  of  subjecting  them  to  a 
snappy  PowerPoint  presentation?  Faraci 
has  a  lot  to  prove — to  the  board,  to  long- 
suffering  investors,  to  skeptics  who  see  a 
dying  industry  ground  up  in  the  jaws  ot 
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HUMAN  CAPITAL  MANAGEMENT: 
What  the  C-Suite  Needs  to  Know  About  Recruitment  and  Staffing 


Recruiting  Emerges  8LS  Si 

Competitive  Strategy 


By  David  Creelman 


m     A  "T"  hen  it  comes  to  recruiting,  most 
m/^L/    companies  worry  about  cost  per  hire 
V    ▼    and  the  time  it  takes  to  fill  vacancies, 
hese  operational  measures  are  not  unimportant,  but 
company  isn't  going  to  beat  its  competitors  by 
tving  some  money  in  recruitment.  A  few  companies 
ke  Electronic  Arts,  Nationwide  Insurance  and 
)cloitte  have  a  different  focus.  They  want  to  gain 
n  advantage  —  not  just  fill  empty  jobs. 


At  Electronic  Arts,  the  world's  largest  digital  entertainment 
company,  talent  really  does  matter  more  than  capital.  It's  easy  to 
find  someone  who  will  invest  a  million  dollars;  it's  not  so  easy 
to  find  someone  who  can  write  the  next  great  game. 

"We  had  to  ask  ourselves  a  hard  fundamental  question:  What  is  the 
role  of  the  recruiting  department?"  says  Jeff  Hunter,  director  of 
glohal  talent  technologies  at  Electronic  Arts. 

Most  recruiting  functions  run  like  purchasing  departments.  They 
assume  there  will  always  be  multiple  people  from  whom  to  pick  and 
the  recruiter  is  in  the  driver's  seat.  But  when  critical  talent  is  in  short 
supply,  that  purchasing  model  fails. 


"Wh 


erever 


/ou're  heading,  CORT 
will  be  there." 


Wherever  your  company  and  your  employees  are  heading,  across  town,  the  country  or  around  the 
world,  we'll  be  there.  We'll  be  there  with  all  the  necessary  things  that  make  your  transition  smooth, 
effective  and  efficient. 

Everything  from  online  apartment  locating,  touring  services,  hotel  reservations  and  car  rentals,  to  the 
world's  largest  inventory  of  rental  furnishings  for  offices  and  residences. 

CORT  helps  you  stay  flexible  and  productive  in  the  constantly  changing  environment  of  today's 
business.  And  we  do  it  seamlessly,  with  single-point  accountability,  with  our  hundreds  of  local  delivery 
and  customer  service  capabilities  all  across  the  US  and  in  over  50  countries  around  the  globe. 

If  you're  reading  Forbes,  chances  are  where  you're  heading  is  up.  Fast.  And  CORT  can  help  you  get 
there.  As  our  boss  Warren  Buffett  says,  "We'll  be  there." 

To  learn  more  about  CORT's  national  network,  call  the  CORTline  at  1-888-360-CORT  (1-888-360-2678) 

or  visit  us  at  CORT.com.  CORT.com 


CORT 

Wherever  you're  heading, 
we'll  be  there. 


A  Berkshire  Hathaway  Company 
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"We  realized  recruitment  was  more  like  sales  than  purchasing," 
Hunter  says.  "We  spent  a  lot  of  time  looking  at  how  world-class  sales 
functions  work  and  which  processes  they  use,  and  we  went  to  sales 
conferences  —  things  that  appeared  to  have  absolutely  nothing  to  do 
with  recruiting." 

In  the  sales  model,  recruiters  actively  seek  prospects  and  then  build 
a  relationship. 

"Most  game  developers,  producers  and  artists  are  already  working 
on  long-term  projects.  They  are  loyal  to  the  project,  they  want  to  see 
it  come  to  conclusion  and  they  want  to  get  their  name  in  the  credits. 
So  we  can't  just  get  a  requisition  and  start  making  calls,"  says  Hunter. 
"It  can  take  two  years  to  close  the  deal." 

Traditional  applicant  tracking  systems  don't  cut  it  when  recruiting 
is  based  on  the  sales  model.  Hunter  and  his  team  identify,  evaluate  and 
manage  prospects  using  the  same  tools  a  sales  team  would.  The  com- 
pany uses  recruiting  software  by  Salesforce.com. 

Nationwide  Insurance  also  is  reinventing  recruiting.  Fully  one-sixth 
of  its  jobs  are  in  information  technology.  For  many  IT  jobs,  like  devel- 
oper, architect  or  project  manager,  the  traditional  recruiting  model 
works  fine.  But  that's  not  the  biggest  point  of  leverage  for  innovation. 

"To  get  the  very  best  talent  for  senior  IT  jobs,  you  clearly  can- 
not just  post  a  job  and  hope  that  the  best  people  in  the  world 
apply,"  argues  Randy  Stevens,  director  of  enterprise  IT  recruiting 
for  Nationwide. 

Stevens's  team  uses  a  formalized  methodology  to  identify  a  small 
number  of  key  people  that  Nationwide  would  like  to  attract.  Then, 
rather  than  recruiters  trying  to  "make  the  sale,"  they  get  their  own 
senior  IT  executives  to  build  a  relationship. 

"The  challenge  is,  [as]  you  reach  out  to  talk  to  these  people,  what 
do  you  talk  about?"  asks  Stevens. 

Here  again,  new  technology  plays  a  role.  Nationwide  uses 
Zoominfo,  a  service  that  scans  the  Web,  to  keep  track  of  its  targets. 
Nationwide  can  call  up  the  talent  it  is  wooing  and  say  "We  saw  your 
article"  or  "Congratulations  on  the  award"  or  "We  noticed  you  are 
speaking  at  this  conference."  The  enticement  process  can  easily  take  10 


to  12  months.  That's  a  long  process,  but  that  is  where  the  recruitin; 
function  is  going. 

"Recruiting  has  come  to  a  fork  in  the  road  and  it  has  to  reevaluat 
how  it  adds  value  to  the  business,"  says  Rob  Mcintosh,  U.S.  sourcin 
lead  for  Deloitte.  "Hiring  managers  have  reached  a  point  where  the: 
don't  see  overwhelming  value  in  just  advertising  a  job  and  waiting  d 
see  who  responds.  Recruiters  have  to  build  a  relationship  with  talen 
ahead  of  demand  and  start  being  more  proactive." 

Why  don't  recruiting  functions  get  more  proactive? 

"There  are  a  multitude  of  factors  holding  people  back.  It's  not  s< 
simple  that  if  you  solved  one  challenge,  everything  [else]  would  fa 
into  place,"  explains  Mcintosh. 


"Recruiting  has  come  to  a  fork  in  the  road  and  it  has  to 
reevaluate  how  it  adds  value  to  the  business  .  . . 
Recruiters  have  to  build  a  relationship  with  talent  aheac 
of  demand  and  start  being  more  proactive. " 

—  Rob  Mcintosh,  U.S.  Sourcing  Lead,  Deloitt 


These  barriers  include  recruiting  software  that  doesn't  support 
sales  model  and  recruiters  who  have  grown  up  with  the  old  approac 
There  also  is  a  credibility  issue:  Until  recruiting  starts  doing  a  great  jo 
filling  open  requisitions,  it's  hard  to  convince  anyone  to  explore  nc 
approaches. 

"It  also  has  to  do  with  workload.  Most  recruiters  are  overwhelme 
with  the  volume  of  work,  so  in  that  situation  it's  hard  to  be  proactive 
says  Mcintosh. 

Companies  that  overcome  these  obstacles  and  transform  the 
recruiting  function  will  keep  their  competitive  advantage  for  sorr 
time.  In  areas  of  critical,  hard-to-find  talent,  that  advantage  will  t 
substantial  —  a  fact  that  will  matter  to  the  chief  executive  officer,  n 
just  the  recruiting  department. 


UNDERSTANDING  THE  CRITICAL  NEED  FOR 
EMPLOYEE  RENTAL  RELOCATION  SOLUTIONS 

Relocating  to  a  new  job  in  a  new  location  brings  stress  along  with  excitement  —  both  for  the  relocating  employee  and 
the  human  resource  person  in  charge! 

Today,  more  than  half  of  employees  permanently  relocating  and  more  than  90%  who  are  temporarily  assigned 
to  new  locations  in  the  US  are  renters. 

As  a  result,  companies  must  take  a  comprehensive  view  of  their  relocation  programs,  striking  a  balance 
between  policies  that  attract  and  retain  the  best  employees  and  cost-containment  approaches  that  keep  programs 
within  budget. 

CORT  can  help  you  achieve  that  balance.  From  online  apartment  location  and  touring  services  to  hotel  and  car 
reservations  and  utility  connections,  we  can  help  make  transitions  seamlessly  efficient  —  for  the  employee,  the 
HR  professional  and  management. 

We  pride  ourselves  on  single-point  accountability,  with  hundreds  of  local  delivery  and  customer  service  capabilities 
across  the  US  and  in  over  50  countries  worldwide. 

Call  1-888-360-CORT  today  or  visit  C0RT.com,  and  let  us  go  to  work  for  you. 


Paul  Amo 
Chairman  and  Chi 
Executive  Offio 
COF 
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"The  trees  were  the  whole  reason  I  got  into  this  business":  To  avoid  a  death  spiral  for  IP,  Faraci  sold  off  6  million  acres  of  forest  in  the  U.S. 


overcapacity  and  shrinking  demand. 
Sveiogorsk,  he  believes,  represents  one  of 
a  handful  of  new  investments  abroad — a 
$2  billion  bet  in  Russia,  China  and  Brazil 
on  basically  two  commodities:  white 
printing  paper  and  heavy-paper  packag- 
ing. That  gamble  could  help  the  109-year- 
old  Memphis,  Tenn.  company  become  the 
most  cost-efficient  producer — or  break  it. 
The  board  of  directors,  Faraci  figured, 
have  to  like  Svetogorsk  in  order  to  sign  off 
on  the  $1  billion  or  so  he  wants  to  spend 
a  50-50  joint  venture  with  Ilim  Hold- 
g,  Russia's  largest  pulp  producer. 

Paper  is  a  lousy  business.  Any  brief 
purt  of  profitability  is  inevitably  followed 
y  a  mad  frenzy  of  plant  additions,  and 
hen  by  another  round  of  overcapacity 
nd  depressed  prices.  During  the  current 
depression,  which  stretches  back  over  four 
years,  the  industry's  return  on  capital  has 
averaged  5%  a  year.  Companies  have  faced 
stark  choices:  Abitibi-Consolidated  and 
Bowater  merged;  Weyerhaeuser  decided 
to  chuck  paper  and  focus  on  real  estate 
and  building  materials;  Temple-Inland, 
squeezed  by  Carl  Icahn,  carved  itself  into 
three  companies. 


Faraci  has  spent  the  last  couple  of  years 
wielding  a  massive  ax.  He  has  shuttered  four 
mills  in  North  America,  canning  25,000 
employees,  22%  of  the  total.  That  move  and 
some  cost-cutting  are  supposed  to  add  $1.2 
billion  to  the  bottom  line  through  2008. 
Last  year  he  engineered  the  largest  U.S.  land 


Paper  Tiger 

China  is  a  fast-growing  competitor. 


$54  billon  Asia  s 

paper  and  forestry  sales  last 
year,  vs.  $127  billion  for  U.S. 


Number  of  new  Chinese 

mills  to  be  b^|fibj^0lb;  the 

U.S.  has  dosed  35  since  2005. 
--•jig-—         'i*^'- ., 
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..■China's  cost  per  ton 
hgyA/hite  paper  produced, 

pared  with  $481  in  the  U.S. 


sale  since  the  Louisiana  Purchase,  selling  6 
million  acres  of  forest  in  the  South,  Midwest 
and  Northeast,  raising  $6.6  billion.  IP  is  a 
smaller  but  more  profitable  operation  since 
he  took  over:  In  2006  it  netted  $635  million 
on  $22  billion  in  sales,  versus  $382  million 
on  revenue  of  $25.2  billion  in  2003.  Long- 
term  debt  is  down  from  $13.5  billion  to  $6.5 
billion.  But  the  $39  stock  has  barely  budged, 
despite  IP's  spending  $3  billion  over  2006  and 
2007  to  repurchase  shares. 

An  IP  lifer,  Faraci  joined  the  company 
as  a  financial  analyst  in  1974  after  earning 
an  M.B.A.  from  the  University  of  Michi- 
gan. What  he  loved  about  the  company 
was  its  vast  acreage,  which  reminded  him 
of  his  boyhood  summers,  spent  going  to 
camp,  hiking  and  fishing  in  New  Hamp- 
shire's White  Mountains.  For  15  years  he 
cycled  through  jobs  managing  forests  in 
Oregon,  operating  sawmills  and  running 
the  company's  construction  materials  sub- 
sidiary. He  moved  to  New  Zealand  in  1995 
to  run  papermaker  Carter  Holt  Harvey,  in 
which  IP  held  a  51%  stake.  Four  years  later 
Faraci  was  recalled  to  headquarters  as  chief 
financial  officer. 

IP  was  at  a  critical  point  In  1999  and  2000 
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Faraci  helped  John  Dillon,  then  chief  exec- 
utive, buy  Union  Camp,  Shorewood  Pack- 
aging and  Champion  International  for  a  total 
of  $19  billion.  The  expansion  couldn't  have 
come  at  a  worse  time.  Just  as  paper  demand 
was  lagging,  IP  was  adding  production  ca- 
pacity. The  acquisitions  piled  on  $5  billion 
in  debt.  "In  hindsight,"  Faraci  concedes,  "we 
overpaid." 

That  became  clear  soon  after  Dillon 
stepped  down.  Faraci  began  exploring 
what  new  shape  IP  might  take.  One  option: 
unloading  its  prized  asset— its  forests. 
Timberland  appreciates  4%  a  year  simply 
from  tree  growth:  Relying  on  sustainable 
methods,  IP  could  cut  4%  of  its  standing 
timber  each  year  to  sell  to  its  own  paper 
and  sawmills  or  to  those  of  its  competitors. 
"The  forests  had  been  our  security  blan- 
ket," Faraci  says,  adding  with  a  dash  of 
emotion,  "The  trees  were  the  whole  reason 
I  got  into  this  business." 

In  2005  IP's  forest  resources  division 
carved  up  the  forest  into  66,000  plots  and 
conducted  title  searches  for  each  one. 
Faraci  signed  deals  in  April  2006  selling 
4.2  million  acres  of  forest  to  Resource 
Management  Services  for  $5  billion  in 
cash  and  notes  and  another  900,000  acres 
in  Louisiana,  Texas  and  Arkansas  for 
$1.1  billion  to  TimberStar,  a  unit  of  the 
REIT  Istar  Financial.  Small  timber  outfits, 
individuals  and  environmentalists  bought 
the  remaining  562,000  acres  for  $520  mil- 
lion. (IP  still  owns  500,000  acres  in  the  U.S.) 

Faraci  also  sold  his  wood  products 
division  for  $562  million.  While  a  cyclical 
business,  lumber  can  be  hugely  profitable 
during  housing  booms.  Sales  of  13  lumber 
mills  to  West  Frasier  Timber  of  Canada 
generated  another  $325  million;  five  ply- 
wood-and-lumber  processors  brought  in 
another  $240  million  from  Georgia-Pacific. 

All  told,  IP  swept  up  $1 1  billion.  Faraci 
used  $6.2  billion  to  pay  down  debt  and  $1 
billion  to  fund  pension  obligations.  Those 
two  moves  have  freed  up  $500  million  a  year. 

What's  left?  Paper  packaging,  the  stuff 
of  corrugated  cardboard  and  cereal  boxes, 
and  so-called  uncoated  freesheet  paper, 
used  for  office  and  business  forms, 
envelopes,  printing  and  so  forth.  These  are 
not  especially  profitable  businesses,  with 
Ebit  margins  of,  respectively,  9.7%  and  7%. 
(By  contrast  forest  products,  most  of  them 


Where  there's  smoke:  IP's  new  plant  in  Sao  Paolo  state, 

sold  off,  had  margins  as  high  as  36%.)  So 
Faraci  has  to  be  hyperefficient.  In  the  U.S. 
he's  counting  on  various  moves — layoffs, 
flexible  labor  contracts,  heat-recovery 
devices  to  lower  energy  bills,  new  software 
for  ordering  and  logistics — to  lower  costs. 
But  he  must  also  be  in  markets  where  peo- 
ple are  clamoring  for  paper.  That's  why 
Faraci  is  betting  on  plants  overseas. 

In  Latin  America  demand  is  growing  at 
3.6%  a  year,  capacity  at  only  1%.  Since  1960 
IP  has  been  in  Brazil,  where  access  to  euca- 
lyptus trees — which  grow  in  7-year  cycles, 
compared  with  26  years  for  southern  U.S. 
pine — provide  a  cheap  source  of  pulp.  But 
in  February  Faraci  shifted  gears,  swapping 
a  pulp  mill  in  the  state  of  Mato  Grosso  do 
Sul  for  an  integrated  white  paper  mill  in 
Luis  San  Antonio  in  the  state  of  Sao  Paolo. 
IP  is  already  increasing  capacity  there, 
130%  by  2009,  to  1  million  tons  of  white 
paper  a  year,  convinced  that  Brazil  can  soak 
up  the  additional  output  and  thereby  push 
up  prices.  Operations  there  now  generate 
3%  of  revenue,  but  10%  of  net  profits. 

Faraci's  biggest  wager  to  date:  Russia. 
If  he  persuades  his  board  and  the  Russian 
Federal  Antimonopoly  Service  to  approve  a 
pending  deal,  IP  would  spend  $400  million 
to  buy  a  50%  stake  in  two  mills  in  Siberia 


and  two  in  the  west  that  together  pro- 
duce 2.5  million  tons  of  pulp,  as  well 
as  white  paper  and  containerboard. 
In  addition,  over  three  years  IP  and 
its  partner  would  invest  $1.2  billion 
in  new  capital  equipment,  with  the 
idea  of  increasing  production  by  40% 
and  introducing  new  products.  Faraci 
sees  Siberia  as  a  gateway  to  Asia, 
where  the  mills  now  export  45%  of 
their  pulp  and  where  the  market  is 
expanding  7%  a  year. 

Still,  there's  risk.  Despite  IP's 
goodwill  efforts  in  Svetogorsk,  where 
it  has  created  jobs  for  unemployed 
paper  workers  and  built  an  orphan- 
age, the  Kremlin  could  insist  on 
tough  terms — as  it  has  for  Western 
energy  giants.  As  Credit  Suisse 
analyst  Mark  W  Connelly  says,  it 
could  be  years  before  an  investment 
in  Ilim  pays  off. 

China  poses  even  greater 
potential  obstacles.  In  March  2006 
IP  put  up  $140  million  in  a  joint 
venture  with  Shandong  Sun  Paper,  that 
nation's  fifth-largest  paper-and-packaging 
company.  The  deal  includes  two  coated- 
paperboard  machines  producing  packag- 
ing for  toiletries  and  cigarettes;  a  third 
comes  onstream  later  this  year.  This 
comes  on  top  of  investments  in  nine  cor- 
rugated-box plants  in  China. 

Faraci  vows  to  lift  IP  Asian  sales  from 
an  expected  $250  million  this  year  to  $1.6 
billion  in  2009.  But  that  assumes  he  wil 
consummate  an  as  yet  uncompleted  deal 
for  a  white  paper  plant  (IP  declines  to  name 
where  it  is).  And  that  China's  paper  indus- 
try, backed  by  $24  billion  from  the  State 
Development  &  Planning  Commission, 
doesn't  overbuild  and  overproduce.  New 
Chinese  mills  already  make  and  ship  paper 
for  less  than  any  U.S.  manufacturer,  and 
they  wouldn't  hesitate  to  dump  supplies 
within  their  own  borders  to  keep  the  busi- 
ness chugging.  "The  Chinese  care  more 
about  jobs  than  profits,"  concedes  Michael 
Bruner,  IP's  manager  at  the  Courtland,  Ala. 
plant,  who  has  toured  Chinese  paper  mills. 

Faraci  acknowledges  the  coming  fight. 
"I  know  we  don't  have  this  market  staked 
out,"  he  says.  "We  have  very  strong  com- 
petitors pulling  all  the  levers  they  can.  You 
gotta  run  fast  just  to  stay  even." 
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Written  by  David  Hold  and  Curt  Harler 

rhe  telecommunications  industry  is  undergoing  a 
revolutionary  transformation  from  its  1 00-plus-year 
mission  to  provide  universal  telephone  services  over 
copper  lines  to  a  completely  new  business  model 
ised  on  the  convergence  of  communications  and  entertainment  I 
rvices.  The  nearly  $300-billion-per-year  U.S.  industry  is  on 
e  verge  of  realizing  a  revolution  in  service  delivery,  thanks  to 
e  adoption  of  a  new  technology  paradigm  based  on  the 
ternet  Protocol  (IP),  which  allows  multiple  media  types  — 
>ice,  video,  data  and  music  —  to  travel  over  a  common 
■mmunications  infrastructure.  And  that  physical  infrastruc- 
re  is  being  significantly  upgraded  and  enhanced  as  the  so-called 
ist  mile"  of  copper  phone  lines  is  replaced  with  optical  fiber 
id  wireless  technologies. 

This  massive  network  modernization  is  being  made  at  great 
pital  expense  by  top-tier  telecom  operators  determined  to 
:ure  their  position  for  the  next  century,  because  the  leaders  of 
ese  companies  realize  that  the  alternative  is  to  watch  their  tra- 
tional  lines  of  business  being  steadily  eroded  by  competition 
lerging  from  nontraditional  sources.  The  new  competition  in  the 
jiving  market  for  converged  services  comes  from  many  sources, 
lging  from  large  cable  TV  operators  to  next-generation 
rernet-based  service  providers  to  the  substitution  effects  of  the 
est  wireless  technologies. 

E  NEW  MULTIMEDIA  BUSINESS  MODEL 

Industry  leader  AT&T  has  fully  embraced  the  converged  services 
siness  model.  Chris  Rice,  chief  technology  officer  at  AT&T, 
i  Antonio,  Texas,  says,  "We've  moved  from  being  just  a  telecom- 
mications  business  to  being  a  multimedia  business." 
\ccording  to  Rice,  the  industry  has  evolved  from  one  consisting 
.inly  of  wireline  and  wireless  phone  companies  to  an  IP-based 
iltimedia  universe  offering  a  "three-screen"  (PC,  cell  phone 
i  TV)  model  of  content  delivery  over  broadband  networks, 
here  is  a  new  vision  of  what  we  can  deliver,"  he  says, 
n  2006,  AT&T  launched  its  residential  U-verse  service,  starting 
Texas  and  California.  It  offers  cutting-edge  digital  television 
1  ultrafast  Internet  services  riding  on  the  company's  fiber-rich 


network.  AT&T  says  it  is  the  only  national  provider  with  a  100% 
IP-based  TV  service,  with  plans  to  offer  the  service  to  18  million 
households  by  the  end  of  2008.  Its  theme  for  U-verse  TV  is  that 
it  is  "cooler  than  cable."  It  combines  next-generation  digital  televi- 
sion —  including  access  to  more  than  25  high-definition  (HD) 
channels  —  with  high-speed  Internet  access.  Users  can  record  up 
to  four  TV  programs  at  once. 

GROWING  DEMAND  FOR  BANDWIDTH 

To  meet  the  growing  demand  for  bandwidth  caused  by  the 
convergence  of  communications  and  entertainment  services, 
AT&T  has  built  a  40-gigabit-per-second  IP-based  backbone. 
"It  will  be  the  only  full  40-Gb  backbone  in  the  country," 
Rice  says. 

Video  entertainment  offerings  like  AT&T  U-verse  are  expected  to 
make  the  most  of  that  bandwidth.  Rice  anticipates  that  consumers 
will  send  video  from  one  mobile  device  to  another,  or  from  a  cell 
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phone  to  a  TV.  AT&T  Video  Share  and  AT&T  Homezone  ser- 
vices are  among  the  multimedia  applications  that  will  also  take 
advantage  of  expanded  bandwidth,  as  will  its  Remote  Home 
Monitoring  service. 

For  its  corporate  and  government  customers,  AT&T  delves 
deeply  into  security-related  issues.  The  company's  flagship  VPN 
(Virtual  Private  Network)  offering  includes  a  number  of  security 
features  such  as  systems  to  identify  worms,  viruses  and  Trojans  on 
the  network.  Rice  says  the  company  will  also  offer  network-based 
firewall  services,  both  integrated  into  the  network  core  and  as 
^alue-added  offerings. 
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INDUSTRY  GIANTS  TO  SHARE  THEIR 
VISION  OF  THE  FUTURE  AT  NXTcomm  2007 

AT&T  is  one  of  more  than  450  exhibitors  that  will  have  a  sizeab 
presence  at  NXTcomm  2007  (www.NXTcommShow.com).  Presente 
joindy  by  the  Telecommunications  Industry  Association  (TIA)  an 
USTelecom  and  scheduled  to  debut  at  Chicago's  McCormick  Plac 
June  18-21,  NXTcomm  is  the  new  industry  event  uniting  the  pre 
mier  information  and  communications  technology  suppliers  with 
world's  leading  communications  and  entertainment  companies. 

The  keynote  speakers  at  NXTcomm  2007  will  be  Randa 
Stephenson,  chairman  and  chief  executive  officer,  AT&T  Inc 
Michael  Sabia,  president  and  chief  executive  officer,  Be 
Canada  Enterprises;  John  Chambers,  chairman  and  chief  exe< 
utive  officer,  Cisco  Systems,  Inc.;  Kevin  Martin,  chairmai 
Federal  Communications  Commission  (FCC);  Bob  Wrigh 
vice  chairman  and  executive  officer,  GE,  and  chairman,  NB1 
Universal;  Ed  Zander,  chairman  and  chief  executive  office 
Motorola;  and  Ivan  Seidenberg,  chairman  and  chief  executh 
officer,  Verizon  Communications. 

"This  is  the  event  for  all  of  the  industry  —  a  unified  venue  f< 
the  converged  industries,"  says  Wayne  Crawford,  executive  direct/ 
of  NXTcomm  LLC.  He  anticipates  a  diverse,  global  crowd  ■ 
20,000  buyers,  enterprise  and  telco  attendees,  exhibitors  and  tho. 
seeking  educational  sessions  to  come  to  Chicago. 


"There  is  a  new  vision  of 
what  we  can  deliver." 


Chris  Rice 

Chief  Technology  Officer,  AT&T 
San  Antonio,  Texas 


AT&T's  Chris  Rice  will  be  one  of  several  top-tier  industry  chi 
technology  officers  who  will  speak  on  next-generation  commur 
cations  technology  during  an  ATIS  TechThink  Technology  confe 
ence  session,  taking  place  in  conjunction  with  NXTcomm,  em 
tied  "What's  NEXT  Is  NOW:  Delivering  Telecom's  Converg< 
Network  and  Entertainment  Experience." 

"What  technology  suppliers  are  bringing  to  the  show  are  sol 
tions  for  this  multimedia  industry  where  everyone  now  operate; 
says  Rice.  AT&T  will  also  feature  its  voice-over-IP  (VoIP)  servic 
for  both  business  and  consumer  customers,  which  run  on  its 
Multimedia  Subsystem  (IMS)  architecture. 

"It's  all  about  the  converged  communications  and  informatk 
industries,"  says  Crawford.  "The  driving  force  is  the  publics  appeti 
for  digital  video  delivered  over  multiple  platforms." 


13 


CONQUER 

new  markets.  Without  new  security  risks. 

You're  pressured  to  grow.  Globally.  But  safely.  We  can  help 
you  design  a  solution  that  accommodates  growth.  And 
incorporates  protective  measures  into  your  network.  In 
other  words,  security.  Delivered.  For  everything  you  need 
for  your  world,  go  to  business.att.com/onwardenterprise. 
And  it's  onward,  business. 


Tony  Fernandes 

Proletariat 
Capitalist 

Tony  Fernandes  revolutionized 
Asia's  airline  industry  by 
introducing  the  region's  first 
low-cost  carrier.  Now  he's  plotting 
more  insurgencies  in  hostelry  and 
banking  |  By  Justin  Doebele 


TAKING  A  BREAK  FROM  AN 
investor  presentation  at  the  Ritz- 
Carlton  in  Singapore,  AirAsia's 
Tony  Fernandes,  sporting  a  red 
baseball  cap,  flips  through  his 
company's  140-page  annual  report.  He 
pauses  on  2  of  the  16  ads,  one  from  AIG  and 
one  from  General  Electric.  "We're  the  only 
company  in  the  world  putting  ads  in  our  an- 
nual report,"  he  boasts.  "For  others  it's  a  cost, 
but  we  made  a  $50,000  profit." 

Fernandes,  43,  relishes  turning  costs 
into  cash.  After  all,  he  built  a  small  fortune 
by  being  budget-conscious.  Less  than  six 
years  ago  he  and  a  partner  paid  a  debt-rid- 
den Malaysian  company  27  cents  for  a 
troubled  carrier  and  assumed  its  $1 1  mil- 
lion in  debt.  He  relaunched  AirAsia 
Berhad  as  Asia's  first  low-fare  airline  and 
the  regions  first  carrier  to  allow  customers 
to  buy  tickets  online  and  through  mobile 
phones.  The  no-frills  outfit  got  rid  of  free 
food  and  drink,  frequent-flier  programs, 
airport  lounges,  even  cleaning  crews; 
flight  attendants  now  clean  the  cabins 
after  flights.  Ads  are  sold  on  the  airplanes' 
overhead  bins  and  tray  tables. 

All  this  has  helped  AirAsia  become 
one  of  the  world's  lowest-cost  carriers, 
according  to  ABN  Amro.  Its  cost  per  seat- 
mile  is  3  cents,  about  half  what  it  costs 
U.S.  airline  Southwest.  Its  average  ticket 
price  is  $37.  Its  net  profit  could  triple  to 
$100  million  on  sales  of  $340  million  for 
the  fiscal  year  ending  in  June,  according  to 
Merrill  Lynch.  Thirty  million  passengers 


have  flown  on  the  airline  since  its  2001 
launch.  Fernandes  and  his  cofounder  and 
deputy  chief,  Kamarudin  Meranun, 
together  are  worth  $420  million. 

Now  Fernandes  plans  to  fund  a 
grander  ambition  to  make  other  services 
affordable.  He  is  rolling  out  three  budget 
businesses,  to  be  owned  and  operated  sep- 
arately from  AirAsia:  hotel  chain  Tune 
Hotels,  financial  products  Tune  Money 
and  a  long-haul,  low-cost  version  of  Air- 
Asia. "Everyone  in  Asia  is  chasing  the  top 


end.  We  are  doing  the  opposite,"  says 
Fernandes.  "We  revolutionized  air  travel  in 
Asia.  Now  we  plan  to  revolutionize  the 
hotel  and  financial  service  industries  for 
the  masses.  I'm  a  'proletariat  capitalist.'" 

Born  in  Malaysia,  Fernandes  spent  most 
of  his  childhood  in  the  U.K.,  where  he  lived 
near  an  airport.  After  graduating  from  the 
London  School  of  Economics  he  worked  for 
two  years  as  an  accountant  for  Richard  Bran- 
son's Virgin  Records,  and  it's  pretty  obvious 
where  he  gets  some  of  his  ideas.  Even  Air- 
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Asia's  colors  are  the  same  as  Virgin's  red  and 
white,  though  Fernandes  doesn't  like  the 
comparison.  "Branson  will  start  a  business, 
put  managers  in  to  run  it  and  go  start  an 
other  one,"  he  says,  "I  like  building  and  run- 
ning businesses.  But  we  both  like  to  have  fun.  ' 

He  then  spent  almost  a  decade  as  a  music 
executive  at  Warner  Music  Group,  where  he 
produced  albums  for  such  groups  as  the  Scor- 
pions (German  rockers);  he  eventually  moved 
back  to  Kuala  Lumpur  to  run  Warner 
Music's  Southeast  Asian  operations.  It  was 
there  that  he  met  Meranun,  who  had  sold  a 
record  company  to  Warner.  The  two  became 
friends  and  then  business  partners.  "We  con- 
tact each  other  almost  daily,  by  phone, 
Internet,  SMS,"  says  Meranun.  "You'd 
think  we're  lovers  if  you  saw  some  of  our 
SMSs,  like  'I  miss  you,  when  are  you 
coming  back?'" 

While  it  is  easy  to  dismiss  Fernan- 
des as  a  copycat  of  Branson  or  Greek 
entrepreneur  Stelios  HajiToannou, 
creator  of  budget  brands  like  Easyjet  and 
EasyHotels,  Fernandes  insists  his  inspi- 
ration comes  from  AirAsia's  customers. 
Finally  able  to  afford  flying,  they  have 
trouble  finding  places  to  stay  If  Fernan- 
des doesn't  house  them,  Super  8  might. 
This  chain,  owned  by  U.S.  hotelier 
Wyndham  Worldwide,  entered  China 
in  April  2004;  it  now  has  110  motels  either 
open  or  opening  soon  in  58  cities.  French 
hotel  group  Accor,  which  owns  Motel  6, 
signed  an  agreement  with  a  large  Dubai  prop- 
erty developer  to  build  100  Formule  1 
budget  hotels  in  India.  Stelios  plans  to  open 
six  EasyHotels  in  India. 

Sensing  a  big  opportunity  in  Southeast 
Asia,  Fernandes,  Meranun  and  Dennis 
Melka,  a  former  Credit  Suisse  investment 
banker  whom  they  had  befriended  several 
years  earlier,  pooled  their  resources  to  start 
Tune  Hotels  18  months  ago.  The  partners  put 
up  $3.5  million  through  their  holding  com- 
pany, Tune  Ventures,  in  which  they  own  45%, 
30%  and  25%,  respectively.  They  got  another 
$2  million  from  individual  investors  and 
employees.  Melka  is  the  projects  executive  di- 
rector in  charge  of  daily  operations. 

The  first  Tune  Hotel  opened  in  Kuala 
Lumpur  on  Apr.  27,  just  five  months  and  four 
days  after  renovations  had  begun.  The  new 
property  has  173  rooms,  up  from  an  origi- 
nal 100.  Like  AirAsk;       xlerior  is  red  and 


white.  The  rooms,  which  cost  as  little  as  $3 
a  night,  come  with  a  King  Koil  mattress  with 
a  250-thread-count  duvet,  an  electronic 
door  lock  one  power  outlet,  one  window  and 
a  bathroom  with  a  high-pressure  shower. 
Hooks  hang  on  the  walls  in  place  of  closets. 

Right  now  the  floors  are  concrete, 
rather  than  carpeted,  although  the  com- 
pany plans  to  install  tiles  or  linoleum. 
There  are  no  towels,  soap,  phone  or  radio, 
though  the  first  two  can  be  purchased  in 
the  hotel's  24-hour  store.  Air-condition- 
ing and  television  (LCD  screens  will  be 
installed  later  this  year)  cost  extra.  "The 
toilet  paper  is  free,"  jokes  Melka. 


Sleepover  in  Kuala  Lumpur:  Tune  Hotels,  with  rooms 
costing  as  little  as  $3  a  night,  are  Fernandes'  attempt 
to  provide  cheap,  clean  lodging. 


To  help  keep  rates  low,  Tune  Hotels  leases 
space  to  a  fast-food  restaurant  on  the  first 
floor  and  is  selling  ad  space  on  room  walls, 
on  room  keys,  in  hallways  and  in  the  lobby. 
CIMB  bank,  King  Koil,  Nippon  Paint,  Nesde 
and  Marigold  are  some  of  the  advertisers.  It 
squeezes  in  an  extra  seven  rooms  by  includ- 
ing in  the  layout  fewer  linen  rooms  than 
hotels  usually  have. 

The  hotel  has  been  operating  at  92% 
occupancy  since  it  opened.  Tune  Hotels, 
which  plans  to  open  17  more  locations  next 
year,  is  closing  on  $75  million  of  institutional 
property  funds  from  Gulf,  Asian  and  Euro- 
pean investors.  Using  leverage  as  well,  it  fig- 
ures it  will  have  enough  to  fund  6,500  rooms 
at  45  hotels  at  an  average  cost  of  $22,000  per 
room,  including  land.  Tune  Hotels,  which 
will  eventually  franchise  the  properties, 
expects  to  recoup  the  typical  $1  million  in- 
vestment in  each  hotel  in  under  two  years. 

Fernandes  and  partners  are  laying  the 
groundwork  for  Tune  Money,  which  will  offer 
such  financial  products  as  prepaid  credit 


cards,  low-cost  insurance  and  mutual  funds, 
sold  directly  to  the  public  through  its  Web 
site.  "Some  30%  of  AirAsia  customers  don't 
have  their  own  credit  card,"  says  Melka.  The 
nascent  business  gained  some  credibility  in 
April  when  Malaysian  financial  services 
firm  CIMB  took  a  25%  stake  in  the  venture 
for  an  undisclosed  sum.  (Tune  Ventures  still 
holds  a  44%  stake.)  The  company  recendy 
selected  Aviva  as  its  lead  underwriter,  the 
same  one  used  by  Virgin  Money.  The 
Malaysian  government  is  rumored  to  be  close 
to  awarding  it  the  nation's  first  new  card 
license,  for  a  prepaid  Visa  card,  in  several 
years.  Assuming  both  the  hotel  and  finance 
businesses  meet  their  growth  targets, 
Tune  Ventures  hopes  to  take  them  pub- 
lic in  two  to  four  years. 

Fernandes'  riskiest  venture  is  an- 
other airline.  He  is  attempting  to  start 
AirAsia  Long  Haul  Low  Cost  Carrier, 
becoming  one  of  a  few  to  attempt  such 
a  feat  since  Sir  Freddie  Laker  tried  and 
failed  with  Skytrain  in  the  1970s. 
Others  include  Oasis  Airlines,  which 
launched  a  budget  route  between  Hong 
Kong  and  London  last  fall,  and  Canadas 
Zoom,  which  will  offer  low  fares 
between  New  York  and  London  this 
summer.  The  Fernandes  undertaking 
could  cost  $100  million. 
The  new  carrier  is  owned  by  Fly  Asian 
Xpress,  a  small  airline  serving  rural  routes  in 
East  Malaysia  that's  also  owned  by  Fernan- 
des and  Meranun.  AirAsia  Long  Haul  will 
lease  its  name  from  AirAsia  and  give  it  an 
option  to  purchase  20%  of  the  carrier  in  the 
future.  In  return  it  will  be  able  to  use  the  par- 
ent company's  ticketing  Web  site  and  uni- 
forms. But  already  the  venture  has  hit  a  snag. 
Its  initial  July  launch  date  has  been  pushed 
back  to  September  because  Boeing  couldn't 
deliver  the  airplanes  quickly  enough.  It  is  also 
opting  to  initially  fly  the  shorter  distances  to 
China,  before  flying  to  Europe. 

On  top  of  all  this,  Fernandes  has  big  plans 
for  AirAsia  that  include  possibly  tripling  its 
fleet  in  five  years.  In  January  the  airline  placed 
an  order  for  50  Airbus  A320s  with  an  option 
on  another  50.  It  is  quite  a  full  plate.  The  ques- 
tion is  whether  Fernandes  will  be  able  to  give 
the  necessary  attention  to  so  many  projects 
to  pull  them  off.  He  is  undaunted.  After  all, 
he  says,  he  did  buy  AirAsia  a  week  before  the 
Sept  1 1  terrorist  attacks.  F 
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Heart  Healthy  Die 

And  the  French  Paradox 

Written  by  Jason  Forsythe 

How  can  people  who  smoke,  have  average  or  above-average  blood 
pressure  and  eat  rich  foods  have  a  lower  heart  attack  rate  than  many 
Americans?  The  French  paradox  has  been  a  topic  of  discussion  for 
cardiologists  and  epidemiologists  for  more  than  60  years  —  and  the 
answer  can  be  summed  up  in  one  phrase:  the  Mediterranean  diet. 


rhe  World  Health  Organization  began  looking  into  the 
paradox  in  1946,  when  it  launched  a  study  corn- 
ring  the  lifestyles  of  people  living  in  areas  with  low 
rdiac  death  rate  —  specifically  Crete,  southern 
ily  and  southern  France  —  with  those  in  land- 
i:ked  parts  of  northern  Europe  and  North 
Tierica.The  seven-year  study  was  the  first  to 
zeal  that  the  predominant  factor  was  diet. 
|ie  Mediterraneans  ate  more  fruit, 
Igetables  and  fish  than  their  counter- 
rts  in  more  industrialized  countries, 
hey  also  had  more  active  lifestyles, 
insumed  a  modest  but  regular  amount 
]  alcohol  and  generally  ate  much 
« aller  portions  of  everything. 
|  'Ultimately,  their  diet  is 
llilthier  because  of  portions," 
[plains  Dr.  Richard  Stein, 
;ctor  of  preventative  cardi 
I  gy  at  Beth  Israel  Hospital 
}  Mew  York  and  author  of 
Kf/iVm^  Heart  Disease. 

HTING 

TURATED  FATS 
V  more  exhaustive 
year  study  cor- 
orated  the  finding 
Americans  develop  heart 


disease  from  a  sedentary  lifestyle  and  an  unhealthy  diet.  The 
study  concluded  that  people  need  a  diet  low  in  saturated 
fats,  including  trans  fats,  which  are  added  as  a  preserva- 
tive to  extend  the  shelf  life  of  many  store-bought 
baked  goods  and  also  used  to  fry  fast  foods.  Even  a 
1%  or  2%  increase  in  trans  fats  increases  the  risk  of 
0    jr„      a  heart  attack  by  25%. 

In  the  1960s,  researchers  began  targeting 
antioxidants  called  omega-3s,  found  in 
fish  oils.  Omega-3s  were  found  to 
actually  inhibit  the  process  of  athero- 
genesis  (the  buildup  of  plaque  inside 
the  arteries)  and  ultimately  reduce 
the  risk  of  heart  attack.  The 
renowned  Lyon  Study  con- 
firmed this  anecdotal  evidence 
^^^^      V^^^  by  i  i^roup 

of  French  heart  attack  sur- 
vivors, placing  them  on  the 
Mediterranean   diet  and 
replacing  their  butter  with 
canola-oil-enriched 
margarine.  Vegetable 
oils  like  canola  are 
naturally  rich  in  a 
polyunsaturated 
fatty  acid  called 
alpha-linoleic  acid 
(ALA)  —  which  the  body  naturally 
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Almond  Boon 
of  California 


DAILY  NUTRIENT  GOALS  USED  IN  THE  DASH 
STUDIES  (FOR  A  2,100-CALORIE  EATING  PLAN) 


How  a  simple  choice 
makes  a  big  difference. 

Do  you  know  how  many  almonds  are 
in  one  ounce?  About  23!  Eating  a 
one-ounce  serving  of  almonds  a  day 
is  a  simple  choice  that  makes  a  tasty, 
healthy  difference.  Low  in  saturated 
fat  and  high  in  vitamin  E,  almonds  are 
one  snack  you  can  literally  take  to 
heart.  Research  shows  that  eating  an 
ounce  of  almonds  a  day  in  place  of 
foods  higher  in  saturated  fat  may 
help  you  maintain  a  healthy  choles- 
terol level.  Plus,  they're  a  great 
source  of  protein  and  fiber!  For  more 
heart  health  information,  tasty 
recipes  and  simple  snack  ideas,  visit 
www.AlmondsAreIn.com. 

One  ounce  of  almonds  provides: 

•  35%  of  daily  value  of  vitamin  E 

•  20%  daily  value  of  magnesium 

•  6  grams  of  protein 

•  3  grams  of  fiber 

•  A  tasty  way  to  get  calcium,  iron 
and  other  important  nutrients 


eln.corri 


Total  Fat 

Saturated  Fat 

Protein 

Carbohydrate 

Cholesterol 

Sodium 

Potassium 

Calcium 

Magnesium 

Fiber 


27%  of  calories 
6%  of  calories 
18%  of  calories 
55%  of  calories 
150  mg 
2,300  mg* 
4,700  mg 
1,250  mg 
500  mg 
30  g 


*  1,500  mg  of  sodium  was  a  lower  goal  tested  and  found  to  be  even  better  for  lowering 
blood  pressure.  It  was  particularly  effective  for  middle-aged  and  older  individuals, 
African  Americans  and  those  who  already  had  high  blood  pressure. 

Source:  Your  Guide  to  Lowering  Your  Blood  Pressure  with  DASH,  National  Heart, 
Lung,  and  Blood  Institute  (NHLBI) 


converts  to  omega-3s.  After  five  years, 
the  experimental  group  experienced 
dramatically  reduced  heart  attack  rates 
compared  to  the  control  group. 

But  how  does  the  Mediterranean 
lifestyle  translate  to  American  palates? 
There  are  a  few  shortcuts,  says  Dr.  Stein. 
"Anyone  can  consume  the  same  amount 
of  ALA  as  the  French  in  the  Lyon  study 
with  a  handful  of  walnuts,  pecans 
or  almonds,"  he  says.  "I  grab  a  handful 
of  walnuts  or  almonds  every  day  because 
I  was  so  impressed  by  this  study.  I  tell  my 
patients  to  do  the  same  —  and  they  don't 
complain,  because  they  taste  good." 

THE  DASH  DIET 

The  National  Heart,  Lung,  and  Blood 
Institute  of  the  National  Institutes  of 
Health  created  the  DASH  diet  in  the 
1990s  to  address  high  blood  pressure  — 
which  had  traditionally  been  treated, 
rather  unsuccessfully,  simply  by  restricting 
salt  intake.  DASH  is  designed  to  increase 
potassium,   magnesium    and  calcium 


intake  with  foods  readily  available  2 
American  supermarkets,  and  to  do  it  re) 
atively  cheaply  and  easily.  According  t 
Dr.  Stein,  DASH  offers  the  best  chanc 
for  his  patients  to  outlive  heart  disease. 

"Weight-loss  diets  can  be  extreme  i 
the  beginning,  but  when  they  get  to  th 
maintenance  phase,  they  are  basically  tb 
same  as  the  DASH  diet,"  explains  D 
Stein.  "One  of  the  worst  things  you  ca 
do  is  go  on  a  popular  weight-loss  di< 
and  lose  15  pounds,  then  gain  it  bacl 
and  then  lose  the  15  pounds  again.  Til 
yo-yo  effect  seems  to  bring  a  higher  rii 
of  cardiac  complications  to  extren 
dieters  than  to  people  who  eat  selective! 
but  are  content  to  stay  a  little  heavy." 

For  Dr.  Stein,  the  answer  is  a  regul 
diet  rich  in  colored  fruits  and  vegetable 
skimmed  milk,  antioxidants  (like  graj 
or  pomegranate  juice),  and  a  lot  of  fis 
And,  like  the  Mediterraneans,  consun 
smaller  portions.  "There  isn't  one  mag 
bullet  or  ingredient;  it  is  the  sum  of  o 
diet,  day  in  and  day  out,  year  after  year.' 


Web  Directory 
Almond  Board  of  California 
www.  AlmondsAreIn.com 


Step  I :  Take  some  tasty  California  Almonds  to  the  g 

Step  2:  Snack  on  a  handful  before  or  after  you  work  o 

Step  3:  Get  pumped  up  knowing  that  studies  show  that 
eating  an  ounce  of  almonds  a  day  (about  23)  can  help 
you  maintain  a  healthy  cholesterol  level. 

Step  4:  Repeat  daily. 


Remember:  Snacking  on  almonds  always  gives 
you  a  powerful  lift.  They  have  protein,  fiber  and 
vitamin  E,  plus  every  crunch  is  cholesterol-free. 


almonds  are  in! 


www.AlmondsAreIn.com 


Huntsman 


The  Right  Chemistry 

Peter  Huntsman  walked  into  a  mess  at  the 
family  company.  With  the  help  of  his  notable 
father  and  Asia's  industrial  appetite,  he  is 
finding  the  way  out !  By  Phyllis  Berman 


FOR  MORE  THAN  A  DECADE  HUNTSMAN  CORP.,  THEN 
the  largest  privately  held  producer  of  commodity  chem- 
icals in  North  America,  would  entertain  a  few  hundred 
clients  at  an  annual  barbecue  in  the  back  yard  of  founder 
Jon  Huntsman's  suburban  Salt  Lake  City  home.  Because 
the  owners  are  Mormons,  all  drinks  were  soft.  Among  dozens  of 
items  being  subtly  pitched  were  commodities  like  polystyrene. 

A  lot  of  things  were  different  at  the  event  in  Shanghai  last 
fall.  The  340  partygoers  at  the  Pudong  Shangri-La  Hotel  were 
treated  to  cocktails  as  well  as  a  five-course  sit-down  dinner. 
Huntsman  Sr.  was  there  but  had  ceded  the  reins  to  his  second 
son,  Peter,  44.  The  company  is  now  listed,  and  it  has  ventured 
far  afield— into  China,  Singapore,  Pakistan,  Bangladesh, 
Malaysia,  Thailand  and  18  other  countries.  And  Huntsman  has 
veered  away  from  polystyrene,  that  common  plastic  of  egg  car- 
tons and  hamburger  clamshells,  into  molecules  that  are  a  little 
less  commodity-like.  Big  item  to  brag  about  in  Shanghai:  meth- 
ylene diphenyl  diisocyanate,  a.k.a.  MDI.  This  is  a  building  block 
for  the  urethane  foam  that  lines  the  soles  of  sneakers  and  insu- 


The  future  is  polyurethanes: 
Shanghai  Chemical  Industry 
Park.  A  second  plant  like  this 
is  planned  in  China  for  2012. 


lates  refrigerators.  Among  the 
attendees  at  the  shindig  was  an 
executive  from  Nike,  a  down- 
stream customer  of  this  exciting 
chemical.  Also  present  were  glamorous  models  wearing  appare! 
treated  with  still  more  exotic  Huntsman  products  that  make 
fabrics  stain-  and  wrinkle-resistant.  "This  is  the  new  Hunts- 
man!" exclaimed  Huntsman  Sr.,  69. 

It  had  to  be  new.  The  old  Huntsman  almost  went  bust,  c 
consequence  of  the  fact  that  it  was  steeply  leveraged  and  tha 
producing  commodity  chemicals  like  polystyrene  is  as  volatile 
a  business  as  there  is. 

Jon  Huntsman  founded  the  company  in  1970.  At  first  he 
made  styrofoam  food  cartons,  buying  the  styrene  from  chemica 
companies.  Beginning  in  1983— the  same  year  Peter  joined  the 
company  as  a  truck  driver  after  dropping  out  of  the  University  o 
Utah— Huntsman  Sr.  began  integrating  backwards,  buying  com 
modify  chemical  plants  from  oil  and  chemical  companies  tha 

Continued  on  page  14. 
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City  Skyline  Beach,  Durban,  South  Africa 

To  attract  investment,  Durban  has 
credit  ratings  of  AA+  and  claims  the  best 
combination  of  business  and  pleasure 
infrastructure  in  the  republic.  Workers 
have  just  completed  rolling  out  the  last 
miles  of  fiber-optic  cables,  which  will 
service  888  square  miles  of  the  munici- 
pality and  60  miles  of  Indian  Ocean 
coastline.  In  the  agricultural  sector,  the 
focus  is  on  the  development  of  biofuel. 

Another  project  under  discussion 
would  equip  Durban's  street  vendors 
with  handheld  devices  that  would  enable 
them  to  order  and  pay  for  goods  via 
Internet  banking. 

"This  would  facilitate  a  substantial 
escalation  in  economic  and  social  devel- 
opment," says  Curtis. 


"These  social  backlogs  can  only  be  addressed 
two  ways  in  terms  of  getting  money  to  fund 
them.  The  first  is  to  get  funding  from  other 
spheres  of  government.  The  other  is  to  get 
substantially  more  private  sector  investment. 

Russell  Cuius,  chief  executive,  Durban  Investment  Promotion  Agency 


Yet,  while  the  benefits  of  sustained, 
decade-long  economic  development  are 
beginning  to  show  in  Gauteng,  Kwazulu- 
Natal  and  the  other  South  African 
provinces,  unemployment  nationwide 
still  stands  at  25%  and,  paradoxically, 
there  is  an  acute  shortage  of  skilled 
workers. 

To  solve  the  problem.,  job  training  has 
become  as  important  as  job  creation  for 
both  the  governmc i  •    1       vness  leaders. 


At  present  the  number  of  jobs  being 
created  is  increasing  by  a  modest  5,000 
a  year.  However,  many  of  these  jobs  are 
of  higher  quality  than  in  the  past,  and 
more  workers  are  gaining  formal 
employment. 

Curtis  says  that  Kwazulu-Natal,  as  the 
most  populated  province,  has  the  broad- 
est mix  of  skilled,  semi-skilled  and 
unskilled  labor,  and  the  most  progressive 
training  schemes.  "We  are  linked  to 
some  of  the  fastest  skills  development 
programs,  which  are  backed  by  the 
University  of  Kwazulu-Natal,"  he  says. 

Nationwide,  as  the  authorities  tackle 
the  skills  shortage,  living  standards  are 
rising  and  a  growing  number  of  workers 
and  businesses  are  paying  more  taxes. 
^^^^^^^^^      With  public 
finances 
strengthened  by 
a  decade  of 
sound  fiscal 
policies  and  an 
expanding  tax 
base,  the  gov- 
ernment is  now 
substantially 
increasing  its  spending  on  infrastructure 
and  the  social  services  required  by  the 
millions  still  living  in  dire  poverty. 

In  2007,  for  the  first  time,  South  Africa 
recorded  a  budget  surplus,  and  Finance 
Minister  Trevor  Manuel  marked  the 
moment  by  announcing  that  the  country 
would  spend  $6.3  billion  on  infrastruc- 
ture projects  over  the  next  three  years. 

These  investments  will  improve  public 
transport  and  supply  the  basic  services  of 


water,  sanitation  and  electricity  to  those 
schools,  clinics  and  poor  households  ths 
still  lack  them. 

Such  is  the  country's  economic  progre^ 
that  some  now  hope  the  government  ca| 
achieve  its  primary  aim  of  halving  unem- 
ployment and  poverty  by  2014,  ten  year: 
after  it  first  set  that  target. 

Prospects  for  achieving  this  goal  are 
enhanced  by  the  preparations,  already 
under  way,  to  stage  the  soccer  World  Cu 
a  sporting  event  second  only  to  the 
Olympic  Games  in  size  and  with  the 
largest  worldwide  television  audience. 

The  country  is  spending  more  than 
$1 .9  billion  on  upgrading  its  airports, 
improving  its  road  and  rail  network, 
building  or  renovating  ten  World  Cup 
stadiums,  and  enhancing  its  tourism  fac 
ities  in  readiness  for  an  estimated  3  mil- 
lion visitors  for  the  soccer  tournament. 

Consultants  have  estimated  that  the 
World  Cup  events  will  pump  around 
$3.1  billion  into  the  economy,  generat- 
ing $1.8  billion  in  direct  spending  and 
creating  160,000  new  jobs.  With  this 
prospect  on  the  horizon,  South  Africa  i: 
tackling  the  efforts  to  overcome  its  skill 
shortage  with  renewed  urgency.  ❖ 
Michael  Knipe 
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Encouraging  learning 


With  national  unemployment 
estimated  at  more  than  25% 
of  the  labor  force,  job  cre- 
ation is  one  of  South  Africa's  funda- 


Laboratory  technicians  monitoring  water  quality  samples 

mental  problems,  says  Membathisi 
vldladlana,  South  Africa's  minister  of 
abor.  "But,"  he  adds,  "so  is  the  skills 
shortage.  Remember,  30%  of  our  pop- 
jlation  has  no  education  and  cannot 
ead  or  write." 

The  country's  sustained  economic 
jrowth  over  the  past  eight  years  has 
)utpaced  the  supply  of  skilled  workers 
entering  the  job  market.  The  govern- 
ment's goal,  therefore,  is  to  increase 
he  number  of  engineering  graduates 
rom  the  present  average  of  4,000  a 
I  ear  to  12,000  a  year  by  2010,  and  the 
number  of  qualified  artisans  from 
>,000  a  year  to  50,000  a  year  over  the 
iame  period. 

One  of  the  academic  institutions 
ingaged  in  helping  to  meet  these  tar- 
gets is  the  Durban  University  of 
echnology  (DUT). 

The  first  university  of  its  kind  in 
^outh  Africa,  the  DUT  was  created  in 

002  by  the  merger  of  the  hundred- 
ear-old  Technikon  Natal  with  the  ML 
ultan  Technikon.  Malukmahomed 


Lappa  Sultan,  an  immigrant  who 
arrived  from  India  in  1880,  founded 
the  latter  during  the  apartheid  era. 
After  his  successful  business  career,  he 
was  instrumental  in 
the  1950s  in  establish- 
ing a  technical  educa- 
tion facility  for  Indian 
people. 

Today  the  university 
has  a  multiracial  stu- 
dent population  of 
more  than  20,000,  an 
academic  staff  of  560 
and  four  faculties 
(arts,  commerce,  engi- 
neering science  and 
health  science),  spread 
across  seven  campus 
sites. 

"Most  of  our  engi- 
neering students 
begin  working  before 
they  have  even  fin- 
ished their  three-year 
diplomas,"  says 
Professor  Nqabombi 
Gawe,  the  university's 
deputy  vice  chancellor. 

"We  have  forged 
effective  partnerships 
with  industry  and 
other  employers  to  ensure  the  rele- 
vance of  our  programs,  hence  the 
employability  of  our  students. 
Quality-wise,  it  is  industry  that  keeps 
us  on  our  toes." 

Gawe  says  the  DUT  is  still  in  the 
process  of  defining  what  a  university 
of  technology  should  be  within  the 
South  African  context  and  how  it 
should  handle  its  relations  with  the 
industrial  sector. 

"It  is  critical  to  distinguish  between 
our  role  as  the  generator  of  knowledge 
and  theirs  as  the  users  of  knowledge," 
she  says. 

The  university's  staff  has  the  capacity, 
she  says,  to  produce  graduates  who 
not  only  will  be  employable  but  will 
have  the  ability  to  create  further  jobs 
and  spread  knowledge. 

To  improve  access  to  its  facilities,  the 
DUT  offers  bridging  courses  for  stu- 
dents who  have  the  capacity  to  cope 
with  undergraduate  studies  but  lack 
the  qualifications  for  some  of  the  for- 
mal programs  offered.  ❖ 


A  lifestyle  of  business 
and  pleasure  together 

Durban,  KZN,  South  Africa, 
seamlessly  combining  a  world- 
class  business  environment  with 
an  out-of-this-world  lifestyle. 

But  it  is  so  much  more. ...Durban 
is  the  global  business  gateway  to 
South  Africa,  Africa  and  the  world. 

Here  is  Africa's  busiest  port,  the 
continent's  top  conferencing  city 
and  South  Africa's  leading 
domestic  tourist  destination.  This 
is  a  'smart'  city,  maximising  fibre- 
optics  and  broadband.  This  is  a 
city  which  boasts  a  world-class 
manufacturing  sector  and  the 
second  largest  industrial 
concentration  in  South  Africa. 

This  is  an  African  city  with  a 
competitive  edge  seldom  found 
anywhere  in  the  world  today. 

In  Durban  we  have  a  city  rich  in 
investment  opportunities.  In 
Durban  you  have  an  investment 
location  to  access  those 
opportunities.... 

we  can  help  you 

make  it  happen,  now. 
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CITY  OF 
POLOKWANE, 
CHOSEN  TO  HOST 
2010  FIFA 
WORLD  CUP  - 

MAKE  IT 
YOUR  CHOICE. 


POLOKWANE 


MUNICIPALITY 


PO  Box  111,  Polokwane  0700 
Limpopo  Province,  South  Africa 
+27  15  290  2000 

www.polokwane.org.za 


A  double-hulled  tanker  leaving  Duncan  Dock  in  Cape  Town  Harbor 

Trading  on  expertise 


As  the  world's  largest  producer  of 
gas-to-liquid  (GTL)  fuels,  South 
Africa  is  seeking  to  trade  its 
expertise  in  this  field  with  the  continent's 
major  oil-  and  gas-producing  countries 
for  the  benefit  of  all. 

"We  want  to  see  how  we  might  use 
the  expertise  and  infrastructure  available 
in  South  Africa  to  work  with  our  African 
counterparts  who  are  bigger  producers 
of  oil  and  gas,"  says  Sipho  Mkhize,  the 
chief  executive  of  PetroSA,  the  republic's 
national  oil  company. 

"Such  collaboration  would  act  as  a 
springboard  in  alleviating  the  petroleum 
shortage  on  the  continent  since  past 
structures  and  inefficiencies  have  forced 
many  African  countries  to  import  these 
products." 

South  Africa  uses  more  than  half  a  mil- 
lion barrels  of  oil  a  day  and,  with  few 
energy  resources  of  its  own,  must  import 
more  than  80%  of  this  total.  Fortunately, 
its  GTL  technology  and  infrastructure  is 
the  world's  best. 

Mkhize  believes  that  by  trading  with 
each  other,  South  Africa  and  the  conti- 
nent's oil-  and  gas-producing  nations  could 
minimize  their  respective  energy  costs. 

South  Africa  has  long  been  on  the 
path  to  becoming  the  world's  largest 
producer  of  GTL  fuels. 

Technology  for  making  gasoline  from 
coal  was  first  developed  in  Germany  in 
the  1920s  and  was  further  developed  by 
Sasol,  South  Africa's  synthetic  fuels  and 
chemical  company,  in  the  1980s  after  the 


republic  was  subjected  to  an  internation 
oil  embargo  because  of  its  racist  policies 

When  Sasol  was  privatized,  the  tech- 
nology passed  to  PetroSA. 

The  national  oil  company,  establishec 
in  1965  for  the  purpose  of  oil  and  gas 
exploration,  pioneered  the  adaptation  c 
existing  coal-to-gasoline  technology  int 
the  chemical  conversion  of  natural  gas 
into  liquid,  now  known  as  GTL.  This 
process  is  not  to  be  confused  with  LNG 
(liquefied  natural  gas),  which  uses  a 
refrigeration  process. 

PetroSA  developed  distinctly  home- 
grown technologies  and  operational 
methods  and  built  the  world's  first  corr 
mercial  GTL  plant  west  of  the  town  of 
Mosselbay,  on  South  Africa's  scenic 
Garden  Route.  It  continues  to  be  the 
world's  largest  facility  for  gas-to-liquid 
processing. 

"The  uniqueness  of  the  technology 
that  it  is  very  clean  in  comparison  to 
other  technologies  and  assists  in  envi- 
ronmental control,"  says  Mkhize. 

Jn  its  efforts  to  maintain  and  increase 
the  country's  supply  of  fuels,  PetroSA 
actively  engaged  in  worldwide  explo- 
ration for  oil  and  natural  gas  as  well  as 
pursuing  its  downstream  refining  oper, 
tions.  Its  gas-to-liquid  plant  currently 
supplies  about  7%  of  South  Africa's  lie 
uid  fuel  needs,  which  reach  the  marke 
through  the  supply  channel  of  the  inte 
national  oil  companies.  In  the  future, 
however,  Mkhize  is  planning  to  supply 
the  home  market  directly.  ❖ 
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World  cup  impact 
on  investment 


Dnce  a  gold  rush  town,  Polokwane 
is  preparing  to  be  a  goal  rush  city. 
In  201 0  it  will  be  one  of  the  nine 
□uth  African  cities  to  host  matches  of 
jccer's  World  Cup.  A  new  stadium, 
otels  and  an  international  convention 
?nter  are  already  under  construction. 
It  is  expected  that  Polokwane  will  take 
II  the  preparations  and  the  arrival  of 
lousands  of  international  soccer  fans  in 
ride. 

Founded  by  the  Dutch  Voortrekkers  in 
884,  and  originally  called  Pietersburg,  it 

now  the  capital  of  Limpopo  Province 
nd  one  of  the  fastest-growing  cities  in 
le  Southern  Hemisphere.  And  as  a 
fsult  of  post-apartheid  border  changes, 
s  population  has  swollen  from  50,000 
)  580,000. 

Also,  as  the  largest  metropolitan  corn- 
ex  in  the  north  of  the  republic,  it  has 
?come  a  major  transit  link  to  and  from 


the  neighboring 
countries  of 
Botswana, 
Zimbabwe, 
Mozambique  and 
Swaziland. 

The  N1  route 
from  Johannesburg, 
which  runs  the 
length  of  the 
province  from  north 
to  south  and  passes 
through  Polokwane, 
is  the  busiest  overland  route  in  Africa  for 
cross-border  trade  in  raw  materials  and 
goods. 

Mayor  Thabo  Makunyane  believes  that 
in  addition  to  bringing  in  revenue,  the 
World  Cup  soccer  matches  staged  in 
Polokwane  will  enhance  the  city's  inter- 
national image  and  promote  further 
investment. 


South  African  soccer  fans 


"Food  processing  would  be  a  good 
investment  here,  as  fruit  and  vegetable 
farming  is  a  major  activity,"  he  says. 
"Limpopo  supplies  more  than  50%  of 
the  country's  tomatoes,  but  at  the 
moment  there  are  no  places  to  process 
them." 

There  is  also  a  need  for  the  retail  sec- 
tor to  respond  to  the  increasing 


DURBAN 


he  Durban  University  of  Technology  celebrates  its  vision,  which  identifies  DUT  as  "a  leading  university  of  technology  in  Africa  that  nurtures 
holistic  education  and  the  advancement  of  knowledge". 

DUTs  mission  is  to  serve  the  needs  of  developing  societies  within  a  dynamic  global  context  and  to  enable  quality  teaching,  learning,  research  and 
community  engagement  by: 

Providing:  Quality,  career-focused  education,  and  Promoting:  A  values-driven  ethos  Sustainable  partnerships  with  industry,  community  and 
society,  Excellence  in  applied  and relevant  research  and/Empowering:  Sfa/fandsfudenfsfosucceedandEnsuring  university  sustainability. 

DUT  is  a  vibrant  multi  campus  tertiary  institution  at  the  cutting  edge  of  higher  education,  technological  training  and  research.  We  offer  seventy- 
two  academic  programmes,  both  full-time  and  part-time,  in  four  faculties,  on  state-of-the-art  campuses  in  Durban  and  the  Midlands.  The 
qualifications  range  from  Certificate  courses,  National  Diplomas  to  Bachelor's,  Master's  and  Doctorate's  in  Technology  Degrees. 

DUT  does  not  see  itself  as  a  research-intensive  organisation;  however,  research  is  a  core  function.  The  selection  of  DUTs  applied  research 
;  programmes  is  defined  by  "excellence  with  relevance".  These  are  central  to  a  number  of  regional  and  national  imperatives,  contribute  to  poverty 
eradication  and  attempt  to  address  the  Millennium  Development  Goals. 

i  The  National  Research  Foundation  (NRF)  of  South  Africa  is  a  key  funder  of  research  at  DUT.  The  following  are  NRF  funded  research  niche  areas: 
water  and  wastewater  technology;  appropriate  design  education  for  sustainable  development;  materials,  design  and  manufacture;  dynamical 
systems  research  and  ICT  and  development.  | 

For  more  information  on  the  Durban  University  of  Technology  contact:  S 

Ms  Nomonde  Mbadi  | 
Director:  Public  Affairs  and  Communication  f 

PO  Box  1334,  Durban,  4001 
Tel:  +27  31  204  2106,  Fax:  +27  31  202  2475 

Email:  mbadinom(5)dut.ac.za  ^ 
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affluence  of  Polokwane's  citizens.  While 
property  prices  have  boomed,  says  Mayor 
Makunyane,  shops  are  still  selling  lesser- 
quality  goods,  and  as  a  result  residents 
are  traveling  out  of  the  province  to  shop. 

Sello  Moloto,  premier  of  Limpopo 
Province,  says  that  the  poverty  of  the 
province  during  the  apartheid  era  was 
simply  due  to  neglect  of  its  natural 
resources. 

"Since  the  inception  of  the  new  gov- 
ernment we  have  not  added  much  value 
to  [natural  resources],"  he  says.  "All  we 
have  done  is  expose  and  profile  the 
opportunities  and  put  in  place  the  legisla- 
tive framework  to  allow  investors  to 
come  in." 

Now,  he  says,  the  province  is  seeking 
to  add  value  to  its  natural  resources 
before  exporting  them. 

Currently,  mining  and  quarrying 
account  for  21  %  of  Limpopo's  economic 
activity,  and  tourism  and  trade  for  11%. 

With  a  population  of  5  million,  the 
province  supplies  more  than  half  of  South 
Africa's  oranges,  tomatoes,  mangoes  and 
avocados;  has  some  of  its  largest  planted 
forests  of  eucalyptus  and  pine;  and  is  the 
source  of  half  of  the  country's  recoverable 
reserves  of  coal.  All  of  these  areas  offer 
opportunities  for  investment. 


"Food  processing  would 
be  a  good  investment  here, 
as  fruit  and  vegetable 
farming  is  a  major  activity." 

Thabo  Makunyane,  mayor  of  Polokwane 

Limpopo,  says  Moloto,  is  now  investing 
in  the  provision  of  skills,  offering  scholar- 
ships to  good  students  who  need  assis- 
tance and  focusing  on  training  engineers 
and  developing  trade  skills. 

"We  believe  that  investing  in  skills  will 
pay  back  in  the  next  five  to  ten  years," 
he  says.  ♦> 


World-class  competitors 


Although  it  is  preparing  for  its  cen- 
tenary celebrations  next  year,  the 
University  of  Pretoria's  gaze  is 
fixed  firmly  on  the  future. 

"'Going  beyond'  is  woven  into  our 
strategic  intent,"  says  Professor  Calie 
Pistorius,  the  university's  vice  chancellor 
and  principal. 


Lab  students  at  work,  Hatfield  Campus,  University 
Pretoria 

As  one  of  four  South  African  universi- 
ties rated  among  the  world's  top  500, 
the  University  of  Pretoria  plays  a  signifi- 
cant role  in  the  life  of  the  republic,  not 
only  by  providing  higher  education  and 
research  facilities,  but  by  helping  to  build 
the  country's  social  structures  and  con- 
tributing to  its  intellectual  debate. 

With  40,000  residential  and  10,000 
distance-learning  students,  U.  of  Pretoria 
is  one  of  the  largest  institutions  of  higher 
learning  in  Africa.  As  befits  a  leading 
academic  establishment  located  in  a 
racially  diverse  population,  more  than 
half  of  its  students  are  black,  and  around 
one-quarter  of  its  2,000  foreign  students 
are  from  other  African  countries. 

The  university's  contribution  to  the 
national  goal  of  increasing  black 
empowerment  is  further  reflected  by  the 
fact  that  of  the  more  than  9,000 
degrees  it  awards  each  year,  it  confers  a 
third  of  them  on  black  students. 

Just  as  important  as  the  diversity  of  its 
student  body  is  the  emphasis  the  univer- 
sity places  on  academic  innovation.  In 
addition  to  serving  as  the  vice  chancellor. 
Professor  Pistorius  is  the  chairman  of  the 
National  Advisory  Council  on  Innovation 
in  South  Africa  and  has  made  the  pur- 


of 


suit  of  innovation  one  of  the  university's 
primary  aims.  For  many  years  it  has  beei 
the  republic's  leading  research  university 
particularly  in  the  fields  of  science  and 
engineering. 

The  university  has  nine  faculties,  special 
izing  in  economic  and  management 
sciences;  education;  engineering,  built 
environment  (architecture,  town 
planning)  and  information  tech- 
nology; health  sciences;  humani- 
ties; law;  natural  and  agricultura 
sciences;  theology;  and  veterinar 
sciences. 

Not  surprisingly,  the  university 
attracts  its  share  of  outstanding 
undergraduate  students,  and 
more  than  30%  of  the  current 
enrollment  finished  high  school 
with  six  or  more  distinctions. 
Many  of  those  pursuing  degrees 
on  its  campuses  today  will 
become  South  Africa's  future 
leaders. 

Postgraduate  students  are  of  I 
similar  high  quality,  and  the  uni- 
versity leads  the  national  field  ir 
doctoral  enrollments. 

"We  need  to  prepare  these  students 
to  be  the  leaders  of  the  future  who  car 
compete  in  a  globalized  world,"  says 
Professor  Pistorius.  "This  country  was 
politically  isolated  for  a  long  time,  and 
luckily  this  is  no  longer  the  case. 

"However,  we  remain  geographical 
isolated.  We  are  now  part  of  the 
global  community,  and  we  have  to 
work  hard  to  improve  our  internation 
competitiveness." 

When  South  Africa  emerged  from  its 
isolation  following  the  demise  of  the 
apartheid  era  in  1994,  the  path  was 
open  for  radical  changes  in  educations 
policies.  Seven  years  later,  its  higher  ed 
cation  institutions  underwent  a  compre 
hensive  restructuring  exercise.  Many  of 
them  merged,  a  number  of  well-knowi 
establishments  closed  and  new  ones 
came  into  being. 

U.  of  Pretoria  retained  its  identity,  b 
like  other  institutions  in  the  republic,  it 
took  the  opportunity  to  redefine  its 
vision  and  mission,  which  it  did  by  rein 
forcing  its  commitment  to  academic 
excellence  and  emphasizing  its  determ 
nation  to  be  a  premier  research  center. 
It  also  focused  on  enhancing  its 
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We  need  to  prepare  these  students  to  be  the 
?aders  of  the  future  who  can  compete  in  a  globalized 
i/orld.  This  country  was  politically  isolated  for  a  long 
ime,  and  luckily  this  is  no  longer  the  case." 

vfessor  Calie  Pistorius,  vice  chancellor,  University  of  Pretoria 


putation  internationally  by  collaborat- 
g  with  universities  around  the  world.  It 
as  strengthened  its  established  links 
ith  North  American  and  European  insti- 
itions,  particularly  with  the  United 
:ates.  Professor  Pistorius  obtained  mas- 
r's  and  Ph.D.  degrees  in  electrical  engi- 
?ering  from  Ohio  State  University;  a 
aster's  degree  in  management  of  tech- 
Dlogy  from  the  Massachusetts  Institute 
:  Technology  (MIT);  and  he  completed 
1  advanced  management  program  at 
e  Harvard  Business  School. 
The  university  is  also  developing 
iances  with  Asia,  South  America, 
jstralia  and  New  Zealand,  and  staff 
id  students  felt  great  pride  and  satis- 
ction  when  President  Hu  Jintao  of 
pina  chose  the  University  of  Pretoria  as 


the  venue  for  a  major  policy  speech  on 
Africa  during  his  recent  state  visit  to  the 
continent. 

In  line  with  this  international  outlook, 
the  university  supports  and  promotes 
multilingualism.  It  conducts  courses  in 
English  and  Afrikaans  —  two  of  South 
Africa's  1 1  official  languages  —  and  pro- 
motes a  third  language,  Sepedi,  spoken 
by  many  of  the  students  and  staff. 

The  U.  of  Pretoria  also  encourages  the 
learning  of  non-South  African  languages. 
It  has  introduced  Spanish  courses,  for 
example,  with  the  assistance  of  the 
Spanish  Embassy,  and  plans  to  offer 
courses  in  other  languages. 

Another  important  strand  of  the  uni- 
versity's activities  is  its  cooperation  with 
the  private  sector,  science  councils  and 


government  agencies.  A  wide  spectrum 
of  national  and  international  companies 
and  agencies  have  contacted  the  univer- 
sity's major  research  centers,  such  as  the 
Forestry  and  Biotechnology  Institute,  the 
UP  Water  Institute  and  the  Center  for 
Human  Rights. 

U.  of  Pretoria  has  also  established  a 
range  of  campus  companies  whose  activi- 
ties include  the  provision  of  continuing 
education,  sports,  market  research  and 
venture  capitalism.  Start-up  companies,  a 
number  of  which  are  joint  ventures  with 
outside  organizations,  are  commercializing 
several  of  the  university's  research  projects. 

It  is  the  university's  job,  Professor  Pistorius 
believes,  to  deliver  a  new  generation  of  South 
Africans  who  have  a  global  view  and  under- 
stand the  nature  of  international  competitive- 
ness. It  must  also  ensure  that  a  fair  share  of 
the  world's  best  students  come  to  South 
Africa. 

"We  must  not  only  educate  world-class 
engineers,  doctors,  teachers  and  leaders 
in  other  fields,  we  must  also  deliver 
world-class  people  who  can  compete  with 
the  world's  best  anyplace,  anytime,"  he 
says.  ❖ 


PetroSA:  Pioneering  Energy  Solutions 

The  Petroleum  Oil  and  Gas  Corporation  of  South  Africa,  or  PetroSA,  owns,  operates  and 
manages  South  Africa's  commercial  petroleum  assets.  We  are  world-renowned  as  pioneers 
in  the  production  of  gas-to-liquid  (GTL)  fuels. 

PetroSA's  Mossel  Bay  site  is  the  largest  of  only  three  plants  worldwide  that  operate  GTL 
technology  commercially.  Our  quality  produce,  approximating  36  000  barrels  per  day,  is  widely 
sought  after  internationally. 

As  innovators  of  a  revolutionary  gas  conversion  process,  we  are  the  benchmark  of  sustainable 
energy.  We  host  a  resolute  commitment  to  meet  the  growing  demand  for  cleaner  and  more 
efficient  energy  solutions. 

www.petrosa.com 
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PetroSA 


You  see  the  back 
We  see  academic  backing 


Our  potential  to  see  beyond  the  obvious  has  not  only 
established  us  as  a  mind  leader  in  South  Africa,  but  has 
positioned  us  among  the  top-500  universities*  in  the  world. 

The  University  of  Pretoria  is  a  people-orientated 
institution  driven  by  a  spirit  of  innovation,  striving  to  be 
the  academic  home  for  the  rich  diversity  of  South  Africa's 
academic  talent.  Our  quest  for  excellence  has  made  us  a 
leader  in  the  fields  of  research  and  academic  achievement, 
which  has  earned  us  the  status  of  a  significant  role-player 
in  our  community  as  well  as  a  distinguished  international 
competitor. 


Community  engagement  forms  an  integral  part  of  learning 
and  teaching  and  is  incorporated  into  our  undergraduate 
and  postgraduate  academic  programmes,  projects  and 
research  efforts  with  particular  focus  on  competencies  that 
can  alleviate  developmental  and  capacity  problems  in 
communities. 

By  drawing  from  a  wealth  of  creative  and  intellectual 
resources,  we  create  an  environment  of  equal  opportunities 
and  transformation.  A  true  top  500  institution. 


Leading  Minds 


UNIVERSITEIT  VAN  PRETORIA 
UNIVERSITY  OF  PRETORIA 
YUNI VESITHI   YA  PRETORIA 


3f  Pretoria  Pretoria  0002  South  Africa 

!2  420  4111  Fax:  +27  (0)  12  420  4555  Website:  www.up.ac.za  E-mail:  csc@up.ac.za 

pff  ng  University's  Institute  for  Higher  Education  has  listed  UP  as  one  of  the  top-500  universities  in  the  world. 
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Rising  to  a  challenge:  Peter  Huntsman 


Its 


Continued  from  page  134 
were  anxious  to  dispose  of  them.  Hunts- 
man Corp.  put  in  little  cash  of  its  own.  It 
borrowed  heavily  from  the  sellers  and 
from  investors  buying  its  junk  bonds.  In 
all,  Huntsman  Sr.  bought  34  chemical 
businesses. 

Peter  took  over  in  2000,  as  Huntsman 
was  enjoying  its  most  profitable  month  in 
history.  His  father,  who  was  stricken  with 
prostate  and  lip  cancer  in  the  early  1990s, 
wanted  to  devote  himself  to  aiding  disease 
research.  But,  commodity  chemicals  being 
a  cyclical  business,  a  year  later  the  cycle 
had  turned.  With  a  global  capacity  glut  in 
2001  chemical  prices  softened,  even  as 
raw- material  costs  like  natural  gas  began  a 
fivefold  price  increase.  Huntsman's  North 
American  operations  were  losing  $1  million  a  day  in  cash 
junk  bonds  traded  down  to  10  cents  on  the  dollar. 

A  vulture  capital  firm  stepped  in  to  offer  $500  million  in 
financing.  Peter  had  to  cut  $200  million  out  of  costs— for 
starters — to  sustain  the  financial  footing.  More  would  be  needed. 
Its  headquarters  moved  to  Houston,  the  petrochemicals  center 
of  the  U.S.  Huntsman  needed  to  shift  out  of  the  North  American 
basic-chemical  business  as  well.  "For  decades  it  was  a  given  that 
the  U.S.  exported  commodity  chemicals;  now  Sabic  [Saudi  Basic 
Industries]  is  by  far  the  largest  exporter  in  the  world  and  no 
American  operation  can  begin  to  compete  with  them,"  Peter 
says.  He  began  a  one-year  process  of  divestitures  that  has  clipped 
i  third  from  revenues.  For  a  family  company,  saying  good-bye  to 
ongtime  associates  added  to  the  stress. 

Peter  needed  to  rescue  the  balance  sheet.  He  took  the  com- 
pany public  in  2005,  raising  $1.6  billion,  almost  all  of  which  was 
ased  to  pay  off  debt.  He  is  raising  another  $  1 .8  billion  by  selling 
iff  factories.  The  vulture  finance  firm,  MatlinPatterson,  con- 
certed its  position  into  a  majority  equity  stake,  but  the  family 
icept  voting  control.  Between  credit  rating  upgrades  and  reduced 
llebt,  Peter  has  sliced  interest  expense  from  $600  million  in  fiscal 
j!004  to  an  estimated  $220  million  for  the  fiscal  year  ending  in 
lune.  He  did  this  while  continuing  the  buildup  in  Asia,  making 
Itmple  use  of  help  from  partners  such  as  the  German  chemical 
producer  BASF  and  a  subsidiary  of  the  Chinese  oil  company 
anopec. 

MDI  will  represent  40%  or  so  of  Huntsman's  $10  billion  in 
tevenues  this  year,  and  for  the  moment  it  is  a  profit-gusher,  with 
!!n  Ebitda  margin  of  20%.  The  first  MDI  site  is  a  $1  billion  plant 
0  miles  from  Shanghai  that  produces  260,000  tons  a  year. 
Huntsman  aims  to  open  a  second  Chinese  MDI  plant  in  2012. 
)espite  the  volumes  this  item  is  not  viewed  by  Huntsman  as  a 
ommodity  product,  because  making  it  cheaply  and  at  a  consis- 
ent  quality  demands  secret  recipes. 

On  the  drawing  board:  a  plant  on  Singapore's  Jurong  Island 
3  produce  polyetheramines  (curing  agents  for  epoxies).  Hunts- 
lan  is  about  to  open  a  petrochemicals  complex  in  Saudi  Arabia 
lat  will  take  advantage  of  plentiful  oil  there  and  send  70%  of  its 


Huntsman 


output  to  Asian  industries. 

With  all  this,  by  the  end  of  this  year 
20%  of  Huntsman's  revenue  will  come 
from  Asia,  up  from  zero  four  years  ago 
and  a  higher  percentage  than  at  Dow, 
DuPont  or  BASF.  Peter  Huntsman  sees  the 
region  yielding  half  of  the  company's 
future  growth. 

Huntsman  Textile  Effects  is  a  new 
business  acquired  from  Ciba  last  August. 
Leaving  the  Shanghai  gathering  in  Novem- 
ber, Jon  Sr.  and  Peter  went  to  visit  it  at  Fly- 
ing Geese  Mountain  Industrial  Park  in 
Panyu,  one  hour's  drive  from  Guangzhou. 
The  company  will  spend  $150  million  to 
expand  the  range  of  chemicals  and  dyes 
sold  to  a  textile  industry  that  has  relocated 
almost  entirely  to  Asia. 

"We're  not  putting  plants  in  Asia  because  we  want  to  take 
advantage  of  the  cheap  labor  costs,"  explains  Peter,  though  he 
does  note  that  almost  every  scientist  in  his  Textile  Effects  lab  is 
a  woman  with  an  advanced  degree.  "Our  business  is  capital-  not 
labor-intensive.  We  are  doing  it  because  that's  where  our  cus- 
tomers are  located." 

That  morning  in  Panyu  would  usually  have  been  a  day  off, 
since  the  state  power  company  doesn't  supply  the  plant  electric- 
ity on  that  day  of  the  week.  However,  no  employee  was  absent. 
Afterward  Peter  asked  Shirley  Fong,  the  32-year-old  general 
manager,  to  hop  in  the  car  for  the  drive  back  to  Guangzhou.  "I 
was  very  surprised  when  he  asked  me  to  drive  with  the  group," 
says  Fong.  "The  CEOs  I  met  with  before  just  made  polite 
conversation." 

Instead  Peter  whirled  around  from  the  front  seat  to  ques- 
tion her  sharply:  "What  about  the  land  that  the  company  wants 
to  use  for  a  planned  expansion  but  hasn't  gotten  state 
approval?"  He  added,  "You  know,  this  isn't  a  five-year  plan." 
Shirley  promised  that  she  was  on  top  of  getting  the  necessary 
sign-off.  (She  was  soon  in  contact  with  the  vice  mayor  of 
Guangzhou.) 

The  financial  house  continues  to  be  put  in  order.  Huntsman 
announced  the  company's  first  quarterly  dividend  in  February, 
and  it  plans  to  divest  the  last  of  the  U.S.  commodity  operations 
to  Koch  Industries  for  $700  million.  The  result:  The  higher- 
margin  differentiated  and  specialty  businesses,  including  the 
Textile  Effects  division,  will  account  for  nearly  85%  of  Hunts- 
man's revenues  for  the  12-month  period  ending  this  June,  up 
from  30%  when  Peter  Huntsman  became  chief  executive.  And 
raw-material  usage  will  have  fallen  85%  over  that  time.  Hunts- 
man stock  is  still,  however,  at  $20,  below  its  initial  offering  price. 

What  else  can  Peter  do?  Watch  his  costs.  When  a  group  of 
eight  violinists  in  matching  red  sheaths  took  the  Shanghai  stage 
(after  the  models)  but  performed  only  one  number,  the 
younger  Huntsman,  in  his  uniform — a  suit  from  J.C.  Penney — 
was  heard  to  whisper  to  one  of  his  Texas  executives,  "I  hope  we 
are  paying  them  by  the  song."  F 
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Habit  Formers 


The  tobacco  industry  is  aiming  at  new  markets,  and  BAT  is  an  old  hand 
at  lighting  them  up  |  By  Michael  Freedman 


BRITISH  AMERICAN  TOBACCO 
will  peddle  cigarettes  nearly  any- 
where on  the  planet,  North  Korea 
included.  For  the  last  six  years  its 
churned  out  millions  of  them 
from  a  factory  near  Pyongyang  to  sell  to  the 
locals.  Much  of  the  revenue  from  the  joint 
venture  with  a  state  outfit  lands  in  the  cof- 
fers of  one  of  the  world's  most  repressive  and 
vile  regimes.  But  Paul  Adams,  British  Amer- 
ican's chief  executive,  doesn't  mind.  "Why 
shouldn't  we  sell  there?"  he  shrugs  from  the 
comfort  of  his  plush  London  office  overlook- 
ing the  Thames.  "We  will  sell  where  it's  legal, 
where  we  can  operate  to  our  own  interna- 
tional standards,  and  where  we  can  make 
money." 

That  calculus  has  helped  turn  BAT  into 
the  second-largest  cigarette  company  in  the 
world  by  volume.  Last  year  it  sold  689  bil- 
lion cigarettes  in  180  markets — more  coun- 


tries, it  says,  than  any  of  its  competitors.  In 
the  process,  the  $18  billion  (2006  sales) 
company  increased  earnings  by  7%  to  $5.5 
billion.  Its  stock  is  up  130%  in  the  three 
years  since  Adams  became  chief  executive, 
dramatically  outperforming  that  of  its  big- 
gest competitor,  a  Kraft-hobbled  Altria. 

Smoking  has  gradually  declined  in  the 
U.S.  and  other  developed  markets  for  years. 
Maneuvering  around  regulation  and  taxation 
has  been  a  constant  burden.  Yet  this  indus- 
try seems  impervious  to  challenges.  If  any- 
thing, tobacco's  $246  billion  settlement  with 
U.S.  state  attorneys  general  may  have 
strengthened  the  biggest  players'  grip  on  the 
market  by  raising  the  barriers  to  entry  for 
upstart  tobacco  companies.  Moreover,  the 
potential  for  break-the-bank  private  litiga- 
tion has  diminished  as  the  slew  of  lawsuits 
remains  mired  in  the  courts  for  now.  Restric- 
tions on  smoking  in  restaurants,  public  places 


and  indoor  spaces  in  some  cities  in  the  U.S., 
the  U.K.  and  elsewhere  have  had  little  effect 
on  sales.  The  industry  has  even  turned  pub- 
lic health  concerns  into  an  advantage  of  sorts, 
spending  millions  each  year  to  portray  itself 
as  "socially  responsible." 

Beyond  that,  though,  tobacco  sales  are 
booming  in  parts  of  the  developing  world. 
More  than  5  trillion  cigarettes  are  sold  in  the 
world  every  year.  Thanks  largely  to  popula- 
tion growth,  Adams  projects  that  figure  will 
hold  steady  until  2015  or  later.  Strong 
economies  in  the  likes  of  Russia,  China  and 
Brazil  will  create  demand  for  higher-end  cig- 
arettes, so  Adams  is  focusing  on  a  handful 
of  premium  brands  he  hopes  will  become  the 
smokes  of  choice  for  the  billions  in  these  mar- 
kets moving  into  the  middle  class. 

Others  have  a  similar  strategy.  Roughly 
70%  of  Altria's  $67  billion  (sales)  tobacco 
business  is  from  outside  the  U.S.  The  merger 
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By  the  Numbers 


Smoke  'Em  If  You  Got  'Em 

Smoking  is  declining  in  most  of  the  developed  world.  But  the 
World  Health  Organization  and  industry  analysts  say  developing 
markets  will  help  keep  the  tobacco  industry  strong. 


1/3 

China's  share 
of  global 
cigarette  sales, 
by  volume. 


Sources:  American 
Cancer  Society; 
Euromonitor 
International;  World 
Health  Organization. 


200% 

Increase  in  cigarette 
consumption  in 
developing  world 
between  1970  and  2C 


10 
billion 


Number  of  cigarettes  smoked  in 
1881,  the  year  James  Bonsack  invented 
the  cigarette-rolling  machine. 


between  Japan  Tobacco  and  Britain's  Galla- 
her  Group  will  give  the  new  company,  the 
third  largest  by  volume,  access  to  places  like 
Russia,  one  of  the  worlds  largest  markets.  But 
BAT  has  potential  advantages:  First,  it  hedged 
its  bets  in  the  tricky  U.S.  market  four  years 
ago  by  selling  its  Brown  &  Williamson 
subsidiary  to  R.J.  Reynolds.  BAT  is  now 
merely  an  investor  in  Reynolds.  Second,  the 
company  has  vast  experience  in  emerging 
markets,  itself  having  emerged  from  an  agree- 
ment a  century  ago  between  the  British  out- 
fit Imperial  Tobacco  and  American  Tobacco 


to  stay  away  from  each  other  s  domestic  mar- 
kets. By  1903  this  new  business,  British 
American  Tobacco,  was  in  China.  It  was  sell- 
ing smokes  in  India  two  years  later.  It  entered 
Indonesia  in  1917  and  Latin  America  soon 
after.  And  while  BAT  later  sold  products  in 
the  U.S.  and  the  U.K.,  where  it  competed 
against  its  old  parent  company,  Imperial 
Tobacco,  management  continued  its  focus  on 
foreign  markets. 

Today  two-thirds  of  BATs  business  comes 
from  outside  Europe;  its  biggest  markets  are 
in  Russia  and  Brazil.  But  one  pitfall  of  this 


strategy  was  that  over  time  BAT  ended  up  with 
stand-alone  companies  in  dozens  of  places. 
In  2003  then  chief  executive  Martin 
Broughton  began  to  rein  in  the  corporate  em- 
pire, centralizing  seed  purchasing  and  back- 
office  operations  in  London  and  eliminating 
factories.  Broughton  left  to  join  British  Air- 
ways as  chairman,  but  his  successor,  Adams, 
continued  the  centralization.  As  a  result  the 
company  has  saved  $1  billion  so  far. 

Adams,  54,  can  trim  but  is  also  very 
much  a  marketing  guy,  a  veteran  of  Pepsi  and 
Colgate-Palmolive.  He  knows  that  the  key  to 
growth  for  any  consumer  goods  company  is 
innovation,  and  to  get  smokers  to  upgrade 
to  his  higher-priced  brands  he  decided  to 
offer  something  a  little  different,  mostly  in 
the  packaging.  For  the  Pall  Mall  brand,  he 
jettisoned  the  standard  rectangular  box 
(with  its  sharp  corners)  in  favor  of  rounded 
edges.  For  Lucky  Strike  he  opted  for  a  flip- 
top  box,  akin  to  the  clamshell  style  of  a  mo- 
bile phone.  "It  is  seen  to  be  different,"  he  says. 
"It  is  seen  to  be  premium." 

In  Russia,  where  BAT  faces  intense  com- 
petition from  market  leaders  Altria  and 
Japan  Tobacco-Gallaher,  it  added  details  to 
its  boring  white-and-blue  package  on  its 
Kent  brand  and  now  it  looks  more  like  an 
iPod.  John  Taylor,  who  heads  the  Russian 
business,  says  another  brand  had  cheesy  laser 
beams  on  the  pack  that  might  have  worked 
years  ago  but  would  look  passe  now.  Taste 
mattered,  too.  Taylor  says  that  even  outside 
the  big  cities  Russians  are  starting  to  trade 
up  from  the  old  Soviet  sticks.  So  BAT  intro- 


No  ceiling:  BAT's  stock 
price  has  climbed  130% 
under  Chief  Paul  Adams. 
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duced  a  filter  it  says  gives  a  smoother  taste, 
and  in  Moscow  a  new  segment  of  its  super- 
premium  Vogue  brand  tastes  like  a  regular 
cigarette  but  gives  off  a  blackberry,  orange 
blossom  or  sandalwood  odor.  With  few  reg- 
ulations and  a  historically  smoker-friendly 


(cough!)  environment,  Taylor  expects  prof- 
its to  treble  in  ten  years.  "Russians  love  to 
spend,  God  bless  era,"  he  says. 

BATs  boldest  experiment  may  well  be  in 
South  Africa,  where  it  has  introduced  a  kind 
of  smokeless  tobacco  called  snus,  the  Swedish 
word  for  snuff.  Popular  in  Sweden  but  for 
now  nowhere  else,  a  snus  is  a  sachet  filled  with 
a  gram  of  tobacco  that  the  user  lodges  against 
the  upper  lip  and  discards  after  about  20  min- 
utes. The  nicotine  enters  the  bloodstream 
through  the  lining  of  the  mouth,  like  the 
chewing  tobacco  once  favored  by  baseball 
players.  BATs  competitors  are  also  exploring 
the  possibilities  with  the  product,  rolling  it 
out  in  test  markets  in  the  U.S.  Snus  juices  can 
be  swallowed,  making  it  arguably  more  palat- 
able to  women  and  less  offensive  to 
bystanders. 

David  Crow,  who  runs  the  South  African 
business,  says  he  spends  most  of  his  time  try- 
ing to  persuade  regulators  and  parliamentar- 
ians that  snus  is  less  harmful  than  cigarettes 
and  could  reduce  smoking.  In  the  meantime 
he  moved  snus  into  700  Pretoria  and  Johan- 


nesburg outlets  and  discovered  markets 
among  miners  and  office  workers  unable  to 
smoke  in  their  workplaces. 

The  six  biggest  tobacco  companies  now 
have  half  the  world  market,  excluding  China 
BAT  has  been  named  as  a  potential  buyer  for 
Altadis  in  Spain,  though  it  has  downplayed 
the  likelihood,  and  a  number  of  state  tobacco 
units  will  privatize.  One  place  it  can't  go  is 
dictatorial  Burma,  where  the  British  govern- 
ment has  asked  it  to  withdraw.  But  the  big 
gap  in  BATs  world  reach  is  China.  It  was 
forced  out  of  the  country  at  the  beginning 
of  the  Cultural  Revolution,  and  today  the 
state  monopoly,  China  Tobacco,  chokes  off 
supply  by  foreigners.  That  trade  barrier 
causes  much  anguish  at  BAT,  because  one- 
third  of  the  nation's  1 .3  billion  people  smoke, 
making  it  by  far  the  world's  largest  tobacco 
market.  BAT  can  now  send  only  1  billion 
sticks  per  year  into  China — a  market  of  1.8 
trillion  sticks.  But  Adams  says  membership 
in  the  World  Trade  Organization  may  force 
China  to  open  up  at  some  point:  "You  can 
only  be  an  island  fortress  for  so  long."  F 


BARE  FACT: 

Lunchtime  doesn't 
necessarily  mean 
time  for  lunch. 


New  from  Balance. 
Bare. 

Crunchy  oats,  peanuts  and 
whole  grains  on  the  top. 
Peanut  buttery  layer  on  the 
bottom.  13  grams  of  protein 
for  energy.  And  in  a  variety 
of  delicious  flavors. 


Makers+Breakers 


FOR  MORE  FINANCIAL  STATS  GO  TO  WWW.FORBES.COM/MAKERS 


Cherished 
Antique 


Newspapers  seem  to  be  going  the  way  of  the  tricer- 
atops.  Young  people  don't  read  them,  and  newsprint 
is  a  terrible  medium  for  used-car  ads.  But  maybe  the 
obituaries  are  premature.  One  good  sign:  Samuel  Zell  s  buy- 
ing the  Tribune  Co.,  which  has  such  dailies  as  the 
Chicago  Tribune  and  the  Los  Angeles  Times.  Shrewd  fin- 
ancier Zell  put  in  very  little  cash,  but  still,  he  didn't  buy 
Tribune  to  watch  it  crumble  into  dust. 

In  the  media  as  elsewhere,  the  importance  of  brand 
names  is  paramount.  One  of  the  most  lustrous  brands  is 
that  of  the  New  York  Times,  with  its  global  reach  (daily  circulation 
of  1 .2  million)  and  journalistic  quality  (94  Pulitzer  Prizes).  Parent 
NEW  YORK  TIMES  CO.  (25,  NYT)  also  owns  such  trophy  properties  as 
the  International  Herald  Tribune  and  the  Boston  Globe,  along 
with  regional  papers.  Like  most  big  media  outfits,  it  has  branched 
into  other  areas,  notably  Web  sites. 

Indeed,  things  are  tough.  The  company  has  divested  assets 
like  TV  stations  to  bolster  its  cash  position.  Because  of  a  huge 
writedown  of  its  New  England  holdings,  it  posted  a  loss  for  2006. 
The  stock  is  at  half  what  it  was  in  2002.  Morgan  Stanley  and 


other  investors  are  livid  and  call  for  an  end  to  the 
Sulzberger  clan's  control  of  the  company  via  supervoting  shares. 

But  Edward  Atorino,  a  media  analyst  at  the  Benchmark  Co., 
sees  New  York  Times  Co.  regaining  traction.  Now  may  be  a  good 
time  to  pick  up  the  shares  on  the  cheap.  The  business  trades  at  1.1 
times  sales,  versus  2.4  for  Dow  Jones  (propped  up  by  Rupert 
Murdoch's  bid)  and  1.75  for  Gannett;  the  industry  average  is  1.4. 
Atorino  sees  a  resurgence  in  ads  on  the  horizon.  New  York  Times 
Co.  has  forged  a  partnership  with  online  job-listing  service  Mon- 
ster, which  had  been  eating  into  its  printed  classifieds. 

— Peter  }.  Schwartz 


Mortgage  Madness 

Here's  a  bargain  cast  up  by  the  subprime 
storm.  INDYMAC  BANCORP  (35,  1MB),  the 

nation's  seventh-largest 
savings  and  loan,  has  a 
paltry  amount  of  sub- 
prime  mortgages.  It  spe- 
cializes in  Alt-A  (for 
"alternative  A")  loans, 
which  lie  between 
prime  and  subprime. 
Unlike  subprime  loans,  they  have  not  seen 
a  big  jump  in  defaults  or  foreclosures. 

IndyMac's  stock  is  down  27%  from  its 
52-week  high.  In  a  case  of  guilt  by  associ- 
ation, the  subprime  mess  has  hurt  the 
profitability  of  mortgage  lenders  in  gen- 
eral by  damaging  their  business  of  selling 
loans  in  the  secondary  market.  Buyers  of 
the  mortgages  now  demand  higher  yields, 
which  cuts  into  lenders'  profitability.  Indy- 
Mac  saw  earnings  slip  in  the  first  quarter 


by  34%  to  $52  million. 

But  Suzanne  Schiavelli,  an  analyst  at 
Morgan  Stanley,  says  IndyMac  is  well 
positioned  to  benefit  from  the  shuttered 
windows  at  other  lenders  like  New  Cen- 
tury. IndyMac's  brawny  balance  sheet  will 
see  it  through,  she  says.  The  company  has 
other  business  lines  that  still  are  doing 
well,  particularly  reverse  mortgages  for 
retirees,  a  business  whose  volume  surged 
50%  in  the  last  period.  Trading  at  8  times 
trailing  earnings,  IndyMac  is  cheaper  than 
competitors  Downey  Financial  (10)  and 
Countrywide  (10).       — Carrie  Coolidge 

Green  Goblin 

Ethanol  has  great  cachet  among  the 
green  crowd,  yet  not  so  much  on  Wall 
Street  anymore.  The  ethanol  craze 
spurred  a  jump  in  corn  prices  that  is  eat- 
ing away  distillers'  profit  margins.  WR. 
Hambrecht  analyst  John  Roy  has  a  sell 
rating  on  VERASUN  ENERGY  (17,  VSE),  the 


third-largest  U.S.  ethanol  maker,  which 
posted  a  $312,000  first-quarter  loss.  That 
stands  in  contrast  to  VeraSun's  300-fold 
earnings  leap  in  2006,  on  $558  million 
in  revenue. 

Corn  prices  are  also  damping  earn- 
ings at  Archer  Daniels  Midland,  the 
largest  U.S.  ethanol 
producer.  But  ADM's 
breadth  of  business  as 
an  agricultural  com- 
modities giant  shields 
it  from  the  full  impact 
of  deteriorating  ethanol 
conditions.  Number 
two  ethanol  maker  U.S.  BioEnergy  man- 
aged to  eke  out  a  profit  in  the  last  quar- 
ter. Despite  a  fall  from  last  year's  peak  at 
$31,  VeraSun  shares  are  still  overpriced, 
says  Roy.  They  change  hands  at  33  times 
estimated  2007  earnings,  compared  with 
a  group  average  of  21.  Short  the  stock. 

—Kerry  A.  Dolan 
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Wherever  in  the  world  you  compete, 


IN  A  SERIES  OF  THOUSANDS 


~1C 


r/J  Technologies  found 

a  positive  charge  in  Michigan 

and  recharged  an  industry. 


•  V     E'^fifet.  fii 


Thompson.  Pivsideiu  &  CEO 
T/J  Technologies 


When  T/J  Technologies  set  out  to  develop  better 
battery  materials,  they  ended  up  teaming  with 
A1 23  Systems  to  recharge  an  industry.  Thanks  to 
their  developments,  lithium-ion  batteries  have  more 
power.  They  are  safer  and  last  longer.  They  charge 
faster.  This  revolutionary  technology  will  lead  to 
new  applications  from  defense  and  aerospace  to 
professional  and  home  use. 

The  team  at  T/J  technologies  wouldn't  have  done 
this  anywhere  other  than  Ann  Arbor,  Michigan. 
Even  when  other  states  called  with  enticements. 
Why?  Because  Michigan  offered  T/J  Technologies 
a  competitive  advantage  with  a  centrally  located 
technology  cluster  and  down-the-street  access 
to  Michigan's  top  universities.  Thanks  to  the 
Michigan  Economic  Development  Corporation, 
businesses  that  come  here  find  success. 

Your  success  is  no  exception.  In  Michigan,  you 
could  have  access  to  a  S2  billion  21st  Century  Jobs 
Fund.  PLUS,  Michigan  is  home  to  an  experienced, 
tech-savvy  workforce  and  world-renowned  research 
universities.  In  fact,  we're  ranked  #2  among  all 
states  for  patents  awarded  to  public  universities. 
Technology  clusters,  economic  incentives,  capital 
funding  sources... the  list  goes  on. 

So,  if  you're  looking  to  power  your  success, 
look  no  farther.  Because  wherever  in  the  world 
you  compete,  Michigan  can  give  you  the  upper 
hand.  Let  the  Michigan  Economic  Development 
Corporation  show  you  how.  Call  800  878  7722 
or  click  on  Michigan.org. 


MICHIGAN 

ECONOMIC  DEVELOPMENT  CORPORATION 

THE  UPPER  HAND 


Yes,  But  I  James  Grant 


gold  and  stocks  might  as  well  have  been  ships  in  the  night.  But  as 
the  Dow  Jones  industrial  average  dropped  by  416  points,  equities 
and  bullion  set  sail  together.  Their  correlation  rose  to  0.6  and 
stayed  there  for  the  next  50  trading  days.  (At  a  reading  of  1.0, 
gold  and  stocks  would  be  in  lockstep.) 

It  could  be  that  this  uncharacteristic  joining  of  equities  and 
bullion  was  a  fluke  that  the  safety- seeking  gold  buyer  can  safely 
ignore.  But  I  doubt  it.  The  stellar  returns  of  the  postmillennial 
metals  markets  have  been  lost  on  no  one.  Investors  have  chased 
them,  and  academics  have  rationalized  them. 

The  trouble  I  see  is  that  the  opportunists  increasingly  out- 


GOLD  JOINS  THE 
MAINSTREAM 


ONCE  UPON  A  TIME  GOLD  WAS  THE  SANCTUARY  OF 
nonconformists,  visionaries,  contrarians,  idolators 
and  cranks.  And  the  gold  price  moved  accordingly. 
If  stocks  went  up,  bullion  went  down,  and  vice 
versa.  Which  is  to  say,  as  the  financial  theoreticians 
say,  that  gold  was  an  uncorrected  asset. 

But  the  barbarous  relic  has  moved  ever  closer  to  the  invest- 
ment mainstream.  "Strength  in  commodity  markets  will  be  some- 
thing we  should  see  generally  over  the  next  10  to  20  years,"  Russell 
Read,  chief  investment  officer  of  the  California  Public  Employees 
Retirement  System,  was  quoted  as  saying  by  Bloomberg  a  few 
weeks  ago.  Read  has  lots  of  bullish  company.  In  2[A  years  the  mar- 
ket cap  of  the  gold  bullion  exchange-traded  fund  StreetTracks 
Gold  Shares,  trading  at  $66  a  share,  has  ballooned  to  $10  billion 
from  nothing  at  all.  Goldbugs  rub  their  eyes.  They  feel  like  the 
starving  artist  who  awakes  one  morning  to  discover  that  his 
neighborhood  has  gone  upscale. 

Actually,  the  goldbugs  stopped  starving  some  time  ago.  Since 
February  2000  the  gold  price  has  risen  by  130%  compared  with 
the  S&P  500  s  11%  and  the  Nasdaq's  minus  45%.  Adversity,  of 
course,  is  the  bullion  market's  old,  dear  friend.  Whether  it  was 
the  1987  crash  or  the  Sept.  11  attacks,  gold  and  stocks  have 
tended  to  go  their  separate,  uncorrected  ways. 

If  you  sat  close  enough  to  the  blackboard  in  business  school, 
you  may  believe  that  uncorrected  returns  are  almost  as  good  as 
just  plain  high  returns.  By  diversifying  into  assets  disconnected 
to  stocks  and  bonds,  theory  has  it,  an  investor  can  earn  greater 
returns  without  assuming  additional  risk.  Few  assets  have 
answered  the  call  of  disconnectedness  better  than  gold.  Between 
1975  and  April  2007  the  correlation  between  weekly  movements 
in  gold  and  of  the  broad  U.S.  stock  market  was  around  zero. 

But  a  funny  thing  happened  last  winter.  One  day  the  Shang- 
hai stock  market  fell  out  of  bed,  and,  in  sympathy,  so  did  other 
world  stock  markets— and  so  did  the  price  of  gold.  It  fell  by 
$23  an  ounce.  In  the  50  days  leading  up  to  the  Feb.  27  break 


number  the  goldbugs.  Goldbugs  are  quick  to  buy 
their  precious  metal  and  slow  to  sell  it.  Oppor- 
tunists are  quick  to  buy  it  and  quick  to  sell  it.  Their 
principal  monetary  conviction  is  that  all  money  is 
good — not  a  bad  outlook  in  the  abstract,  but  noth- 
ing to  hold  on  to  in  a  bear  gold  market.  So  when 
gold  goes  down,  or  when  its  correlation  character- 
istics change,  the  opportunist  can  be  expected  to 
dump  it  as  unceremoni- 
ously as  he  would  a  sack 
of  flour. 

It  follows  that  gold 
could  be  in  for  a  rough 
patch.  Insofar  as  it  trades 
like  the  stock  market  (at 
least,  on  the  days  when 
stocks  fall),  it  will  tend  to 
lose  its  newfound  adher- 
ents. Even  its  old,  grizzled 
eccentric  fans  may  despair 
of  it.  Why  own  a  defective 
insurance  policy? 

That  is  the  near- 
term  risk.  But  I  continue  to  believe  in  a  sizable  long-term 
reward.  Yes,  gold  has  had  a  nice  seven-year  run.  But  the  mon- 
etary phase  of  the  bull  market  has  hardly  begun.  How  could  it 
have?  People,  for  the  most  part,  still  trust  the  currencies  in  their 
wallets  and  the  central  bankers  who  print  them.  The  day  gold 
stops  trading  as  a  decorative  asset,  and  begins  trading  as  an 
alternative  to  Bernanke  &  Co.,  is  the  day  that  the  gold  bull  run, 
part  II,  begins. 

The  U.S.  this  year  will  emit  some  $850  billion  into  the  world's 
payment  stream.  Most  of  this  money  will  be  absorbed  not  by 
profit-seeking  individuals  but  rather  by  foreign  central  banks. 
The  central  banks  of  Russia,  China  and  Brazil,  for  example,  will 
acquire  the  dollars  with  currencies  they  print  for  the  very  pur- 
pose. This  system  of  creating  rubles,  renminbi  and  reals  with 
which  to  soak  up  redundant  greenbacks  might  be  characterized 
in  many  ways.  But  "bearish  for  gold  over  the  intermediate  to  long 
run"  is  hardly  one  of  them. 


When  gold  stops 
trading  as  a 
decorative  asset 
and  begins  trading 
as  an  alternative 
to  Bernanke  &  Co., 
the  real  bull 
market  will  begin. 


Forbes 


James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer. 
Visit  his  home  page  at  www.forbes.com/grant. 
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Growth  Investor  i  Vahan  Janjigian 


HERE  COMES 
THE  BEAR 


THE  S&P  500  AND  THE  DOW  JONES  INDUSTRIAL  AVER- 
age  have  hit  new  highs.  Wonderful.  But  let's  not  get 
lulled  into  the  false  sense  that  what  goes  up  must  keep 
going  up.  Despite  the  occasional  rough  patch,  we  have 
been  enjoying  a  bull  market  for  the  past  four  and  a 
half  years.  All  good  things  must  come  to  an  end. 

For  the  rest  of  the  year  I  am  bearish.  Now  is  the  time  to  take 
money  off  the  table.  Why  the  gloom?  Three  things:  1)  slowing 
earnings  growth,  2)  rising  interest  rates  and  3)  higher  taxes. 

Without  any  doubt,  earnings  are  strong,  for  the  moment. 
Standard  &  Poor's  analyst  Howard  Silverblatt  says  earnings 
growth  for  the  index  came  in  at  8.2%  for  the  first  quarter.  Com- 
panies that  do  a  significant  amount  of  business  abroad  have  been 
performing  particularly  well.  Some  of  this  is  due  to  vibrant  for- 
eign economies,  but  much  of  it  stems  from  a  weak  dollar  that 
makes  overseas  earnings  look  bigger  on  a  U.S.  profit- and-loss 
statement. 

Now  look  a  little  more  closely  at  those  fabulous  earnings. 
Their  growth  is  off  the  torrid  pace  of  yore.  While  8.2%  sounds 
good,  it  is  down  from  the  double-digit  growth  that  has  been  the 
norm.  Furthermore,  the  growth  in  net  earnings  is  significantly 
less  than  the  growth  in  earnings  per  share.  That  is  because  of  all 
the  share  buybacks  going  on:  Fewer  shares  divided  into  an  earn- 
ings pool  make  for  an  inflated  number.  Corporations,  no  fools, 
know  investors  focus  on  EPS.  . 

The  interest  rate  question  is  less  straightforward.  The  odds 
favor  a  lowering  of  short-term  rates  by  the  Federal  Reserve.  Gross 
domestic  product  growth  has  slowed  considerably,  and  the  most 
recent  employment  figures  are  disappointing.  Results  like  these 
should  make  the  Fed  feel  leery  of  a  recession  and  thus  more  com- 
fortable about  easing. 

Still,  we've  learned  in  recent  years  that  the  Fed  has  little  influ- 
ence on  the  longer  end  of  the  yield  curve.  One  reason: 
Energy  prices  are  marching  upward  again.  Although  I 
expect  gasoline  to  back  off  a  little  from  the  $3.20  level 


we're  seeing  now,  it  certainly  won't  go  back  to  $2.  Higher  gasoline 
and  heating  oil  prices  feed  inflation,  causing  the  yield  on  the  ten- 
year  Treasury,  note  to  rise.  The  ten-year  serves  as  the  benchmark 
for  corporate  loans,  meaning  that  companies  will  be  less  willing 
to  tap  the  capital  markets  to  expand  their  activities. 

Finally,  there  are  taxes.  I  laugh  when  liberals  rail  against  the 
Bush  tax  cuts.  I  really  haven't  noticed  any  tax  cuts.  When  you  fac- 
tor in  my  state  and  property  taxes,  which  I  can't  deduct  on  my 
federal  return  because  of  the  alternative  minimum  tax,  my  taxes 
have  risen  quite  a  bit.  All  George  Bush  did  was  to  make  the  situ- 
ation less  onerous  than  it  otherwise  would  have  been.  Now  that 
the  Democrats  control  Congress,  odds  are  heavy  that  federal 
taxes  will  not  be  going  any  lower.  Even  if  the  Republicans  manage 
to  hold  on  to  the  White  House  come  2008,  the  best  we  can  hope 
for  is  a  veto  of  any  new  tax  increase.  The  tax  increase  built  into 
the  statute  books  for  201 1  will  take  place  as  scheduled. 

So  why  do  stocks  keep  ascending?  Blindly  optimistic  investor 
sentiment  has  a  lot  to  do  with  it.  Then  there  are  hedge  funds 
using  lots  of  leverage,  private  equity  firms  buying  public  compa- 
nies, the  new  merger  wave  and 
all  those  share  buybacks. 

The  stock  market,  though, 
is  an  instrument  that  reacts  to 
where  it  thinks  the  trend  will 
be.  When  the  negative  influ- 
ences I  just  outlined  start  hit- 
ting, the  market  will  get  hurt. 
The  economic  slowdown  will 
bite  consumer-oriented  com- 
panies first,  since  consumer 
spending  makes  up  70%  of  the 
GDP.  A  harbinger  is  Wal-Mart's 
flat  same-store  sales,  blamed  on 
higher  gasoline  prices. 
But  not  all  companies  will  see  growth  crimped.  Through 
mergers  AT&T  (41,  T)  has  become  the  world's  largest  telecom;  its 
trailing  price/earnings  multiple  of  21  is  just  a  little  higher  than 
the  S&P  500's  17.  AT&T's  scale  is  daunting.  So  is  its  new,  exclu- 
sive deal  to  sell  Apple's  iPhone.  FEI  (37,  FEIC)  makes  gear  for  the 
burgeoning  nanotech  market;  orders  are  expanding  nicely.  The 
37  P/E  may  look  high,  but  the  growth  rate  justifies  it.  Church  & 
Dwight  (49,  CHD),  with  a  P/E  of  23,  makes  two  recession-proof 
products:  detergent  and  condoms.  Buy  these  three  stocks. 

Given  that  the  bull  run  is  soon  to  end,  here  are  three  stocks  to 
short.  Starbucks  (29,  SBUX)  and  Whole  Foods  Market  (40,  WFMI) 
are  off  their  highs  and  have  further  to  fall.  Premium-price  lattes 
and  arugula  won't  move  as  fast  in  a  slump.  Absurdly  overpriced 
Google  (474,  GOOG)  lives  off  rising  demand  for  its  ads — but  that 
demand  will  flag  as  consumers  pull  back.  If  you  can't  stand  the 
risk  of  a  short  position,  buy  at-the-money  puts  with  at  least  five 
months  to  expiration.  F 


The  five-year- 
old  bull  market 
can't  last.  Weak 
earnings 
growth,  higher 
interest  rates 
and  taxes  all 
spell  trouble. 
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FIRST-MOVER 
DISADVANTAGE 


REMEMBER  THE  GREAT  FIRST-MOVER  MOVEMENT  OF 
a  few  years  back?  The  idea,  which  gained  an  intense 
following  during  the  dot-com  mania  at  the  turn  of 
the  century,  was  that  you  should  expend  any  sum 
necessary  to  establish  ownership  of  a  field,  then 
worry  about  profits  later.  Well,  it  worked  for  Amazon.  It  didn't 
work  for  a  lot  of  other  ventures. 

Being  the  first  to  stake  a  claim  in  new  territory  does  confer 
certain  advantages,  like  setting  industry  standards  and  gaining 
economies  of  scale.  But  it  does  not  guarantee  success.  It  does  not 
explain  the  majority  of  American  blue  chips. 

Consider  that  most  famous  industrial  success  story  of  a 
century  ago,  Henry  Ford's  mass-produced  Model  T.  By  invent- 
ing the  automated  assembly  line,  he  had  a  first-mover  advan- 
tage that  was  so  great  that  he  scared  England's  Charles  Stewart 
Rolls  and  Sir  Frederick  Henry  Royce,  even  though  their  luxury 
cars  were  at  the  other  end  of  the  spectrum.  But  Ford  overstayed 
the  Model  T.  Remember,  he  insisted  that  they  all  be  painted 
black  and  in  the  late  1920s  lost  leadership  to  more  innovative 
Chevrolet. 

In  most  cases  entrepreneurs  are  better  off  building  the  sec- 
ond or  third  version  of  the  better  mousetrap.  Visicalc,  the  first 
desktop  spreadsheet  program,  faded  away  as  Lotus  took  over  the 
field  with  1-2-3.  In  time  the  Lotus  software  was  itself  crushed  by 

Microsoft's  Excel. 

For  that  matter,  Microsoft  has  a  history  of  succeeding  by 
not  being  first.  Digital  Research  developed  the  first  desktop 
operating  system,  called  CP/M.  But  Bill  Gates  upstaged  it  in  the 
competition  to  supply  an  operating  system  for  IBM's  PC.  Gates 
didn't  even  develop  the  original  DOS;  he  bought  the  program 
from  Seattle  Computer  Works  for  $50,000.  His  genius  wasn't  so 
much  in  coding  as  in  marketing. 

Getting  in  early  on  Web  commerce  was 
supposed  to  be  a  brilliant  move.  The  business 
plan  was  to  raise  a  gargantuan  sum  in  an  ini- 


tial public  offering  and  use  it  to  construct  an  impregnable  brand 
and  Web  presence.  But  roaring  out  of  the  starting  gate  didn't 
help  many  of  .these  dot-coms — or  their  stockholders.  Lord  help 
you  if  you  bought  shares  in  financial  news  site  TheStreet.com  at 
its  $19  initial  offering  price  in  1999,  let  alone  at  the  $60  level  to 
which  it  leaped.  You  could  have  made  some  decent  money  if  you 
had  waited.  The  shares  were  available  at  99  cents  in  October 
2001;  today  they  go  for  $1 1. 

Prodigy  Communications  was  a  first  mover  in  online  con- 
nections. And  it  had  powerful  backers  at  its  launch  in  1984:  IBM 
for  technology,  Sears  Roebuck  for  online  retail  sales  and  CBS  for 
news  and  ad  sales.  Prodigy's  focus  was  on  electronic 
shopping,  but  two  decades  too  early.  Subscribers  back 
then  were  more  interested  in  chat  rooms,  e-mail  and 
then  Web  surfing.  The  firm  was  sold  in  1996  to  an 
investor  group  for  only  $250  million. 

Dumont  led  the  way  in  selling  TV  sets  when  they 
were  new  gadgets,  but  the  company  lost  out  to  late- 
comers like  RCA  and  Motorola.  Chux  was  the  leading 
disposable  diaper  yet  suc- 
cumbed to  Procter  &  Gamble's 
Pampers.  Ampex  had  a  com- 
manding position  in  video 
recorders  and  tapes  for  two 
decades  until  Sony  took  over. 
Rheingold  Brewery  brought 
out  Gablinger's  low-calorie  beer 
in  1967,  a  cool  summer  with 
weak  beer  sales.  So  Rheingold 
lost  interest  and  Miller  Lite 
later  mastered  the  field. 

Thomas  Carter  was  a  pio- 
neer in  competitive  telecom- 
munications services,  one  who 
lent  his  name  to  a  famous  legal  case.  He  invented  the  Carterfone, 
a  device  that  connected  the  telephone  handpiece  to  an  amateur 
radio  transmitter  or  a  mobile  phone  network.  While  only  4,000 
Carterfones  were  ever  installed,  AT&T  saw  the  device  as  a  threat 
to  its  long-distance  monopoly  and  its  ownership  of  all  telephone 
instruments.  Then  came  the  legal  struggle.  In  1968  the  Supreme 
Court  ruled  in  favor  of  Carter  Electronics.  It  was  a  turning  point 
in  utility  history,  paving  the  way  for  MCI  and  other  service  com- 
petitors as  well  as  hardware  manufacturers.  Carter  didn't  get 
rich.  His  firm  voluntarily  dissolved  in  1969. 

Think  twice  about  being  first  to  invest  in  a  new  business, 
even  if  it  boasts  a  100%  market  share.  Right  now  I'd  be  wary  of 
pioneers  who  offer  emergency  medical  services,  staffing  and 
outsourcing,  and  environmentally  safe  home  cleaning  products, 
not  to  mention  those  involved  in  the  Internet  and  other  new 
tech  areas.  Often  it's  better  to  follow  Alexander  Pope's  advice: 
"Be  not  the  first  by  whom  the  new  are  tried."  F 


Investing  in 
pioneers  is  very 
exciting.  But 
the  big  money 
tends  to  be 
made  by  the 
successors  and 
imitators. 
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walenti  International 

TThe  more  you  have  to  offer  the  more  difficult  it  seems  to  find  the  person  who  is  right  for  you" 


Those  who  seek  to  achieve  results 
in  today's  rapidly  accelerating 
society  understand  the  need  to  take 
appropriate  measures  to  get  what 
they  want  out  of  life. 

Never  before  has  there  been  more 
emphasis  on  healthy  relationships, 
family  togetherness,  and  emotional 
well-being  as  the  necessary 
foundation  leading  to  a  road  of  life- 
long success.  Yet  with  time  as  our 
most  precious  and  limited  resource, 
it  has  become  increasingly  difficult 
jifor  high  achievers  to  balance  their 
life's  work,  cultural  and  academic 
-  activities,  and  the  time  available  to 
nvest  with  loved  ones. 
With  this  in  mind,  it  is  easy  to  see 
nd  understand  why  today's  most 
ntelligent  and  successful  individuals 
n  search  of  their  life  partner  are 
taking  more  care  and  precaution  when 
t  comes  to  choosing  their  mate. 

For  years  we  have  seen  the 
ippearance  of  practically  every 
athomable  method  of  pairing 
ndividuals  and  individuals  pairing 
hemselves;  from  well-meaning 
riends  and  family,  to  single  parties 
^nd  the  internet  superhighway. 
Jndoubtedly  however,  if  you  are 
in  attractive,  successful,  relatively 
>rivate  and  selective  individual,  you 
lave  found  that  the  more  you  have 
o  offer  the  more  difficult  it  seems  to 
ind  the  person  who  is  right  for  you. 

Discerning   people   today  want 
nore  out  of  their  lives  and  their  relationships.  There  is 
learly  a  special  focus  when  it  comes  to  the  selection  process 
or  finding  a  potential  romantic  companion.  Most  people 
I  ecognize  the  value  of  engaging  an  expert  to  assist  them  in 
heir  personal  search.  The  question  is,  "How  do  you  find  an 
xpert  you  can  trust?" 
Valenti  International  of  Rancho  Santa  Fe,  California  is  the 
nly  company  of  its  kind.  They  consistently  attract  a  select 
/orldwide  clientele  of  quality  individuals  in  their  quest  for  a 
uitable  and  compatible  life  partner.  Irene  Valenti,  President 
nd  founder,  is  actively  involved  in  every  aspect  of  the  business. 
"We  truly  understand  what  today's  most  exceptional 
idividuals  must  endure  in  order  to  find  a  compatible  life 
artner.  With  a  staff  of  Ph.D.  psychologists  and  an  experienced 


team  of  professionals,  we  are  able  to 
meet  with  and  get  to  know  our  clients 
personally.  This  enables  us  to  create 
a  solid  foundation  for  providing 
the  best  recommendations  to  our 
clients.  Of  course  there  is  risk,  but 
the  real  risk  is  drastically  increasing 
your  options  and  actually  meeting  the 
right  person,"  Valenti  states. 

Valenti  International  takes  into 
consideration  social  and  economic 
backgrounds,  family  values  and 
interests,  as  well  as  personalities 
and  other  individual  considerations 
necessary  for  a  successful  match.  The 
term  "Matchmaking  in  the  European 
Tradition®"  represents  an  established 
professional  process  carefully 
structured  to  promote  the  best 
opportunity  for  results  for  each  client 
of  Valenti  International.  There  are 
no  impersonal  methods  or  computers 
used  for  making  or  selecting 
introductions.  "Each  personal 
introduction  or  recommendation  is 
made  on  a  respectful  and  selective 
basis."  What  started  as  one  woman's 
quest  to  make  a  difference  in  people's 
lives  has  grown  into  a  world- 
renowned  company,  a  family  legacy, 
and  a  powerful  model  for  building 
successful  relationships  through 
effective  introductions.  "I  am  always 
impressed  with  the  quality  of  people 
my  service  attracts,"  says  Valenti- 
who  continues  to  position  her 
reputable  company  through  service 
excellence  and  quality  advertising. 

Valenti  International's  clients  range  from  the  comfortable 
to  the  extremely  wealthy,  embracing  all  ages  and  a  variety  of 
backgrounds  and  cultures.  If  you  or  someone  you  know  would 
like  to  find  that  special  someone,  contact  Valenti  International 
at  (800)  200-8253,  or  internationally  at  +01-858-759-9239. 
You  can  also  visit  their  website  at:  ValentiInternational.com 
A  confidential  consultation  will  be  arranged  with  no  obligation. 

Valenti  International 

MATCHMAKING  IN  THE  EUROPEAN  TRADITION® 

World  Headquarters,  Post  Office  Box  2534,  Rancho  Santa 
Fe,  California,  92067  United  States  of  America. 


lie  18.  2007 


For  Marketplace,  call  888-305-6830 


Forbes  marketplace 


Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$440 

40 

$116 

$240 

$617 

45 

$201 

$423 

$1,076 

50 

$328 

$652 

$1,623 

55 

$498 

$1,019 

$2,542 

60 

$755 

$1,536 

$3,833 

65 

$1,269 

$2,533 

$6,326 

70 

$2,069 

$4,134 

$10,329 

Monthly  Rates  for  Males 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$486 

40 

$123 

$240 

$661 

45 

$214 

$423 

$1,186 

50 

$353 

$701 

$1,973 

55 

$597 

$1,188 

$3,417 

60 

$967 

$1,928 

$5,909 

65 

$2,028 

$4,051 

$10,153 

70 

$3,233 

$6,461 

$16,214 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 

here..."  —  Barron  s 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."  —  Kiplinger  s  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  —  Forbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 

"The  best  Web  site  I've  found..."  —  The  Dallas  Morning  News 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."  —  U.S.  News  &  World  Report 


visit  lnsute.com 

"O"  Or  call  1-800-441-0072  for  FREE  quotes  and  advice 


Ad  Code:  FORBS  6/07 


NOTE:  The  sample  10  year  California  term  life  premiums  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  lnsure.com  or  visit 
www.insure.com  to  obtain  quotes  specific  to  your  health  history  profile.  Copyright  ©1984-2007  lnsure.com,  Inc.,  8205  South  Cass  Avenue,  Suite  102, 
Darien,  Illinois.  CA  agent  #0A13858,  LA  agent  #200696.  MA  agent  #333509159.  In  California,  lnsure.com,  Inc.  dba  lnsure.com  Insurance  Services  under 
agent  #0827712,  -  LA  as  agent  #205078.  In  Utah,  lnsure.com,  Inc.  dba  lnsure.com  Insurance  Services,  Inc.  under  agent  #90093.  All  rights  reserved. 
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ADVERTISEMENT 


Dr  Steffanie  Seaver  PSY.D  is  an  expert  in  the  area 
of  interpersonal  relationships.  Researcher,  author 
and  accomplished  public  speaker,  she  has  lectured 
nationwide  for  over  a  decade.  Dr.  Seaver  has  also 
been  involved  with  several  publications  covering 
relationship  and  lifestyle  issues. 


Try  MAXODERfVT 
FREE  TODAY! 


For  a  Limited  Time,  receive 

an  additional  $200  in  Free  Gifts! 

'See  Reader's  Note  for  details. 


Ask  The  Expert 


Male  Enhancement  Products  ... 
Do  they  REALLY  Work? 


How  To  Improve.  Increase.  ENJOY. 


IW  Dear  Steffanie, 

For  the  past  year,  I've  been  having  some 
confidence  issues.  It's  really  dragging  me  and 
my  relationship  with  my  wife  down.  I  wanted  to 
try  some  pills  I  heard  about  but  I  found  out 
they  can  take  3  or  more  months  to  work.  In 
your  judgment,  does  anything  work  faster  or 
better? 

Jason  M. 

Manhattan  Beach,  CA 


Well  Jason, 


The  verdict  is  in  and  I  just  happen  to  have 
the  perfect  answer  to  boost  you  and  your 
confidence,  while  giving  your  wife  the  time 
of  her  life  . . .  repeatedly! 

For  months  my  fiance  was  feeling  the  exact 
same  way  you  were  and  then,  one  night,  we  had 
the  most  phenomenal  experience,  EVER.  I  had 
never  seen  him  more  excited  and  powerful.  He 
took  control  right  from  the  start  and  the  feelings 


we  shared  together  were  totally  mind-blowing. 
And,  here's  the  best  part,  every  time  since  that 
night,  he  just  keeps  getting  better  and  better.  It's 
amazing!  I  can't  get  enough  of  him  now! 

Finally,  the  other  day,  my  curiosity  took  over. 
I  had  to  know  what  brought  about  this  drastic 
change.  So,  I  asked  him.  To  my  shock,  he 
handed  me  a  rube  of  Maxoderm.  I  just 
couldn't  believe  this  product  Maxoderm  was 
actually  making  him  feel  more  virile  and  way 
more  vigorous.  I  did  a  little  research  and  was 
surprised  by  what  I  found. 

Recommended  by  Leading  Physician, 
Michael  A.  Savino,  M.D.,  F.A.C.S.,  it's  the 
premiere,  fast-acting  topical  lotion  designed 
to  enhance  virility  while  intensifying  our 
sensation  for  the  ultimate  experience.  Don't 
be  fooled  by  the  companies  selling  those 
"miracle"  sex  pills  claiming  to  grow  your 
erection  3-4  inches.  As  little  as  5%  of  the  pill 
actually  makes  it  into  your  system.  To  my 
intimate  knowledge,  Maxoderm's  targeted 
delivery  system  effectively  reaches  the 
desired  area  directly  upon  application, 


maximizing  absorption,  resulting  in  a 
performance  to  be  proud  of  each  and  every 
time.  I'm  a  huge  (and  grateful)  fan  of  Maxoderm. 
And  trust  me,  I  know  my  fiance  is  too! 

Maxoderm  IS  Instant  Male  Enhancement. 

You  can  check  out  Maxoderm  by  calling 
1-800-979-0177  or  going  to 

www.getmaxoderm.coin.  l  know  they 
offer  RISK  FREE  TRIALS  and  even  give  a 
FREE  MONTH  SUPPLY  with  your  phone 
or  web  order.  Oh  and  best  of  all,  Maxoderm  is 
backed  by  a  90  Day  Money  Back  Guarantee. 
You  can't  beat  that! 

Delightfully  Yours, 


A  *60  ValueV 

FREE 

^feeReader'si 
Note 


'MAXODERM  RISK  FREE  OFFER 


We  know  that  once  you  try  Maxoderm  you'll  never  want  to  go  without  it  again  -  it's  that  simple. 
We're  so  confident  that  we're  giving  an  unheard  of  90-Day  Full  Money  Back  Guarantee!  Order  2 
tubes  Risk-Free  Today  and  we'll  throw  in  a  third  tube  for  FREE  and  FOR  A  LIMITED  TIME,  you 
can  still  get  $200  worth  of  Free  Gifts  with  your  order  that  are  yours  to  keep  -  no  questions  asked.  So 
join  the  hundreds  of  thousands  of  satisfied  customers  today  and  call  1-800-979-0177  or  visit 
www.getmaxoderm.com.  You  have  nothing  to  lose  and  everything  to  'gain'!"  -  Barmense 


Individual  xcsulls  may  vary.  Ihese  itateinents  have  not  been  evaluated  by  the 'Ft 
letters  wove  received  from  a  few  of  our  many  satisfied  customer*.  Customer  tell 


rniation  featured  above  lias  been  compiled  from  actual 
y  purport.  All  credentials  are  actual.  I:OKB0607 
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Vault  tubes  of  new  coins  go  to  public  for  $2( 


B  GET  THIS:  Here's  a  stack  of  a  dozen  new  Presidential  Dollars  that  are  extremely  uncommon  because  they're  carved  with  edge  lettering  bearing  d 
Mint  mark,  IN  GOD  WE  TRUST  and  E  PLURIBUS  UNUM. 

Everyone  is  getting  the  first  Presidential  Coin  Fre 


By  SHAWN  OYLER 

UNIVERSAL  MEDIA  SYNDICATE 

(UMS)  -  There's  a  "pot  of  gold"  wait- 
ing for  everyone  who  loves  being  first. 

Starting  at  precisely  7:45  a.m.  today, 
the  very  first  Presidential  Coins  ever 
to  be  minted  by  the  U.S.  Government 
are  being  handed  out  to  the  public  with 
every  single  vault  tube. 

And  who's  to  thank  for  this  mas- 
sive give-away  effort?  Well,  it's  not  the 
government.  It's  the  World  Reserve 
Monetary  Exchange. 

And  we'll  even  give  you  the  direct 
Hotline  to  call  so  you  can  be  among  the 


first  to  get  yours  free  right  now. 

People  everywhere  will  be  trying  to 
get  their  hands  on  these  magnificent 
stacks  of  coins  with  the  never-before- 
seen  edge  markings.  But  only  those 
who  get  in  before  the  7-day  deadline 
are  being  handed  a  brand  new  never- 
circulated  Presidential  Dollar  Coin  free 
with  every  single  $20  sealed  vault  tube. 

Officials  at  the  World  Reserve  are 
bracing  for  the  explosion  of  calls.  But, 
don't  give  up  calling  if  you  don't  get 
through  the  first  time.  Keep  trying. 

"It's  a  miracle  we  were  able  to  set  up 
special  Hotlines  in  three  Regional 
Distribution  Zones  in  an  effort  to  main- 


tain order  across  the  country.  We  feai 
the  flood  of  calls  could  bring  us  to  c 
knees  but  we  are  now  equipped  to  han 
everyone  who  is  trying  to  get  through 
get  the  coins,"  said  Stephen  Speakm 
Director  of  Hotline  Operations  for 
World  Reserve  Monetary  Exchange. 

All  this  is  happening  because 
World  Reserve  has  revealed  it  will  rele 
its  secretly  located  hoard  of  $13  mill 
worth  of  never-circulated  Presiden 
Coins  in  vault  sealed  tubes  to  prev 
them  from  ever  being  introduced 
commerce.  It's  the  only  way  to  maint 
their  value  as  never-circulated  coins. 

"This  is  what  everyone  wants  bul 


mm 


Tune  18.  2007 


For  Marketnlflre.  rail  888-305-6831 


■ 


Forbes  marketplace 


--M\1vrp;^ED|A<;yNDICAIi  SPE'iALADvkk I  ISbMENTf-LATURE 


FORTHEWORm^L^LWEMONklARVEXCHAN(jk',393gEVERHAKaRD..CANTONOH447Qg 


h  will  actually  have.  So  many  will  be 
t  with  just  ordinary  circulated  coins 
:hey  can  even  find  them  in  their  bank 
ange.  That's  why  we  are  so  widely 
vertising  our  plans  to  give  away  the 
ver-circulated  Presidential  Coins 
e,"  said  Speakman. 
Those  who  do  beat  the  order  deadline 
1  be  among  the  first  to  also  get  a  free 
3sidential  Dollar  Coin  so  they  can 
ndle  it,  show  it  off  and  still  keep  the 
uable  vault  tube  sealed  and  perfectly 
ict. 

he  U.S.  Mint®  is  required  to 
lor  each  President  with  a  single 
sidential  $1  Coin,  with  a  different 
sident  appearing  every  ninety  days, 
at's  why  everyone  is  trying  to  get 
Washington  dollar  coin  right  now 
^e  it  is  the  first  of  forty  Presidential 
lars  to  be  released  during  the  inau- 
al  year  for  the  series. 
That  means  there  will  be  forty 
led  vault  tubes  in  all,  each  contain- 
twelve  never-circulated  Presidential 
ns.  That's  480  coins.  But  with  all 
y  of  the  free  coins  everybody  is  get- 

it  becomes  a  spectacular  col- 
ion  of  520  never-circulated 
is  in  all,  loaded  into  two 
arate  heavy  vault  boxes, 
y  those  lucky  enough  to 
in  on  the  vault  boxes 
will  be  among  the 
to  be  automatically 
in  care  of  with  all 
;he  new  Presidential 
ars  to  ever  be  minted 
the  next  ten  years," 
lained  Speakman. 
|  he  Presidential  Dollars^ 
just  now  starting  to  slowly 
•ce  their  way  into  the  National 
king  System.  But  Banks  will  not 
or  requests  for  the  free  coins. 

Banks  will  never  have  crystal- 
r  sealed  vault  tubes  of  the  never- 
<  ulated  coins  that  show  off  the  rare 
vje  markings.  Claims  for  these  free 
iljis  which  are  in  never-circulated 
Jition  are  only  being  honored  by 
World  Reserve  for  the  next  seven 
3  and  only  for  those  who  beat  the 
liline  for  the  sealed  vault  tubes, 
ust  look  at  that  stack  of  coins.  When 
t?ricans  get  their  hands  on  those, 
!-  are  really  going  to  do  a  double 
I',"  Speakman  said.  ■ 
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JACKPOT:  These  two  massive  vault  boxes  contain  the  sealed  vault  tubes  for  the  complete 
collection  of  forty  Presidential  Dollars,  480  coins  in  all.  Values  fluctuate,  but  just  think  if  you  had  saved 
2  vault  boxes  of  uncirculated  Eisenhower  Dollars  from  1973.  They  would  now  be  worth  $6,912.00.  It's 
a  real  steal  at  just  $20  plus  shipping  for  these  crystal  clear  sealed  vault  tubes  that  show  off  the  rare 
edge  markings  and  protect  the  coin's  never-circulated  value. 


How  to  get  free  Presidential  Coins 

Every  reader  of  this  magazine  who  beats  the  order  deadline  will  get  a 
free  never-circulated  Presidential  Dollar  Coin  with  every  single  sealed  vault 
tube,  at  just  twenty  dollars  plus  shipping.  Rations  of  these  coins  are 
uncertain  because  each  coin  is  only  being  allotted  93  days.  So  once  they're 
gone,  they're  gone  and  by  law  once  the  U.S.  Mint  shuts  off  they  will  never 
be  minted  again.  In  an  effort  to  maintain  an  orderly  distribution  of  the  coins, 
claim  lines  have  been  established  in  three  Regional  Distribution  Zones. 

Find  the  Regional  Distribution  Zone 
you  live  in  on  the  map  below 


CLAIM  CODE:  PD1262 


World  Reserve  Monetary  Exchange 

THE  WORLD'S  PREMIER  PRIVATE  NUMISMATIC  EXCHANGE 

3939  EVERHARD  RO  .  CANTON  OH  44709 


Call  the  Claim  Line  set  up  for  your  Dis- 
tribution Zone  for  the  next  7  days  only 

If  you  live  in  Zone  © 
Call:  1-800-503-8148  Lines  open  7:45  AM  -  8:45  PM 


If  you  live  in  Zone  © 

Call:  1-800-625-7094  Lines  open  8:00  AM  -  9:00  PM 


If  you  live  in  Zone 

Call:  1-800-710-8923  Lines  open  8: 1 5  AM 


9:15  PM 
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THE  "U.5.  MINT*  IS  A  REGISTERED  TRADEMARK  OF  THE  UNITED  STATES  MINT.  THE  WORLD  RESERVE  MONETARY  EXCHANGE  IS  NOT  AFFILIATED  WITH  THE  UNITED 
STATES  GOVERNMENT  OR  ANY  GOVERNMENT  AGENCY.  OH  RESIDENTS  PLEASE  ADD  SIX  PERCENT  SALES  TAX  AND  SORRY  NO  SHIPMENTS  TO  TN,  VT,  CT,  MA,  MN  RESIDENTS.  All 
TRANSACTIONS  LESS  SHIPPING,  ARE  BACKED  BY  THE  FULL  VAULT  CONTENTS  OF  THE  WORLD  RESERVE  MONETARY  EXCHANGE  WITH  A  MONEY  BACK  GUARANTEE  UP  TO  $10,000.00: 
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110  Feet  on  Very  Deep,  Wide  Water! 


NAPLES,  FL  -  pout  ROYAL 

Waterfront  Port  Royal  estate  in  Naples,  FL  w/  coveted 
Port  Royal  membership  immediately  available!  Enjoy  the 
beach,  golf,  yachting,  saltwater  fishing  &  fine  shopping 
&  dining!  Don't  miss  this  chance  to  join  one  of  the  most 
prestigious  communities  in  the  world! 

•  Gulf  Access  -  No  Bridges 

•  Can  Accommodate  up  to 
95  ft.  Yacht 

•  Ready  for  Renovation  or 
Replacement 


Grand  estates 

AUCTION  COMPANY" 
call  for  a  FREE  color  brochure 

1.800.552.8120 


www.G-E-A.com  •  Robert  Kirk  EL  Auctioneer  AU3384/  Broker  BK3157296 


It's  About  Time 

©  © 

Los  Angeles     New  York 

BUSINESSES  FOR  SALE 

International  Intermediary  has 

©  © 

Middle  Market  Businesses 
for  Sale 

London        Hong  Kong 

Bank 

Ow  nets  hip 

GW  EQUITY 

Mergers  &  Acquisitions 

We  invite  you  to  inquire. 

877-213-1792 

800-733-2191 

www.GWEQUITY.com 

'LOOK"  This  is  Different 


If  you  can  comfortably  afford 
a  "one  time"  investment  of 
$12,900  you  could  earn 
$15,000  plus  every  month  and 
it's  easy  and  fun!  We 
guarantee  to  show  you  how  - 
in  your  area  -  where  it  counts. 
"A  Corporate  First".  Includes 
a  one-on-one  training 
program. 

CALL:  1-877-808-0800 


'LOOK"  This  is  Different 


Authorized  Online  Dealer 
HON  Office  Furniture 

PlahetOfficeFurniture.com 


PLANET 

OFFICE  FURNITURE.COM 

No  Hidden  Costs 

Low  Prices 
FREE  SHIPPING 


UNSECURED  LOAN 

$10,000  TO  $50,000 

Pre-approved  same  day  nations 
Any  personal  or  business  purpc 
Easy  application  process 
No  collateral  required. 
Start-ups  welcome. 
Trusted  source. 

1-800-458-7695 
or 

www.AmOne.Com/FORBES 


MeritBSC.com 

Business  Valuation, 

Strategy  and 
Advice  since  1986 


NY  1-917-208-8077 
SF  1-415-987-7425 


Timeshare* 

,-60-80%  Off  Rft 

(800)  640-76 

holitlaygroup.com, 


I 
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tact: 

Lisa  Lazansky 
Custom  Solutions  Media 
1-888-305-6830 


SILVERSEA 

CRUISE  EXPERTS 


Best  Prices  &  Service 
1-800-747-5670 


BEEN  BURN! 

Dispute?  Owed  Money? 

Taken  Advantage  of  on  ar 
vestment  or  business  dei 
Ready  to  take  action  and 

compensated?  Don't  put  £ 
money  after  bad. 

No  cost  unless  we  get  resi 

Client  First  LLC 
PHONE:  509-966-03! 
FAX:  509-966-048 


For  Marketolace.  call  888-305-6834 
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The  U.S.  economy 
grew  1.3%  in  the 
1st  quarter  of  2007 

i  I  I 


Don'f  /ef  underperforming 
U.S.  markets  keep  you  from  ji^ 
achieving  chartbusting  returns  - 

TAP  INTO  THE  LARGEST  MARKET  IN  THE 

VASTEST  GROWING  ECONOMY  IN  THE  WORLD! 


STOCK 

w  GURU 

www.  QrowthStockGuru.  com 


iversify  Your  Portfolio  with 
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INVESTMENT  HIGHLIGHTS 


Exposure  to  a  Hot  Chinese  Company 
fhat  Trades  oh  the  NASDAQ  OTCBB: 


www.GuangzhquGlobalTelecom.com 
Company   Guangzhou  Global 
Telecom,  Inc. 

Exchange    NASDAQ  OTCBB 
Symbol  GZGT 
Shares  Outstanding  53,290,000 
Public  Float  13,072,500 


China  has  the  largest  mobile  phone  market  in 
the  world. 

Mobile  subscribers  are  expected  to  total  more 

thin  Snn  million  hi,  ")fi1  H 


jellow  Growth  Investors, 

{you  visit  any  city  in  China  you  will  see  them:  MOBILE  PHONES, 
irrently,  the  Chinese  mobile  market  is  growing  rapidly  and 
\obile  operators  are  being  engaged  in  competition  to  create 
bw  demand:  It  is  expected  that  over  600 million  Chinese 
•ople  -44%  of  the  total  population  -  will  subscribe  to  a 
obile  communication  service  by  2010.  This  represents  an 
believable  opportunity  for  investors  looking  to  gain  exposure 
ithin  a  sector  that  is  poised  for  accelerated  growth  in  the 
ars  to  come.  This  sector  is  the  telecommunications  sector  in 
\ina.  It's  the  worlds  largest  telecom  market  by  far  -  dwarfing 
e  U.S.,  Europe  and  neiahborina  Japan  -  but  it's  still  a  fraction 


GZGT's  revenues  jumped  91%  in  2006,  and  are 
projected  to  grow  44%  in  2007, 67%  in  2008 
and  39%  in  2009 

The  Chinese  telecom  and  mobile  phone  handset 
market  for  enterprises  has  huge  room  for  growth 
as  current  penetration  rates  are  estimated  at  only 
between  25%  and  30%. 

GZGT  has  partnered  with  China's  largest  3 
telecommunications  providers  -  China  Mobile, 
China  Unicom  and  China  Telecom. 


Dwnload  the  Full  Report  for  Free  at  www.GrowthStockGuru.com 

i  is  a  Paid  Advertisement.  To  Read  our  full  Legal  Disclaimer  please  visit:  www.growtiistockguru/discloimer/ m2-2 


Shares  appear  attractive  given  the  company's 
position  in  an  unsaturated  industry. 

GZGT  is  poised  to  capture  significant  share  of  the 
evolving  mobile  market  and  mobile  user  usage 
of  new  enterprise  services  tailored  for"on  the  go" 
use.  A  larger  customer  base  coupled  with  the  in- 
troduction of  new  mobile  solutions  will  continue 
to  fuel  revenue  growth  and  transpire  into 
a  higher  GZGT  valuation. 


THOUGHTS 


On  the  Business  of  Life 


'Hk  T 

ew  daddies  need  paternity  leave  like  they  need  a  hole  in  the  head.  But  the  535  members 
of  the  House  and  Senate,  again  acting  like  they  have  535  holes  in  their  heads,  are  quite 
apt  to  pass  legislation  now  before  them  that  would  require  employers  to  grant  18  weeks 
of  unpaid  leave  of  absence  to  fathers.  Not  just  mothers.  But  fathers.  Are  we  really  to  conclude  that 
American  men  are  in  such  bad  shape  that  they  need  18  weeks  off  to  recover  from  their  exertions  one 
night  nine  months  previously?  —MALCOLM  S.  FORBES  (1986) 


/  was  nothing  special  as  a  father. 

But  I  loved  [my  kids]  and  they  knew  it. 

—SAMMY  DAVIS  JR. 


Fatherhood  is  pretending  the  present 
you  love  most  is  soap-on-a-rope. 

—BILL  COSBY 


The  place  of  the  father  in  the  modern 
suburban  family  is  a  very  small  one, 
particularly  if  he  plays  golf. 

— BERTRAND  RUSSELL 


/  am  determined  that  my  children 
shall  be  brought  up  in  their  father's 
religion,  if  they  can  find  out  what  it  is. 

—CHARLES  LAMB 


There  is  probably  no  more  terrible 
instant  of  enlightenment  than  the  one 
in  which  you  discover  your  father  is  a 
man — with  human  flesh. 

—FRANK  HERBERT 

My  father  was  frightened  of  his  father, 
I  was  frightened  of  my  father,  and  I  am 
damned  well  going  to  see  to  it  that  my 
children  are  frightened  of  me. 

—KING  GEORGE  V 


To  be  as  good  as  our  fathers  we 
must  be  better,  imitation  is  not 
discipleship. 

—WENDELL  PHILLIPS 


My  father  never  raised  his  hand  to  any  one 
of  his  children,  except  in  self-defense. 

—FRED  ALLEN 


Any  father  whose  son  raises  his  hand 
against  him  is  guilty:  of  having  produced 
a  son  who  raised  his  hand  against  him. 

—CHARLES  PEGUY 


You  don't  raise  heroes,  you  raise  sons. 
And  if  you  treat  them  like  sons,  they'll  turn 
out  to  be  heroes,  even  if  it's  just  in  your 
own  eyes. 

—WALTER  SCHIRRA  SR. 


Greatness  of  name  in  the  father  oftentimes 
overwhelms  the  son;  they  stand  too  near 
one  another.  The  shadow  kills  the  growth. 

— BENJONSON 


How  easily  a  father's  tenderness  is  recalled, 
and  how  quickly  a  son's  offenses  vanish  at 
the  slightest  word  of  repentance! 

— MOLIERE 

In  order  to  get  as  much  fame  as  one's 
father  one  has  to  be  much  more  able 
than  he. 

—DENIS  DIDEROT 

To  a  hoarding  father  succeeds  an 
extravagant  son. 

—SPANISH  PROVERB 


It  was  dangerous  to  hit  the  wrong  kid  in 
my  neighborhood,  because  a  lot  of  the  guys 
I  played  with  had  fathers  in  the  Mafia. 

—TIM  ROBBINS 


/  bet  your  father  spent  the  first  year  of  your 
life  throwing  rocks  at  the  stork. 

—J.  CHEEVER  LOOPHOLE 
(GROUCHO  MARX) 


A  Text ...  

The  just  man  walketh  in  his 
integrity:  his  children  are  blessed 
after  him. 

—PROVERBS  20:7 
Sent  in  by  He*  Leaverton,  Lubbock,  Tex. 
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You  never  actually 
iwn  a  Patek  Philippe. 


You  merely  take 
are  of  it  for  the  next 
generation. 


V 


The  patented  Annual  Calendar  displays 

day,  month  and  date,  which  only 
needs  resetting  once  a  year.  A  sapphire 

crystal  back  reveals  the  self-winding 
movement  which,  like  all  Patek  Philippe 
mechanical  watches,  is  distinguished 

by  the  Geneva  Seal.  Ref.  5146J. 
Tel:  (1)  212  218  1240.  www.patek.com 


vasts' 

FSC502SN 


Printing,  redefined  for  business. 


When  you  were  a  child,  the  printed  page  helped  you  express  ideas.  Today,  Kyocera 
can  help  you  translate  your  business  ideas  into  powerful  documents.  Our  full  line  of 
printers  produces  crisp  black  and  white  or  vibrant  color  pages.  They  are  simple  to  use 
and  reliable  on  a  network.  Even  better,  Kyocera  printers  operate  at  a  very  low  total 
cost  of  ownership,  while  our  software  solutions  help  you  maximize  your  hardware  investment. 
Experience  the  power  of  Kyocera  printing.  Learn  more:  www.kyoceramita.com. 

KYOCERA  MITA  Corporation.    KYOCERA  MITA  America.  INC  D2007  Kyocera  Mita  Corporation.  "People  Friendly."  "The  New  Value 
Frontier."  the  Kyocera  "smile"  and  the  Kyocera  logo  are  trademarks  of  Kyocera. 


The  New  Value  Frontier 

^KyocERa! 


southpoftt.al 

caesarteat! 
diving  israel's 

ANCIENT  RUINSi 
WHO  MAKES  i 
THE  WORLDS 
BRASSIEST 
MUSTARD?  - 
PATIO  GEAR 
WITH 

PERSONALITY 
COLLECTING 
VINTAGE 
GOLF  CLUBS 


Escape 


Hang  up  the  cell  phone. 

South  America  is  calling 


PRINCESS®  TAKES  YOU  TO  RIO  DE  JANEIRO 
AND  ALL  THE  BEST  OF  SOUTH  AMERICA 

No  matter  what  you  imagine  the  ideal  escape  to  be,  a  Princes; 
South  America  cruise  will  make  it  a  thrilling  reality.  From  the  tropic; 
of  Brazil  to  the  glaciers  of  Antarctica,  you'll  be  treated  to  one  unique 
experience  after  another.  Enter  the  Amazon  and  explore  the  world'; 


Africa  •  Alaska  •  Asia  •  Australia  •  Caribbean  •  Europe  •  Greece  •  Hawai 


See  your  travel  agent  Call  1.800. PRINCES.' 


;est  rainforest.  Follow  in  the  path  of  early  explorers  as  you  roun 
p  of  Cape  Horn.  Marvel  as  penguins  march  around  the  Falkland  Islands, 
et  a  taste  of  Brazil  in  sensational  Rio  de  Janeiro.  Or  enjoy  boutique 
lopping  on  the  streets  of  Buenos  Aires.  Princess  has  the  newest  and 
rgest  ships  in  the  region  and  a  variety  of  itineraries  to  choose  from.  Make 
>ur  South  America  dreams  come  true.  Book  your  complete  escape  today. 


id i a  •  New  Zealand  •  Panama  Canal  •  Russia  •  South  America  •  Tahiti 


PRINCESS  CRUISES 

escape  completely 


isit  princess.com 


©2007  Princess  Cruises.  Ships  of  Bermudan  registry. 


Those  who  know,  know  Halekulanj. 


Travel  +  Leisure:  "World's  Best  Hotels,  Top  100" 

2006  Readers  Poll  -  Halekulani  #19,  ranked  consecutively  Top  50  since  1996 

Conde  Nast  Traveler:  "Top  50  Best  Resort  Spas" 

2006  Readers  Poll  -  SpaHalekulani  #2 

American  Automobile  Association:  "AAA  Five  Diamond  Award" 

2006  La  Mer,  only  Five  Diamond  Restaurant  in  Hawaii 
for  17  consecutive  years 

Zagat  Survey:  "America's  Top  100  Hotel  Restaurants" 
(as  featured  in  USA  Today) 

2006  La  Mer  #8  &  Orchids  #44 

Institutional  Investor:  "100  World's  Best  Hotels" 

2006  Halekulani  #4 


Our  Partners: 

the  Vera  Wang  Suite  at  Halekulani 

Nobu  Waikiki  at  the  Waikiki  Parc  Hotel  (may  2007) 


On  the  Beach  at  Waikiki 


800. 167.2343  www.halekulani.cotn 


HOTELS  &RESORTS 
OF  HALEKULANI 

cThecle3dinfHotels 
ofth^World 


1911  BTR 

Calib'er  137  -  Automatic  Chronograph  in.  brushed  and  polished  18K  rose  gold  with  hand-stitched  brown  alligator  strap. 

THE  MASTERY  OF  TECHNOLOGY  AND  DESIGN 

The  ultimate  timepiece  collection  for  men.  Watches  of  sophisticated  function,  powered  by  Ebel  COSC-certified 
automatic  movements;  each  developed,  assembled  and  controlled  in  Ebel's  workshops  in  Switzerland. 

www,  191 1  BTR.com  or  call  800  920  3153 


Bruce  Weber  Jewelers        Shreve,  Crump  &  Low 
918  749  1 700  617  267  91 00 


World  Lux 
206  682  2650 


©2007  Samsung  Electronics  America.  Inc.  All  rights  reserved.  Samsung  is  a  registered  trademark  of  Samsung  Electronics  Co..  Ltd.  Super  clear  panel  is  available  on  select© 


i  1   .  •     i      Screen  images  simulated 


imagine  a  revolutionary  black  screen 
^^^^     designed  to  enhance  beauty. 

Experience  the  latest  HDTV  innovation  from  Samsung.  Its 
revolutionary  super  clear  panel  gives  you  blacker  blacks,  which 
makes  colors  appear  richer  and  truer,  for  the  ultimate  TV 
(■IBBhHV  experience.  With  the  uncompromising  design  and  technology  of 
the  new  Samsung  full  HD  LCD  TV,  it's  not  that  hard  to  imagine.  To 

Samsung  full  HD  LCD  TV 

with  super  clear  panel.         learn  more,  visit  www.samsung.com/hdtv 

Available  at  these  and  ether  fine  retailers:  .^^tfH^HflH^^ 


"Underwater,  the 
mask  enlarges  your  eyes 
and  produces  a  look  of 
astonishment  that's 
somewhere  between 
amused  and  alarmed,  but 
when  Avi  plucks 
a  triangular  shard  of  a 
broken  jug  and  hands  it 
to  me,  I  really  do 

feel  the  wonder."  PAGE  114 


114  Herod's  Lost  City 

Beneath  Israel's  ancient  Mediterranean  waters  lies  a  2,000-year-old 
archaeological  paradise  for  divers. 
By  Todd  Pitock 

120  She  Reigns  in  Maine 

A  shipyard  bike  tour  in  Maine  turns  up  a  trophy:  the  Southport  30, 
an  elegant,  lobster-boat-inspired  cruiser. 
By  Matthew  Stevenson 

124  Patio  Daddy-0 

Keep  summer  sizzling  with  the  best  in  backyard  gear. 
By  Richard  Nalley 

130  Behind  Every  Weil-Dressed  Man  Is  a  Woman  of  Taste 

Veronique  Nichanian  of  Hermes  brings  her  chic-yet-sober  menswear 
to  a  new  store  in  New  York's  Financial  District. 
By  Mark  Grischke 

COVER  Photograph  by  Benjamin  Mendlowitz  of  the  Southport  30 
"Eagles'  Wings"  on  Maine's  Boothbay  Harbor. 
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Usual  Suspects 

14    FROM  THE  EDITOR'S  DESK  | 

MVP  for  a  veteran. 


18   THE  EYE  |  Haute  handyman's  tool  trunk, 
connoisseur's  cachaqa,  the  Segway's  second 
coming,  electronic  meter  maid,  throwback 
Frisbee  and  pretty  pocket  change  from  Bulgari. 

33   TRAVEL  |  Just  the  ticket. 
Edited  by  Richard  Nalley 

132    MIXED  MEDIA  |  Oscar  shorts,  microchip  art, 
WWII  North  Africans  on  film,  an  indie  rock 
crooner  and  a  Lincoln  road  trip. 
Edited  by  Thomas  Jackson 

136  ASKED  &  ANSWERED  j  PGA  CEO  Joe  Stei  anka 
reflects  on  golf's  next  generation,  rising  course 
difficulty  and  why  Tiger  is  good  for  the  game. 


Departments 


47  Real  Escapes 

Spruce  Peak  at  Stowe  brings  the  high  life  to  Vermont's 
favorite  getaway. 
By  Taylor  Antrim 

53  Wine  &  Spirits 
My  summer  en  rose. 
By  Richard  Nalley 

58  Electronics 

A  cutting-edge  weather  station  does  more  than  tell  you 
which  way  the  wind  blows. 
By  Thomas  Jackson 

61  Spas 

ESPA  at  Rosewood's  Acqualina  resort  is  Miami  nice. 
By  Lorraine  Cademartori 

69  Collecting 

Antique  golf  clubs  are  a  long  drive  into  the  past. 
By  Missy  Sullivan 

76  Art 

Let  your  Boyd  Level  art  consultant  be  your  guide. 
By  Mark  Grischke 

80  Wheels 

Convert  to  a  Bentley  with  the  Continental  GTC. 
By  Bill  Baker 

83  Boats 

A  sailboat  builder  turns  to  power,  an  overboard  radio  and 
the  pup's  preserver. 
By  Bernadette  Bernon 

105  Food 

King  ot  condiments,  Colonel  Mustard  does  it  in  the  kitchen. 
By  Richard  Nalley 
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ROYAL  OAK  OFFSHORE  ALINGHI  TEAM  CHRONOGRAPH 

IN  2003,  ALINGHI  WON  THE  31"  AMERICA'S  CUP,  THE  WORLD'S  MOST  PRESTIGIOUS  SAILING  TROPHY. 
TODAY,  AUDEMARS  PIGUET  IS  PURSUING  ITS  COMMITMENT  TO  ALINGHI,  DEFENDER  OF  THE  32""  AMERICA'S  CUP. 


AUDEMARS  PIGUET  BOUTIQUES 

40  EAST  57th  STREET,  NEW  YORK,  NY  888.214.6858  •  BAL  HARBOUR  SHOPS,  BAL  HARBOUR,  FL  866.595.9700 

www.audemarspiguet.com 
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Visit  F0RBES.COM  for  a  daily  dip  into  high-end  real  estate,  luxury  vehicles,  indulgent  travel 
and  the  best  in  fashion,  health,  wine  and  food.  Our  videos  put  you  behind  the  wheels  of 
the  market's  hottest  cars  and  inside  the  most  impressive  homes  in  the  world.  Keep  up  to 
date  with  our  e-mail  news  alerts  and  newsletters,  and  let  Forbes  Attache  put  everything  you 
need— from  stock  prices  to  weather  to  your  favorite  Forbes  content — right  on  your  desktop. 
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VEHICLES 

Most-Stolen  Luxury  Cars 
is  your  auto  one  of  seven  vehicles 
with  worse-than-average  theft  rates? 
Find  out  today. 


WINE  AND  FOOD 

Buzz-Worthy  Sparkling  Wines 
Move  over,  Champagne.  Sparklers 
from  Spain,  Italy,  Australia  and  the 
U.S.  are  siphoning  off  your  fizz. 

Celebrity  Chef 
Food  &  Wine  Pairings 


and  other  top  names  have  to  say  about 
which  sips  and  sups  best  go  together. 

TRAVEL 

World's  Super-Swanky  Casinos 
Amenities  such  as  poolside  poker 
and  Jean  Georges-prepared 
meals  have  made  these  casinos 
the  hottest  game  around. 


STYLE 

insider's  Guide  to  High- 
End  Sample  Sales 

Purchasing  at  retail?  Please.  Any 
luxury-bargain  hunter  knows 
sample  sales  are  where 
See  what  Mario  Batali,  Laurent  Tourondel      it's  at.  Here  are  the  country's  best. 
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The  Best 
Places  to  Lose 
Weight 

Book  a  trip  to  one 
of  these  ritzy 
retreats  and  you'll 
leave  toned  up  and 
slimmed  down. 


REAL  ESTATE 

Custom-Made  Garages 
for  Car  Lovers 

A  car  park  should  be  as  elegant  as  the 
autos  it  holds.  These  fit  the  bill. 

Lavish  Homes  on  the  Block 

High-end  homeowners  with 
adjustable-rate  loans  are  selling  off 
their  mansions.  What's  it  mean  for  you? 
Great  deals.  Plus,  top  country-wide 
home  auctions. 


Forbes  Video  Network 

www.forbes.com/video 

It's  Electric!  Driving  the  Mini 
A  talk  with  Hybrid  Technologies's 
CEO  and  a  test-drive  in  an  electric 
Mini  Cooper. 

Spicing  Up  Barbecue 
Chefs  add  exotic  flair  to 
traditional  'cue. 

The  Green  Behind 
Going  Green 

What  it  costs  to  give  your  home  an 
eco-friendly  makeover. 

Summer  Weddings 

Ultimate  cakes,  the  groom's  guide  to 

jewelry  and  $100,000  bridal  gowns. 
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ised  the  sail, 
Bermuda  raised  the  bar 


With  its  pink  sand  beaches  and  turquoise  waters,  you'll  definitely  feel  the 
love  of  Bermuda.  This  island  paradise  is  less  than  two  hours  from  the  East 
Coast,  assuring  that  you  can  spend  more  time  with  the  ones  you  love  and 
less  time  getting  there. 

For  full  details,  and  to  book  tickets  and  reservations,  call  1-800-BERMUDA 
or  visit  bermudatourism.com 
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THE  EMERALD  ISLE,  POLISHED 


Bringing  unsurpassed  accommodation  and  unparalleled  service  to  authentic  links 
golf,  The  Lodge  at  Doonbeg  Golf  Club  delights  visitors  with  unprecedented  luxury 
and  every  modern  convenience  while  preserving  the  inimitable  charm  of  Ireland. 

The  LODGE 

DOONBEG      GOLF  CLUB 

l-866-DOONBEG 

doonbeggolfclub.com 

County  Clare,  Ireland 

From  the  Editor's  Desk 


Mark  of 
Excellence 


WE  HAVE  A  TRADITION  AROUND  THE  FORBESLIFE  OFFICES  OB 
designating  a  Most  Valuable  Player  for  each  issue.  Of  course,  as  editor,  /  am  the 
Most  Valuable  Player.  I  make  this  fact  clear  to  the  staff,  even  though  they  chafq 
at  my  insistence  that  they  address  me  as  "Your  Most  Valuable  Playership"  and  othei) 
designations  such  as  "Divinity," "Serenity"  and,  on  occasion,  "Lord." 

However,  after  reviewing  this  month's  bounteous  harvest  of  articles  and  fea^ 
tures,  I  have  no  choice  but  to  pass  the  baton  of  greatness  to  our  Creative  Director] 
Mark  Grischke. 

Mark  was  present  at  the  creation  of  this  magazine,  back  in  1890.  (Actually,  i< 
was  1990,  but  I  like  to  say  that.)  He  then  looked  about  12  years  old,  and  upon 
meeting  him  for  the  first  time,  I  wondered,  "Is  he  going  to  be  able  to  do  all  this?" 
The  answer  was,  emphatically,  yes.  In  a  few  short  years,  he  was  promoted  ta 
Creative  Director.  (In  Washington,  D.C.,  he  would  doubtless  be  called  "Taste 
Czar"  and  have  to  appear  before  congressional  committees.)  Now,  17  years  laterj 
he  looks  about  24  years  old,  while  I  look  about  85.  But  then  he  doesn't  have  to 
supervise  Executive  Editor  Patrick  Cooke  (a  constant  nightmare)  or  deal  with 
the  incessant,  bitter  infighting  that  is  the  warp  and  woof  of  lifestyle  journalism. 

As  Creative  Director,  Mark — along  with  our  superbly  talented  Design  Director,i 
Penny  Blatt — is  responsible  for  the  overall  "look  of  the  book,"  as  we  magazine! 
people  say.  Such  stylishness  as  we  possess  is  largely  his  doing.  But  what  makes  himi 
this  month's  MVP  is  his  all-round  capability.  An  honors  graduate  of  Columbia 
University,  he  disposes  of  a  fine  cultural  intelligence,  which  he  brings  to  bear  on 
everything  he  touches.  He  fills  our  pages  with  not  just  beautiful  images  but! 
thoughtful  words.  And  so,  take  a  bow,  Marko. 

Next  issue:  Buckley  is  back  as  MVP — and  this  time,  it's  personal. 

See  you  in  September. 


Cu 


14  i  ForbesLife 


The  greatest  luxury  in  life  is  time.  Savour  every  second. 


United  under  a  "winged  B,"  Breitling  and  Bentley  share  the  same  concern  for  perfection. The  same  exacting  standards  of  reliability,  precisi'i 
and  authenticity. The  same  fusion  of  prestige  and  performance.  In  the  Breitling  workshops,  just  as  in  the  Bentley  factories  in  Crewe,  cuttin 
edge  technology  works  hand  in  hand  with  the  noblest  traditions.  For  devotees  of  fine  mechanisms,  Breitling  has  created  a  line  of  exceptiot 
timepieces  named  Breitling  for  Berkley.  While  conveying  the  essence  of  aesthetic  refinement,  these  wrist  instruments  are  all  equipp^ 
with  high-performance  "motors,"  pa%|jtjy  assembled  by  watchmakers  at  the  peak  of  their  art...  Time  is  the  ultimate  luxury. 

www.breitlingforbentley.com 


•••What  Goes  Around... 

THE  FRISBEE'S  MODEST  DEGREE  OF  DIFFICULTY  HAS  KEPT  IT  IN  AMERICAN  BACKYARDS  FOR  A  HALF  CENTURY. 
Muscle  it  all  you  want— only  a  crisp  wrist  snap  gets  results.  Celebrate  the  flying  disc's  50th  anniversary  with  Wham-O's 
limited-edition  set:  one  heavyweight  Ultimate  Frisbee  disc,  a  lighter,  more  supple  All-Sport  version  and,  for  kitschy  kicks, 
a  replica  of  the  original  195>  mentor's  model,  the  Pluto  Platter  (pictured).  $25  for  the  set.  www.frisbeedisc.com. 
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f  your  dad  doesn't 

i already  own  an  $11,000, 
French  hand-painted 
leather  travel  trunk 
to  house  his  tools,  be  a 
»ood  kid  and  help  him 
>ut  this  Father's  Day.  The 
ncluded  trays  detach, 
allowing  him  a  very  chic 
ravel  case.  Coated-canvas 
md  leather  Goyard  travel 
tool  trunk  by  special 
order,  www.goyard.com. 


San  Francisco 
Museum  of  Modern  Art 


The  Museum  of  Modern  Art 
reopens  November  20, 2004 


^JPMorganChase 


[wall  street] 

FRAMED  ART  POSTERS  ARE  A  COMMON  ENOUGH  WAY  TO 
decorate  your  walls.  They're  also  a  bit  cliched.  After  all,  no 
one  wants  to  see  the  same  Warhol  Blue  Lizas  Cleopatra  image 
in  someone  else's  living  room.  If  you  love  art,  aren't  a  collector 
and  want  something  more  distinctive  than  iconic,  check  out 
Betterwall.com,  which  buys  authentic  exhibition  street  banners 
from  more  than  20  partner  museums  and  sells  them  to  con- 
sumers. (Participating  museums  receive  a  portion  of  the 
sales  proceeds.)  The  Denver-based  husband-and-wife  founders, 
Nicolas  and  Nora  Weiser,  started  Betterwall  in  response  to  the 
covetous  comments  of  visitors  to  their  home,  where  they'd 
hung  a  large  Charles  Rennie  Mackintosh  banner  from  a  1997 
show.  Betterwall's  vinyl  banners  range  in  size  from  two  and  a 
half  feet  wide  to  eight  feet  long  and  provide  exceptional  design 
bang  for  the  buck  (about  $300  to  $900  per  banner,  including 
hanging  hardware  and  free  shipping),  www. betters  all  .com . 
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The  EYE 


POWERLINE 


ABUSE  OF  POWER 

IN  YOUR  QUEST  TO  CONSUME  LESS  ENERGY  AT  HOME,  THIS  DEVICE  CAN  BE 
your  conscience  and  your  guide.  Three  times  each  hour,  the  night-light-sized  Home 
Joule  wirelessly  pulls  the  latest  data  on  local  power  usage  and  prices,  letting  you  know 
when  energy  is  most  expensive  and  when  the  grid  is  most  overtaxed.  If  the  screen 
is  green,  demand  is  light;  if  it's  red,  turn  down  the  AC  and  give  those  major  appliances 
a  break.  The  Home  Joule  will  be  available  in  New  York  City  in  June,  nationwide 
this  fall.  $100.  www.consumerpowerline.com/homejoule. 


Samba  Juice 


JUNE  I  2007 


(ri 


r. 


Covering  the 
Sweet  Spot 


your  opponent  will  be 
dazzled  by  the  colorful 
designs  and  bright 
patterns  of  these  tennis 
racket  covers  from  Burke 
Bags  before  you  even 
set  foot  on  the  court.  Sized  to 
fit  both  women's  and  children's 
rackets,  the  covers  are  made 
of  durable  cotton  or  straw  with 
contrast  piping  and  interiors, 
and  have  an  adjustable  shoulder 
strap.  There's  also  a  roomy 
inside  pocket  to  hold  your 
keys.  Available  in  seven  styles. 
$75.  www.burkebags.com. 


THE  BRAZILIAN  SUGARCANE  RUM  CACHAQA  IS  FAMOUS  ON  THESE  SHORES  AS  THE  FOUNDATION  (ALONG  WITH 
mashed  limes  and  sugar  syrup)  of  that  quintessential  summer  drink,  the  caipirinha.  What  it  hasn't  been  known  for  here 
is  the  kind  of  sophisticated  exotic  fruit,  flower  and  smoke  perfume  exuded  by  Agua  Luca,  a  sleekly  bottled,  export-only 
brand  distilled  from  freshly  cut  cane  and  filtered  12  (!)  times,  apparently  for  smoothness.  This  silky,  sexy  rum  is| 
worthy  of  straight  sipping,  but  it  puts  an  aromatic  kick  into  a  caipirinha  like  you  won't  believe.  $28.  www.agualuca.com.l 
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The  Patravi  T-Graph  in  stainless  steel  with  chronograph,  big  date  and  power 
reserve  display  is  a  perfect  example  of  Carl  F.  Bucherer's  unique  philosophy. 
As  an  independent  family  business  in  Lucerne,  Switzerland  since  1919,  our 
attention  to  fine  detail  and  passion  for  perfection  have  never  changed. 

www.carl-f-bucherer.com 


Carl  F.  Bucherer 

FOR  PEOPLE  WHO  DO  NOT  GO  WITH  THE  TIMES. 


LUSSORI 

ELEGANT  .  AUTHORIZED  .  LUXURY 

OCEAN  AVENUE  BETWEEN  SAN  CARLOS  &  DOLORES  •  CARMEL,  CALIFORNIA  93921 
PH  800.241  .9807 


SWING  OF 
SUMMER 


IT'S  NO  COINCIDENCE  THAT  SUREVOLUTION'S  FRINGED 
leather  hammock  looks  just  like  those  used  for  South 
American  siestas.  Colombian  artisans  make  the  hammocks 
in  the  tradition  of  the  vaqueros  (cowboys)  of  the  Andean  highlands.  The  New  York- 
based  company  brings  them  to  the  States,  thus  helping  small  businesses  establish 
sustainable  economies  while  summer  loafers  add  a  little  social  consciousness — and  a 
whole  lotta  class — to  their  backyards.  $1,500.  (212)  255-6928,  www.surevolution.com. 


The  Art  of  Recycling 


AUSTRALIAN  ARTIST 
Peter  Quinn  merges 
weathered  road  signs  and 
broken  furniture  to  create 
distinctive  collector  items. 
The  three-shirt-a-day 
humidity,  brutal  sun  and 
monsoon  rains  common 
in  Darwin,  Australia,  where 
Quinn  lives,  can  ruin  fiber 
chair  seats  and  backs.  To 
refurbish  furniture  headed 
for  the  dump,  Quinn  uses 


discarded  aluminum  STOP 
signs,  roundabout  arrows 
and  speed-limit  markers 
to  upgrade,  say,  a  chair's 
design  while  improving 
its  structural  strength. 
Quinn  also  revamps  tables, 
describing  his  functional 
but  graphically  arresting 
pieces  as  "small  paintings.' 

"I  have  become 
quite  an  expert  on  how 
various  signs  are  made," 


says  Quinn.  "A  sign  is 
thrown  away  because 
there  is  something  wrong 
with  it — it's  damaged — and 
I  frequently  have  to  beat 
it  back  into  shape  so 
I  can  work  with  it.  I  choose 
the  bits  I  want  to  use, 
freely  changing  elements 
as  I  go."  60  KMH  Table 
(pictured),  $1,800. 
www.  raftartspace.com.au/ 
HarryT_  PeterQ06.html. 


Uncommon 
Scents 

Taking  his  cues  from 
masters  of  the  Art  Deco 
era,  Giorgio  Armani 
serves  up  an  elegant 
yet  masculine  cologne 
that  layers  Sicilian 
lemon,  Ceylonese  cardamom, 
Chinese  cedar,  Indonesian  patchoul 
and  amber,  all  wrapped  up 
in  a  witty  bottle  that  wouldn't 
have  looked  out  of  place 
on  Gary  Cooper's  dressing  table. 
What  else  could  he  call  it  but 
"Attitude"?  $65/2.5  fl.  oz. 
www.giorgioarmaniparfums.  com. 


22  I  ForbesLife 


enegildo  Zegna 


The  EYE 


JUNE  I  200/ 


Women  of 
The  Cloth 

A  PIONEERING  BOSTON  OUTFIT  KNOWN  AS  MOD 
Green  Pod  (cofounded  by  sisters-in-law  and  fash- 
ion industry  veterans  Nancy  and  Lisa  Mims)  has 
created  pesticide-free,  organic  home  textiles  in 
lively  patterns  that  pop  with  color.  Their  rich-look- 
ing fabrics  are  hand  silk-screened  in  small  batches 
by  New  England  artisans  using  water-based  ink. 
$98  to  $105  per  yard,  www.modgreenpod.com. 


GOLD 

STANDARD 


Patricia  Ficalora's  cuff  links 
aren't  traditional  or 
stodgy,  but  they  still  mean 
business.  Handmade  of 
18k  gold,  they're  satisfyingly 
heavy  and  refreshingly  simple, 
with  no  moving  parts  to  interrupt 
their  sculptural  shapes.  And 
with  the  price  of  gold  heading 
sky-high,  they  might  also  represent 
a  good  investment.  $2,100  to 
$2, 4 00.  www.  ficalorane wyork.  com. 
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"Subtle  and  sensual,  a  fragrance  shoild  be  an  aura  that  surrounds  us." 

Giorgio  Armamt 


Lift  here 
to  discover 
ARMANI  code 


★mccyS 


SUMMER 
TIME 


THESE  SEASON-SAVVY  WATCHES  ARE  SURE 
to  leave  tan  lines- worth  envying.  TAG  Heuer's 
stainless-steel  Formula  1  chronograph,  $950, 
(866)  260-0460,  www.tagheuer.com;  Bulgari's 
yellow-gold  and  steel  Diagono  Professional 
Scuba  watch,  $7,350,  at  Bulgari  stores, 
(800)  BULGARI,  www.bulgari.com;  Cartier's 
Santos  100  Rubber  watch,  $5,200,  at  Cartier 
boutiques,  (800)  CARTIER,  www.cartier.com; 
Louis  Vuitton's  stainless-steel  Tambour  chrono- 
graph Grey,  $4,550,  .(866)  VUITTON.  www. 
louisvuitton.com;  and  Omega's  stainless-steel 
Sea  master  Planet  Ocean  chronograph,  $5,480, 
(800)  766-6342,  www.omegawatches.com. 
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The  EYE 


A  GUST  FOR  POWER 

going  green  nowadays  is  often  a  noisy  affair:  PR  campaigns,  commercials,  corporate 
slogans.  But  the  folks  at  Southwest  Windpower,  Inc.,  believe  energy  conservation 
can  be  as  quiet  as  the  rustling  leaves  in  your  own  backyard.  That's  where 
they'll  plant  the  nearly  silent  Skystream  3.7 — the  first  small  wind  generator 
designed  specifically  for  residential  use.  Developed  in  collaboration  with  the  U.S. 
Department  of  Energy,  Skystream  powers  your  home  when  the  wind  is  blowing  and 
lets  your  standard  utilities  take  over  when  it's  not.  Some  utilities  will  even  credit  you  for 
excess  energy  generated  on  especially  windy  days.  And  since  the  Skystream  usually  sits  on 
a  35-  to  110-foot-high  tower,  you'll  still  be  making  a  very  noticeable — if  nearly  silent — 
statement.  $12,000,  including  installation.  (928)  779-9463,  www.skystreamenergy.com. 


Coin 
Of  the 
Realm 


NICOLA  BULGARI,  CHAIRMAN 
of  the  Roman  jewelry  house  (and 
avid  collector  of  antique  coins), 
has  taken  advantage  of  the 
company's  newly  reopened  Fifth 
Avenue  store  to  launch  a  series 
of  limited-edition  pieces  for  21st- 
century  goddesses.  Necklaces 
and  handbags  display  genuine 
ancient  coins:  The  gold  "Attica" 
pendant  (shown  here)  holds 
a  Greek  soutour  marked  with 
Athena's  profile  that  dates  from 
the  fifth  century  B.C.  Talk  about 
"old  money...."  $8,900.  (800) 
BULGARI,  www.bulgari.com. 


26  I  ForbesLife 


He's  relaxed.  He's  insured  by  Chubb. 


<  CHUBB  PERSONAL  INSURANCE 


Worth  magazine  called  Chubb  "the  gold  standard  tor  property-casualty 
insurance....  Chubb's  best  feature  is  a  three-decade  history  of  swiftly 
paying  claims  that  other  companies  might  balk  at." 

Chubb  refers  .to  the  insurers  ol  the  Chubb  Group  o(  Insurance  Companies.  .  . 

Actual  coverage  is  subject  to  the  language  ol  the  policies  as  issued.  Chubb,  Box  161S,  Warrerv^J  07061-16J5. 

'  2003  Chubb  &  Son,  a  division  ol  Federal  Insurance  Company.  All  rights  reserved. 


CHUBB 


For  more  information,  consult  your  independent 
agent,  or  visit  us  at  www.chubb.com  and  click  on 
"Find  an  agent." 
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Little  House  on  the  Prairie 

there's  nothing  ticky-tacky  about  the  little  houses  manufactured 
by  Tumbleweed,  a  Sebastopol,  California,  company  that  produces 
sleekly  designed  mini-mansions.  Tumbleweed's  models  range  from 
the  75-square-foot  cedar  and  pine  Biensi,  which  includes  a  kitchen, 
sleeping  loft  and  front  porch  but  no  bathroom  ($29,997  plus  delivery),  to 
the  majestic  120-square-foot  Tarleton  ($48,997  plus  delivery),  complete 
with  full-sized  shower,  fireplace  and  cathedral  ceiling.  The  DIY  set  can 
buy  architectural  plans  for  $997.  "A  well-designed  little  house  can  feel 
roomy,  and  a  poorly  designed  [one]  can  feel  crowded,"  says  Tumbleweed's 
owner,  Jay  Shafer.  He  should  know:  Since  1997,  he  has  lived  in  a  house 
"smaller  than  some  people's  bathrooms."  www.tumbleweedhouses.com. 


[Sure-Footed 

THE  KU-DIR-KA  ROCKING  CHAIR  BY 
Contraforma,  a  small  Lithuanian  design  firm,  is 
a  modern  take  on  the  classic  American  rocking 
chair.  Looking  a  bit  like  a  prop  from  a  Tim 
Burton  film,  the  chair  also  comes  in  black 
for  those  who  prefer  a  more  traditional-looking 
ten-legged  rocker.  $495.  www.ona.com. 


lor  men  who  prefer  to  Hue 
for  their  oyster  and  lobster. 


right  footwear. 


'0 


Aquatimer  Chrono-Automatic.  Ref.  3719:  Some  things  are  best  done  yourself.  Which 
is  why  IWC  painstakingly  hand-builds  this  diver's  watch  with  its  42-mm  stainless  steel 
case,  sapphire  glass  and  self-winding  movement  in-house.  Use  the  protected  rotating 
inner  bezel  with  its  minute-interval  detent  to  read  off  your  dive  time  precisely.  Also  practical 
if  you  don't  want  your  guests  waiting  too  long  for  dinner.  IWC.  Engineered  for  men. 


SCHAFFHAUSEN 
SINCE  1868 


Mechanical  chronograph  movement 
Self-winding  I  Day  and  date 
display  I  Small  seconds  with 
stop  function  I  Rotating  inner 
bezel  (figure)  I  Antireflective  sapphire 
glass  I  Water-resistant  to  120  m  I  Stainless  steel 


IWC  Schaffhausen,  Switzerland,  www.iwc.com 
For  an  authorized  retailer  nearest  you,  please  call  (800)  432-9330,  or  visit  our  website. 


The  EYE 


[Foreigners: 
The  Crash 
Course 


Well,  this  explains  a  lot:  In 
France,  not  smiling  or  nodding  at 
strangers  isn't  "impoliteness, 
it's  just  French  style.  To  smile 
for  no  reason  is  not  serieux." 
So  says  Culture  Smart!  France,  one  of  a 
series  of  conveniently  pocket-sized  culture 
and  etiquette  guidebooks  devoted  to 
bridging  the  waters  of  international 
misunderstanding.  Several  dozen  country 
guides  are  offered,  covering  such  topics 
as  how  to  use  Chinese  toilets  (bring  your 
own  paper  and  hand-wipes)  and  whether  to 
shake  hands  when  meeting  an  Indian 
woman  (unh-unh).  Published  in  Britain 
since  2003  and  now  available  in  the  U.S. 
$10  each,  www.culturesmartguides.com. 
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SEGWAY  MEETS  FAIRWAY 

OKAY,  SO  MAYBE  SEGWAY  HASN'T  REVOLUTIONIZED  THE  WAY  URBAN 
Americans  transport  themselves — but  here's  a  thought:  how  about  Segway  as  a 
fun-to-drive,  maneuverable  golf  course  ride  that's  gentler  on  the  turf  than  a  cart?1 
The  new  Segway  x2  Golf  has  the  self-balancing  technology  of  the  original,  but  also 
steadies  your  club  bag.  So  far,  five  North  American  courses  are  employing  these 
personal  transporters,  including  Palmetto  Dunes  in  Hilton  Head  and  Tiburom 
at  the  Ritz-Carlton,  Naples.  Not  so  far-fetched,  huh?  $5,995.  www.segway.com. 
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Discover  o  new  Greek  classic  - 
the  Nafplia  Palace  Hotel  &  Villas 

"Unique"  isn't  the  half  of  it.  The  Nafplia  Palace  is  a  true  one-off, 
whose  setting,  history  and  aesthetic  are  unlike  those  of  any  other 
hotel,  anywhere.  It  is  justly  famous  for  its  location  (in  the  middle 
of  an  ancient  acropolis,  over  the  bougainvillaea-entwined  Old 
Town  of  Nafplion)  and  for  its  views  (the  Bay  of  Argolis  in  one 
direction,  the  1  8th-century  walls  of  the  Palamidi  fortress  in  the 
other).  And  history-lovers  will  know  the  hotel  is  surrounded  by  the 
treasures  of  ancient  Greece  including  three  World  Heritage  sites. 

But  what  really  distinguishes  the  Nafplia  Palace  is  its  33 
individually  redecorated  villas,  16  with  private  heated  pools  or 
outdoor  Jacuzzis.  Cool,  hard  surfaces  in  wood,  stone  and  steel 
are  offset  by  warm,  soft  textures  in  cotton,  leather  and  wool.  The 
bathrooms  are  big  enough  to  qualify  as  a  suite-within-a-suite.  The 
Nafplia  Palace  also  offers  access  to  a  beach  at  the  foot  of  the 
promontory.  You  can  stroll  down  to  the  hotel  spa  operated  under 
the  name  of  Europe's  famous  "Institut  Dominique  Chenot".  Or  just 
think  about  doing  so  from  the  comfort  of  your  own  private  infinity 
pool,  as  you  notch  the  water  temperature  up  with  the  touch  of  a 
digital  panel. 

Nafplia  Palace  Hcte!  &  Villas,  Nafplion,  Peloponnese,  Greece 
Reservation  telephone:  +30  27520  70800 

Email:  reservations  is' naf  plionhote    qr   Website:  www.nafpliapalace.gr 
Member  of  Helios  Ho  :  sorts 
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ITALY 


Monza  i  The  hordes  of  Italian  Ferrari  fans,  also  known  as  tifosi,  swarmed  the 
tarmac,  waving  flags  with  the  Ferrari  prancing-horse  battle  standard  and  greet- 
ing the  victor  of  the  2006  ITALIAN  GRAND  PRIX  with  the  same  hysterical  energy 
their  ancestors  used  in  greeting  invading  Visigoths.  And  in  fact,  they  were  salut- 
ing a  German:  Michael  Schumacher  had  just  won  his  90th  Grand  Prix  race,  and 

the  Teutonic  coolness  with  which  he  returned  his  fans'  ardor  did  nothing  to  dampen  their  spirits:  "He 
can  be  German  as  long  as  he  drives  a  Ferrari,"  one  fan  effused.  •  Everyone  was  high  on  speed.  Speed  that 
only  Monza,  the  world's  fastest  racetrack,  can  produce.  Add  to  this  the  fact  that  the  track  is  in  the  middle 
of  Ferrari's  Italian  home  turf,  and  you  have  a  mix  as  explosive  as  nitroglycerin.  Come  early  September, 
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VERMONT 

Lower  Waterf  ord: 

There's  no  feeling  like 
spending  eight  hours  in  a  car 
and  then  checking  into  a 
country  inn  as  comfortable  as 
if  it  had  been  there  waiting  for 
you  since  1795.  THE  RABBIT 
HILL  INN  in  Lower  Waterford, 
Vermont  is  such  a  place, 
and  the  very  place  to  be  in  the 
fall,  when  the  leaves  turn. 

Built  in — as  a  matter  of 
fact — 1795  and  expanded  in 
1820,  Rabbit  Hill  was  in 
bygone  days  the  halfway  point 
on  the  roads  connecting 
Boston  to  the  St.  Lawrence 
River.  It  was  a  stopping  place 
for  as  many  as  100  carriages 
a  day.  You  can  feel  this  history 
in  the  creaking  floorboards. 

The  inn  is  lovingly  tended 
by  owner-innkeepers  Brian 
and  Leslie  Mulcahy.  We  were 
delighted  to  find  the  parlor 
room  stocked  with  Stave 
puzzles  (see  our  June  2005 
issue).  There's  a  bar  called 
The  Snooty  Fox  Pub,  and  that, 
too,  is  a  great  comfort  after 
hours  at  the  wheel. 

There  are  19  rooms.  We 
stayed  in  "Cedar  Glen,"  a 
lovely  large  suite  with  four- 
poster  bed,  gas  fireplace, 
capacious  Jacuzzi,  and 
knotted-pine  and  cedar  walls; 
also  a  mounted  trout  and  deer, 
neither  of  which  looked  very 
happy  about  their  celebrity. 
The  two  other  rooms  we 
liked  are  "The  Nest,"  also 
with  Jacuzzi  and  a  porch, 
and  "Jonathan  Cummings." 


this  is  the  place  to  be  for  Formula  One  racing.  Monza,  also  known  as  "The  Cathedral  of  Speed,"! 
is  where  160-mph  speeds  are  simply  a  drive  in  the  woods  and  where  long  straightaways  and 
parabolic  curves  are  rife  with  enough  legend,  bravery,  drama,  blood  and  foolishness  to  make 
bullfighting  seem  like  a  pet  show. 

Laid  out  in  1922  on  the  grounds  of  an  old  royal  hunting  forest  outside  Milan,  Monza  is  thej 
bucolic  antidote  to  Indianapolis  or  Monaco.  It's  the  aristocrat  of  racetracks.  The  ancient  oaksi 
that  line  the  course  still  drop  acorns  on  the  carefully  tended  tarmac,  while  up  on  the  decks  of 
the  Paddock  Club,  men  and  women  in  Armani  clink  Champagne  glasses  while  wearing 
earplugs  against  the  engines' high-pitched  buzz  and  the  constant  roar  of  the  tifosi. 

"A  lot  of  American  fans  think  Monaco  is  the  place  to  be  for  Grand  Prix  because  the  race  is 
out  on  the  street.  But  the  drivers  can't  really  overtake  each  other  on  the  city  roads,"  said  Tony 
Jardine,  a  former  Fl  assistant  team  manager  and  British  television  racing  reporter.  "Monza,  on i 
the  other  hand,  is  full  of  surprises.  There's  no  other  racetrack  like  it:  It's  got  history.  It's  got  the 
world's  most  passionate  fans,  and  the  track  layout  always  promises  great  drama.' 

And,  as  with  many  transcendent  sports,  great  tragedy.  Some  of  the  worst  accidents  on  the 
Fl  racing  circuit  occur  here.  Even  while  car  manufacturers  continually  find  new  ways  to  ratchet 
up  performance,  Monza  has  remained  faithful  to  its  classic  design.  It  took  a  series  of  high-speed 
accidents — including  Wolfgang  von  Trips  killing  himself  and  11  spectators  in  a  1961  crash — 
before  officials  added  a  few  chicanes  and  barriers  to  slow  things  down,  albeit  reluctantly. 

"Every  year  there's  a  new  proposal  to  add  another  chicane  or  gravel  trap  to  counter  taster 
cars,"  notes  Jardine.  "But  the  officials  usually  just  shrug  and  say  it's  up  to  the  drivers  to  decide 
how  fast  they  want  to  go."  Italians,  apparently,  would  rather  support  drivers  than  regulators. 

"Victory  at  Monza  has  a  special  taste  to  it,"  company  founder  Enzo  Ferrari  once  famously 
said.  No  doubt  true,  but  it  is  a  taste  far  more  expensive  than  the  local  white  truffles.  Although 
Ferrari  doesn't  publicize  the  exact  amount  it  spends  on  Formula  One  racing,  it's  estimated  that 
the  automaker  puts  a  cool  $250  million  into  its  team  every  year.  Call  it  R&D:  Everything  from 
the  paddle  gearshifts  on  the  steering  wheel  to  the  grooved  undercarriages  on  street  Ferraris 
were  originally  developed  for  Grand  Prix  racing. 

And  every  small  technical  innovation  counts.  In  2006,  despite  the  tact  that  the  race  entailed 
180  miles  with  some  half  dozen  pit  stops,  there  were  only  eight  seconds  between  Schumacher 
and  Kimi  Riiikkonen's  McLaren  Mercedes. 

General  admission  at  Monza  is  about  $100,  which 
allows  you  to  move  around  the  track  and  see  the 
race  from  different  angles.  Don't 

Right:  Schumacher 
hugging  a  turn  in 
2006;  below:  the 
tifosi  out  in  force  for 
the  prancing  horse 


miss  the  eclectic  memorabilia 
stands  that  open  up  on  center 
track.  The  best  seats  are  gener- 
ally thought  to  be  at  the  Ascari 


and  Parabolica  curves  (tickets  about 
$125  to  $420),  while  deeper-pock- 
eted spectators  can  watch  the  pro- 
ceedings with  the  race  sponsors  and 
officials  in  the  Paddock  Club  above 
the  pit  stops.  You'll  have  to  part  with 
about  $3,800  to  get  into  these  posh 
trackside  terraces,  but  that  does  in- 
clude an  excellent  three-course 
lunch  next  to  the  finish  line — just 
the  kind  of  fast  food  I  covet. 

— FINN-OLAF  JONES 
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After  soaking  our  sore 
muscles,  we  ambled  to  the 
dining  room,  lit  by  candlelight, 
and  had  a  delightful  meal  of 
molasses  bread,  American 
Kobe  beef  and  a  bottle  of 
warming  Chateauneuf-du-Pape. 
The  food  is,  after  the  fashion  of 
many  country  inns,  good  and 
well-intentioned  but  very  busy 


with  ingredients.  Breakfast  the 
next  morning  was  rich  indeed: 
truffled  eggs  in  puff  pastry; 
gingerbread  waffles  with  a 
cream  sauce.  We  felt  stuffed 
after  just  a  few  forkfuls. 

There's  good  fishing 
nearby,  as  well  as  golf,  and  the 
fascinating  St.  Johnsbury 
Athenaeum,  with  its  large 


canvas  of  painter  Albert 
Bierstadt's  Domes  of  Yosemite. 
But  between  mid-September 
and  mid-October,  the  real 
canvas  to  watch  here  is  the 
White  Mountains,  which  at 
that  time  of  year  are  anything 
but.  It's  a  busy  time,  so 
you'd  do  well  to  book  early. 
And  stay  late.  —OLIVER  BATH 


mi  si  rup 


Vermont;  (800)  76-BUNNY: 
www.rabbrthillinn.com.  Rooms  from 
$195  to  $350  per  night.  Children 
13  and  older  only. 


From  left:  riding  thi 
stools  atTMSK;  8: 
floors  up  to  thi 
Cloud  9;  the  seem 
at  Bar  Rouge;  thi 
Pudong  skyline  fron 
The  Glamour  Ba 


Shanghai  .  In  China,  a  martini  is  called  a  ma-ti-ni,  which  literally  translates  from  the  Mandarin  a; 
"horse-kicks-you."  On  a  recent  visit  to  Shanghai,  the  question  arose:  Could  the  Chinese  make  a  good  Set 
Through  or  would  we  be  served  a  knockoff  Mao-tini?  To  find  out,  we  commenced  a  two-evening  Lon£ 
March  through  this  city  of  20  million.  •  We  began  at  THE  GLAMOUR  BAR,  located  on  the  Bund  (also  knowr 


as  Zhongshan  Dong  Yi  Lu),  the  colonial  boulevard  fronting  the 
Huangpu  River. This  lounge  oozes  chic,  starting  with  its  beauti- 
fully lit  oval  bar  the  size  of  a  yacht.  The  elegant  room  was  created 
by  Michelle  Garnaut,  an  Australian-by-way-of-Hong  Kong. 
The  fanciful  pink  bar  menu  offered  dozens  of  Champagne  labels 
and  a  detailed  cocktail  list  featuring  the  classic  In  &  Out  Martini 
(the  vermouth  goes  out,  the  gin  stays  in),  as  well  as  a  version  of 
James  Bond's  recipe  from  Casino  Roy  ale:  gin,  vodka  and  ver- 
mouth. I  ordered  "The  Martini  that  won  the  1951  Martini  com- 
petition in  Chicago" — a  classic  gin  martini  enhanced  with  a 
touch  of  Cointreau  and  served  with  an  anchovy-stuffed  olive.  It 
was  perfect  as  horse-kicks  go.  We  gave  high  ratings  to  the  finger 
food — lamb  kibbe  and  foie  gras  on  a  toasted  brioche — created  in 
Mme.  Garnaut  s  fine  restaurant,  M  on  the  Bund,  just  upstairs. 

BAR  ROUGE  is  just  a  few  steps  away  on  the  Bund.  Now  we  were 
on  the  seventh  floor  of  a  sand-covered  terrace — an  aerial  beach- 


head— overlooking  the  harbor.  We  ordered  martinis  and  stared  a 
the  space-age  skyline  of  Pudong.  The  colorful  neon-lit  building: 
provided  a  perfect  visual  as  the  gin-laden  horses  began  to  kick  int( 
my  brain  cells.  "Beach  boys"  in  T-shirts,  shorts  and  flip-flops  servec 
iced  Shanghai  Mules  to  young  Chinese  businessmen  and  li 
Cuban  cigars  for  the  wan  Europeans  lounging  on  canopied  beds 
In  just  a  few  hours  the  penthouse  disco  filled  up  with  prowling 
Hong  Kong  bankers  and  bright  young  things.  It  was  time  to  go. 

We  stopped  in  at  THE  VAULT  bar,  a  noisy  temple  of  white  mar- 
ble within  LARIS,  David  Laris's  highly  touted  restaurant.  Ar 
Australian  chef  who  once  worked  in  London,  Laris  is  a  power- 
ful torce  in  Chinese  mixological  circles  and  has  trained  a  num- 
ber of  top  Shanghai  barmen,  two  of  whom  recently  won  the 
citywide  bartending  competition.  The  cocktail  list  is  impressive 
JG's,  also  on  the  Bund,  is  another  swank  place  attached  to  a  top 
restaurant  (Jean  Georges,  as  in  Vongerichten).  The  interior  ii 
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The  Bosporus 
beckons: the 
Terrace  Cafe  at 
Sumahan — On 
The  Water 


OFF 

WORK: 

ISTANBUL 


his  exotic  city,  crossroads  of 
umerous  civilizations  and  two 
ontinents,  has  lately  been 
lfused  with  a  young,  hip, 
esign-driven  energy  as  a 
eneration  educated  abroad 
;turns  home  to  make  its  mark 
n  the  city's  social  scene, 
mether  or  not  Turkey  finds  its 
ay  into  the  EU,  Istanbul  has 
ecured  its  place  among  the 
ontinent's  party  capitals. 

Most  still  consider  the 
OUR  SEASONS,  opened  in 
996  in  a  former  19th-century 
rison  next  to  the  Hagia 
ophia,  the  city's  best  hotel, 
hat  reputation  will  be 
nhanced  next  year  when  the 
ecade-long  excavation  of  a 
, 700-year-old  Byzantine 
alace  next  door  is  completed, 
ith  new  suites  above  it  and 
lass  floors  for  viewing.  Four 
easons  is  also  opening  a 
ew  hotel  later  this  year,  two 
oors  down  from  the  CIRAGAN 
ALACE  KEMPINSKI  on  the 
osporus — a  boat  is  planned 


The  Glamour  Bar 


JG 


Jean  Georges  Restaurant 


The  Vault 


Cloud  9 


Bar  Rouge 


TMSK 


T-8 


Face 


cavernous,  with  its  20-foot- tall  columns  of  dark  wood,  yet  it's 
easy  to  have  an  intimate  martini  or  cigar  at  the  bar. 

We  zipped  across  the  Huangpu  River  by  cab  to  Pudong.  A 
dozen  years  ago  it  was  a  swamp;  now  it  has  a  population  of  a 
half  million  and  dozens  of  skyscrapers.  CLOUD  9,  a  favorite  bar 
for  business  travelers,  is  on  the  87th  floor  of  the  Grand  Hyatt 
Hotel,  which  makes  it  the  highest  bar  in  the  world.  Dark  and 
cozy,  it  offers  a  spectacular  360-degree  view  of  Shanghai.  The 
staff  serves  cloth  napkins  with  each  cocktail,  a  nice  touch. 

Then  it  was  off  to  Xintiandi,  a  stylish  if  touristy  complex 
of  two-story  brick  buildings  designed  by  American  Ben 
Wood.  Among  the  dozens  of  restaurants  and  shops,  we  found 
TMSK  (Tou  Ming  Si  Kao).  A  museum  of  glass  by  day,  it  be-  Museum  Lounge 
comes  an  ultrahip  lounge  by  night,  with  a  bar  made  of  color- 
ful glass  bricks.  It  was  opened  by  former  Taiwanese  actress 
Loretta  Hui-shan  Yang,  who  owns  a  fancy  glassware  boutique 
in  town.  We  had  decent  martinis  in  beautiful  goblets  and  well- 
designed  bar  food:  scallops  and  squid  along  with  tasty  spring 
rolls.  The  upstairs  restaurant  is  completely  different — old 

China  style  meets  new — with  black  wood  columns  and  high-backed  chairs.  Nearby  is  T-8,  a  highly 
rated  fusion  restaurant  with  stunning  architecture  and  a  cozy  bar  that  serves  lychee  nut  martinis. 

Our  last  stop  was  FACE,  a  bar  hidden  away  in  a  wooded  park  in  the  old  French  Quarter.  Just 
off  Ruijin  Er  Lu  stands  a  three-story  brick  colonial  mansion  that  once  belonged  to  Henry 
Morris,  proprietor  of  the  English-language  newspaper  North  China  Daily  News.  It  was  filled 
with  hip  young  Chinese  and  expats  playing  billiards  or  lounging  in  ornately  carved  Chinese 
beds.  To  honor  the  fact  that  Morris  bred  racehorses,  we  ordered  another  "horse-kicks-you," 
wolfed  down  several  plates  of  Thai  food  and  spoke  with  the  bar  manager,  Alberto,  who  told  us, 
"This  park  has  seen  a  lot  of  history.  Chiang  Kai-shek's  Kuomintang  used  it  as  headquarters 
before  Mao  Tse-tung  ousted  him.  Now  the  wedding  planners  are  in  charge.  We  get  a  lot  of 
them."  Face  is  one  of  the  most  versatile  social  settings  in  Shanghai,  with  a  garden,  a  terrace,  a 
charming  Indian  restaurant  and  an  elegant  Thai  restaurant,  both  gorgeously  decorated  with 
fine  antiques.  Just  before  we  became  "zui,"  which  means  "faced"  in  Mandarin,  we  made  a  note 
to  come  back  for  brunch.  Mao  is  dead;  long  live  the  Mao-tini!  — BARNABY  CONRAD  III 


to  connect  the  locations  so 
guests  can  split  visits. 

The  imminent  arrival  of  the 
new  Four  Seasons  may  have 
something  to  do  with  changes 
at  the  Ciragan.  The  11  suites 
and  lobby  area  located  within 
the  original  19th-century 
palace  walls  have  recently 
been  redone  in  an  understated 
but  impressive  fashion.  The 
Ciragan  has  also  brightened 
the  decor  of  its  excellent 
Turkish  restaurant,  Tugra, 
which  deserved  a  setting  on 
par  with  its  food. 

Contemporary  design  hotels 
have  also  come  to  town.  In  the 
neighborhood  of  Nisantasi, 


Istanbul's  answer  to  Beverly 
Hills  (and  where  a  88-room 
hotel  is  scheduled  to  open  in 
early  2008  in  the  Macka  Palas 
building),  the  SOFA  HOTEL 
opened  mid-2006  with 
minimalist-chic  rooms  and  a 
small  but  serious  spa.  Across 
the  Bosporus,  on  the  city's 
less-developed  Asian  side, 
the  sleek  SUMAHAN  — ON  THE 
WATER  is  like  a  vacation 
in  the  country,  away  from 
the  European  side's 
frenzy  and  traffic.  Built  by 
owner-architects  Mark  and 
Nedret  Butler,  its  20  rooms 
and  suites  with  fireplaces 
and  B&B  Italia  furniture  are 


accessorized  with  Turkish 
rugs  and  ceramics,  and  feature 
tall  windows  for  views  of 
the  river  and  the  mosques  on 
the  opposite  bank. 

Facing  off  across  the  river, 
LES  OTTOMANS  is  the  opposite 
of  contemporary  sleek — an 
Ottoman  mansion  rebuilt  as  it 
would  have  looked  in  the 
1790s  when  it  was  a  pasha's 
seaside  retreat.  It  is  now 
transformed  into  ten  elaborate, 
Sultan's  Fantasy  suites.  Part  of 
the  fantasy,  however,  may  be 
actually  getting  to  stay  there — 
despite  the  price  tag  of 
$1,200  to  $5,000,  the  suites 
book  up  months  in  advance. 
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In  sync  with  the  rise  of 
modern,  international-style 
hotels  is  a  boom  in  chic 
international  restaurants.  At 
TUUS,  in  the  Sofa  Hotel,  the 
decor  is  hip  men's  club — dark 
wood, rounded  leather 
banquettes  (but  with  a  leafy 
outdoor  terrace  for  the  warmer 
weather) — the  patrons  are  local 
celebrities,  businesspeople 
and  ladies  who  lunch,  and  the 
menu  modern  Mediterranean, 
meaning  everything  from  local 


squid  with  chard  to  delicately 
formed  pumpkin  ravioli.  MiKLA, 
atop  the  Marmara  Pera  Hotel, 
is  a  hot  spot  for  its  dark, 
contemporary  cocktail  lounge 
with  floor-to-ceiling  glass 
windows  and  outdoor  terrace, 
perfect  for  admiring  the 
greatest-hits-of-lstanbul  view. 
But  local  star  chef  Mehmet 
Giirs's  menu  is  a  big  attraction 
in  itself,  mixing  Turkish 
specialties  with  Nordic  touches 
from  his  childhood  in 
Scandinavia:  dishes  such  as 
smoked  mackerel  mousse  with 
curried-apple  vinaigrette. 

The  chic  restaurant  LOFT 
operates  the  cafe  in  the 
exciting  new  museum, 
ISTANBUL  MODERN, and 
provides  a  light  take  on  Turkish 
dishes  such  as  lamb  ravioli 
with  garlic  yogurt  sauce.  The 
Bosporus  views  and  outdoor 
terrace  add  to  the  appeal. 
CEZAYIR,  tucked  into  a  cul- 
de-sac  within  the  Soho-esque 
antiques  shopping  district 
CUKURCUMA,  is  a  19th-century 
former  school  building  housing 
several  environments — a 


Understated  and 
impressive:  Ciragan 
Palace  Kempinski 


garden,  an  informal  lounge,  a 
formal  dining  room  with  teal 
walls  and  an  ornate  chandelier. 
Drop  in  during  a  shopping 
break  for  mezes  (think  Turkish 
tapas)  such  as  grilled  calamari 
with  lemon  sauce  and  crispy 
sesame  chicken. 

Not  new,  not  part  of  the 
chic  Euro  wave,  but  Turkish 
cuisine  at  its  absolute  best  is 
HUNKAR,  in  Nisantasi. 
Ebullient  chef-owner  Feridun 
Ugumu  comes  out  to  greet 
every  guest  and  produces 
spectacular  versions  of  dishes 
such  as  lamb  with  smoked 
eggplant  and  a  vivid 
assortment  of  mezes.  If  you 
can't  make  up  your  mind,  order 
tasting  portions  from  the  steam 
table/display  case.  For  another 
classic  Istanbul  experience, 
dine  on  the  catch  of  the  day  at 
the  waterfront  BEBEK  BALIKCI, 
a  20-minute  taxi  ride  north 
in  the  charming  village  of 
Bebek,  once  a  separate  town 
now  annexed  by  the  city. 

Istanbul's  bar  scene  is 
hopping.  A  rooftop  venue  with 
bird's-eye  views  of  the  old  city, 
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360  is  one  of  the  most  in 
demand.  REINA,  a  swanky  roo 
that  opens  in  warm  weather 
to  a  terrace  on  the  Bosporus, 
draws  everyone  from  the 
President  of  Macedonia  to 
Sting  and  Paul  Allen.  BLACKK 
(which  is  indeed  black  with 
shiny  dark  surfaces, 
accessorized  with  gold  chairs 
and  tableware)  and  the  plush 
ULUS  29  are  also  top  draws. 

After  a  trip  to  the  frenzy 
that  is  the  GRAND  BAZAAR, 
it's  easy  to  appreciate 
the  serenity  of  the  nearby 
antiques/art/collectibles 
emporium  SOFA  and  the 
eclectic  but  elevated  taste  of 
owner  Kasif  Gundogdu.  The 
block-long  ARASTA  BAZAAR  in 
the  shadow  of  the  Blue  Mosqui 
is  also  easier  on  the  nerves 
and  has  a  few  particularly  gooc 
shops— notably  MAISON  DU 
TAPIS  D  ORIENT  which  sells 
antique  Central  Asian 
tapestries  (its  nearby  sibling, 
MEHMET  CETINKAYA  GALLERY, 
has  exquisite  carpets  and 
ceramics),  and  the  IZNIK 
FOUNDATION  shop,  which 
retails  reproductions  of  classic 
15th-  and  16th-century 
Ottoman  ceramics. 

Cukurcuma  seems  to  sproul 
new  antique,  furnishings  and 
curiosity  shops  on  a  weekly 
basis;  Faik  Pasa  Yokusu  and 
parallel  Cukurcuma  Street  are 
packed  with  stores  selling 
antique  furniture,  American 
pop  kitsch  from  the  '50s 
and  '60s,  Deco  glass,  jewelry 
and  vintage  clothes.  Among 


THE  SETUP 


40  I  FbrbesLife 


The  best  dreams  begin 
after  your  eyes  open. 


Contact  your  travel  consultant, 
visit  www.fourseasons.com  or  in  the  u.s.  call  1-8  6  6-  82  3  -  2533 
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the  best:  HIKMET  PINAR  on 

Cukurcuma  Street,  with  its 
idiosyncratic  collection  that 
includes  pieces  of  a  Greek 
column  and  Ottoman  wall 
decorations.  SERDAR  OGECAN's 
antiques  at  FAIK  PASA 
YOKUSU  21  features  exquisite 
and  whimsical  antique 
lighting  and  furniture. 

High-end  fashion, 
international  and  homegrown, 
is  clustered  in  the  silvery, 
modern  KANYON  shopping  mall. 
Opened  in  mid-2006  in  the 
Levent  neighborhood,  it  proves 
that  Istanbul  can  erect  a 
climate-controlled  behemoth 
like  the  rest  of  the  world.  More 
atmospheric  store-by-store 
shopping  occurs  on  the  streets 
of  Nisantasi,  where  shops 
such  as  the  URART  jewelry 
gallery;  GUNES  OZTARAKCI 
carpets  and  kilims;  premier 
Turkish  designer  VAKKO's 
men's,  women's  and  home 
design;  and  GONUL  PAKSOY's 
one-of-a-kind  women's  clothes 
and  shoes  reside  side  by  side 
with  restaurants  and  galleries. 
Welcome  to  the  new/old 
Istanbul.  —LAURIE  WERNER 
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Summer  corn 
heli-skiing  in  Alaska'; 
Tordrillo  Mountain: 


Tordrillo  Mountains:  It's  four  o'clock  on  the  Fourth  of  July  ancj 

you're  off  the  hook — way  off  the  hook.  Rather  than  putting  on  a  pyrotech- 
nic display  to  make  George  Plimpton  proud,  you're  heli-skiing  Alaska's  re- 
mote Tordrillo  Mountains,  and  you've  got  Olympic-racers-turned-rock- 
star-skiers  as  guides.  You've  already  made  three  first  descents  through  wide- 
open  bowls  that  glitter  in  the  sun  and  have  landed  on  peaks  so  remote  you'c 
swear  you  were  skiing  the  moon.  You've  scrambled  in  and  out  of  your  owr 
private  helicopter,  hiked  across  peaks  in  your  Langes,  skis  slung  casuall) 
across  your  shoulders,  and  had  a  fine  picnic  on  a  glacier  beneath  a  killer  blue 
sky.  •  Now  you're  standing  on  a  ridge  that's  a  showstopper,  peering  out  a* 
Alaska,  at  the  enormousness  of  it  all.  Can  it  possibly  get  any  better?  •  Well 
yes,  as  a  matter  of  fact.  Tommy  Moe,  1994  Olympic  downhill  gold  medal- 
ist and  now  your  new  best  friend,  is  scooping  glacial  ice  into  a  backpack 
margaritas!" he  says,  grinning  like  a  bandit.  •  TheTordrillos,  ^ 


East  meets  West: 
Istanbul's  Grand  Bazaar 
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-C  Super  Blu™  —  The  first  machine  that  plays  both  Blu-ray  Disc™  and  HD  DVD.* 

mjoy  every  high-definition  movie  available,  without  worrying  about  which  format  to  choose.  Engineered 
vith  an  innovative  Multi  Laser  Optical™  system,  the  LC  Super  Blu  Player  allows  you  to  experience  full 
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Above:  the  Tot  -iiios  Is 
winter  white;  below ; 
landing  in  nearby  Dei.. 

National  Park 


an  impressive  slice  of  the  Alaska  Range, 
80  miles  west  of  Anchorage,  don't  see 
much  of  the  cocktail  set.  In  fact,  when 
Moe  and  fellow  U.S.  ski  team  member 
Jeremy  Nobis,  along  with  their  friend 
Mike  Overcast,  conducted  a  1997  fly- 
over for  their  thriving  hcli-ski  business, 
CHUGACH  POWDER  GUIDES,  they  found 
about  a  million  acres  of  raw  wilder- 
ness— including  1,500  square  miles  of 

skiable  terrain.  Eager  to  take  advantage  of  this  virgin  territory,  they 
launched  a  summer  program  called  KINGS  AND  CORN  in  1999.  It  consistsi 
of  five  days  of  over-the-top  Alaska — king  salmon  fishing  and  heli-skiing 
"corn  snow"  (granular  snow  that  results  from  cycles  of  freezing  and  thaw- 
ing) beneath  the  midnight  sun. This  March  they  began  running  their  first 
winter  season  out  of  a  new  base  camp:  the  Tordrillo  Mountain  Lodge,  a 
slick  5,200-square-foot  cedar-log  clubhouse  on  the  shores  of  Judd  Lake, 
a  quick  hop  by  helicopter  to  the  high  points  of  the  range. 

The  week  I  visited,  we  heli-fished  and  floated  the  Talachulitna  River, 
heli-hiked  the  toe  of  the  Trimble  Glacier,  had  a  heli-encounter  with  a 
grizzly  and  heli-skied  the  outer  reaches  of  the  Tordrillos.  My  fellow  play- 
mates were  hedge-fund  managers,  venture  capitalists,  oil-industry  exeesi 
and  TV  producers.  The  week  before  had  been  bought  out  for  a  private 
party  of  12  from  Silicon  Valley.  The  week  prior  to  that  was  monopolized 
by  a  group  of  ski-resort  owners  from  the  Lower  48.  Notably,  they'd  picked 
the  Tordrillos  for  their  summer  fun. 

While  CPG's  winter  terrain  is  the  stuff  of  legend  (Warren  Miller, 
Teton  Gravity  Research  and  an  ABC  Sports  crew  all  filmed  there  this 
season),  the  beauty  of  summer  corn  skiing  is  that  you  don't  have  to  be  an 
extreme  skier — or  even  an  expert  one — to  handle  it.  Corn  skiing  is  kids' 
play  compared  to  big-mountain  powder,  and  it's  also  softer  on  the  knees. 
As  long  as  you're  comfortable  on  varied  terrain,  you're  good  to  go.  "In 
summer  we  can  take  people  on  lines  they'd  never  be  able  to  touch  other- 
wise," says  CPG's  co-owner  and  general  manager,  Chris  Owens. 

In  between  heli-adventures  you'll  be  comfortably  ensconced  at  the 
lodge.  With  eight  bedrooms,  gleaming  hardwood  floors,  a  custom-ham- 
mered copper  bar,  wireless  Internet,  wood-fired  hot  tub,  wood-fired  sauna 
and  a  full-time  masseuse,  your  toughest  call  might  be  deciding  whether 
to  soak  and  sauna  or  cast  for  trophy  rainbows,  coho,  sockeye  and  kings. 
From  a  fisherman's  perspective,  it  doesn't  get  any  better,  anywhere.  You 
can  fish  right  off  the  dock  or  work  the  nearby  headwaters  of  the 
Talachulitna,  packed  with  five  species  of  salmon. 

After  cocktail  hour,  up-and-coming  chef  Nick  Massie  might  do  a  din- 
ner of  Thai  coconut  soup  with  king-crab  wontons  followed  by  halibut 
with  black-bean  cakes,  or  lamb  shanks  with  garlic  mashed  potatoes,  andl 
warm  bread  pudding  with  rum  sauce  or  even  a  gourmet  picnic  served 
high  atop  a  glacial  ridge. 

"With  18  to  20  hours  of  daylight,  we'll  come  in  from  fishing  at  10 
ut  again  for  a  mountaintop  dinner,"  Owens  says.  "After  dinner,  there's  skiing  off 
le  of  the  range  until  well  after  midnight,  the  sun  right  over  your  shoulder." 

— KIMBERLY  BROWN  SEELYi 
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Real  Escapes  by  Taylor  Antrim 


Stowe's  famous 
Front  Four — 
from  its  new 
back  nine 


Surprising  fact:  Stowe's  busiest  tourist  season 
is  the  summer.  Credit  prime  hiking,  biking,  fly- 
fishing and  golf.  Credit  also  Vermonters'  well- 
known  antipathy  to  growth,  which  has  preserved 
the  quaintness  of  this  mountain  town,  its  tidy  B&Bs  and 
inns,  and  its  relatively  few,  modestly  scaled  resorts. 

Starting  this  summer,  however,  Stowe  will  become  a 
little  less  modest.  As  part  of  the  ongoing  $400-million 
Spruce  Peak  at  Stowe  development  by  Stowe  Moun- 
tain Resort  owner  AIG,  an  18-hole  "wilderness"  golf 
course  opens  in  June.  It  will  join  a  new  string  of  slope- 
side  mountain  cabins,  a  condo-hotel,  a  pedestrian  mall, 
performing  arts  center,  spa  and  skating  rink,  all  at  the 
base  of  Stowe's  Spruce  Peak. 

Here's  another  surprise:  The  locals  are  pretty  much  on 
board.  On  a  recent  visit,  when  I  asked  one  craggy  Stowe 
old-timer  about  Stowe  Mountain  Lodge,  the  centerpiece 
139-room  luxury  condo-hotel,  he  shrugged.  He  said  he 
wished  the  mountain  could  remain  unchanged  but  he 
was  realistic.  AIG  had  put  $40  million  of  their  total 
investment  into  new  snowmaking  equipment,  lilts  and 
other  slope  improvements.  The  company  needed  to  get 
something  back.  "So  I'm  okay  with  it,"  he  said. 

Considering  the  source,  that's  a  ringing  endorsement. 
It's  also  hard-won.  AIG  spent  five  years  convincing  33 


Best  in 
Stowe 

With  Spruce  Peak  at 
Stowe,  Vermont's  classic 

all-season  getaway  gets 
a  $400-million  tune-up. 


FbrbesLife  47 


Advertisement 


COLDWELL  BANKER  PREVIEWS  INTERNATIONAL* 

SECOND  HOMES 

GO  GLOBAL,  GROW  IN  POPULARITY 


Modem  air  travel  and  the  ability  to  communicate  via  the  Internet  make  owning  a  second  home 
abroad  a  luxurious  —  and  viable  —  option  for  todays  families. 


BY  LEILA  ZOGBY 


Canada  and  Mexico  are  among  the  most  popular 
second-home  markets  for  U.S.  residents.  "Canada 
attracts  because  of  cultural  compatibility  and  geog- 
raphy, as  well  as  price,  and  Mexico  because  of  price  and 
warmth,"  says  David  Michonski,  chief  executive  officer, 
Coldwell  Banker  Hunt  Kennedy  and  a  Certified 
International  Property  Specialist  (CIPS). 

However,  spectacular  vacation  and  retirement  homes  can 
be  found  from  Tahiti  to  Tuscany  and  everywhere  in  between. 

FAVORITES  AROUND  THE  GLOBE 

Europe,  with  its  Old  World  charm  and  rich  history,  is 
always  in  season.  The  French  and  Italian  Rivieras,  as  well  as 
Spain's  Marbella  and  Barcelona  regions,  remain  favorites  of 
vacationing  families  and  retirees.  Corsica's  pristine  shore- 


line and  favorable  winds  are  a  draw  for  sailing  enthusiasts 
from  around  the  globe. 

The  luxury  golf  communities  along  the  Atlantic  Coast 
north  of  Lisbon,  dubbed  "the  Golf  Coast,"  are  attracting  buy- 
ers to  Portugal.  "Prices  in  Portugal  are  good  values,  and  the 
country  has  a  lovely  climate,"  says  Jill  Devriendt,  European 
director,  Previews  International,  Coldwell  Banker  Europe. 

For  those  who  seek  "hidden  gem"  locations,  Turkey  and 
the  Adriatic  coast  of  the  Federation  of  Bosnia  and 
Herzegovina,  the  former  Yugoslavia,  offer  emerging 
opportunities. 

Latin  America,  particularly  Brazil  and  Argentina,  as  well 
as  Panama  in  Central  America,  continue  to  draw  interest 
from  U.S.  second-home  buyers.  Still  can't  decide?  Islands 
anywhere  in  the  world  are  can't-miss  dream  destinations. 
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Punaauia,  Tahiti 

This  breathtaking  7,000-square-foot  hilltop  retreat  boasts  views  of 
the  ocean  and  Morea  Island.  The  Greco-Roman-styled  interior 
features  a  sumptuous  master  suite,  two  junior  suites  with  en  suite 
bathrooms,  three  additional  bedrooms  with  baths,  a  reception 
hall,  exquisite  living  and  dining  areas,  a  gym  and  a  professional 
kitchen.  Details  include  French  oak  paneling,  coffered  ceilings, 
marble  floors  and  a  terrace  with  an  infinity-edge  pool. 
PRICE:  $10,000,000 


PORTOFINO,  ITALY 

Redesigned  by  the  famous  Italian  architect,  Porcinai,  the  extraor- 
dinary Villa  San  Giovanni  includes  a  6,460-square-foot  main  villa, 
a  second  villa  and  two  guesthouses,  and  covers  about  5  acres  — 
nearly  the  entire  peninsula.  Enjoy  complete  privacy  and  stunning 
views  of  the  sea  among  vineyards,  olive  trees,  fruit  trees,  sub- 
tropical flora  and  Mediterranean  gardens.  Local  authorities  are 
ready  to  grant  a  permit  for  a  helicopter  pad. 
PRICE:  $41,606,400 


JACQUELINE  GRELLINGER 

COLDWELL  BANKER  RESIDENTIAL  REAL  ESTATE,  INC. 
Phone:  +1  (561)  213-3814 


PATRIZIA  COMELLO 

COLDWELL  BANKER  ITALY 
Phone:  +39  (0)  267  100  488 


SIMPLIFY  THE  COMPLEX 

Buying  abroad  increases  a  real  estate  transaction's 
complexity.  Buyers  must  meet  the  financial,  legal  and 
immigration  requirements  of  another  country,  and  must 
understand  the  impact  foreign  property  ownership  may 
have  on  their  personal  finances  at  home. 

Engaging  an  experienced  international  luxury  property 
specialist  eases  the  process.  The  real  estate  professional 
understands  all  aspects  of  the  transaction  and  can  con- 
nect buyers  with  attorneys,  lenders  and  others.  And 
after  the  purchase,  the  real  estate  professional  can  help 
with  ongoing  maintenance  and  rental  issues.  "There 
no  longer  is  a  stigma  to  renting  your  home.  It  makes 
sense  for  many  people  who  can't  use  their  home  year- 


round,"  says  Jacqueline  Grellinger,  broker  associate  at 
Coldwell  Banker  Residential  Brokerage  in  Boca  Raton, 
Fla.,  and  a  CIPS. 

International  home  ownership  is  definitely  on  the  rise. 
"Twenty  years  ago,  I  was  one  of  25  real  estate  agents  who 
were  Certified  International  Property  Specialists,"  says 
Michonski.  "Now  there  are  more  than  2,000  and  the 
number  is  growing  rapidly.  We  are  filling  a  need." 


For  more  information  on  thousands  of  international  luxury 
properties  or  to  receive  more  expert  advice  on  purchasing  a 
second  home  abroad,  visit  www.coldwellbankerpreviews.com. 
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INTERNATIONAL 
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the  top  floors  of  the  Lodge.  Buying  2 
one-eighth  interest  in  a  two-,  three-  o| 
four-bedroom  condo  (price  $349,000  tc 
$449,000  per  share)  entitles  you  to  foul 
weeks  a  year  (two  in  summer,  two  in  win- 
ter), a  dedicated  concierge  with  ski  valel 
services  and  access  to  the  Bob  Cupp-de- 
signed  golf  course. 

That  new  course  brings  the  number  o: 
golfing  venues  in  the  town  of  Stowe  to  twc 
(the  other  is  at  Stowe  Country  Club).  Buil' 
to  Audubon  International  guidelines,  i' 
is  surrounded  by  2,000  acres  of  conserva- 
tion land,  protected  habitat  for  black  bear 
moose  and  deer.  Native  grasses  have  beer 
used  in  the  landscaping,  and  a  1 10-million- 
gallon  pond  gathers  storm  water  runot 
for  snowmaking  and  irrigation.  In  a  verj 
Vermont  touch,  no  homes  or  condos  wil 


Stowe  in 
green,  top-, 
ne  of  Spruce 
Peak's  new 
mountain 
cabins,  inside 
and  out 


local  and  environmental  groups — every- 
one from  the  Vermont  Natural  Resources 
Council  to  the  Mt.  Mansfield  Ski  Club- 
to  approve  its  vision  for  Stowe.  In  a  make- 
or-break  business  climate  for  Northeast 
skiing  (several  ailing  Vermont  ski  areas, 
including  Killington,  recently  went  on  the 
block),  AIG's  strategy  is  to  up  the  ante: 
Grow  to  compete  with  the  bigger  resorts 
in  the  West,  but  do  it  in  a  relatively  re- 
strained and  environmentally  friendly  way. 

For  wintertime  visitors,  all  the  growth 
has  already  resulted  in  easier  access  from 
Mt.  Mansfield  and  its  famous  Front  Four 
double-diamond  slopes  to  the  gentler 
(though  plenty  interesting)  runs  of  Spruce 
Peak.  Skiers  used  to  have  to  take  a  shuttle 
bus  between  the  two;  today,  a  new  $4-mil- 
lion  transfer  lift  whisks  them  across  in 
90  seconds.  Soon  they'll  also  have  the 
benefit  of  Stowe  ?\  fountain  Lodge's  hotel 
rooms,  the  first  ski-  in,  ski-out  guest  quar- 
ters on  the  mountain,  and  its  21,000- 
square-foot  spa,  des  o  hold  its  own 

against  a  popular  c<  >etitor  at  nearby 
Topnotch  Resort.  (In  it  ,  Topnotch 


is  planning  a  $70-million  renovation  and 
addition  over  the  next  two  years.) 

But  the  real  boon  here  is  for  property 
buyers  who  want  to  come  to  Stowe  year- 
round.  Low  to  nonexistent  development 
in  this  closely  regulated  area  has  created, 
according  to  Neal  Rubin  of  Lowe  Destin- 
ation Development,  "a  pent-up  desire  to 
buy  at  Stowe."  Since  Lowe  (contracted  by 
AIG)  started  selling  in  2004,  the  moun- 
tain cabins  and  empty  homesites  at  Spruce 
Peak  have  moved  quickly.  A  handful  of 
cabins  remain  in  the  $2.4-  to  $3-million 
range.  In  the  Lodge,  a  dozen  whole-own- 
ership studio  and  three-bedroom  condo- 
miniums are  still  up  for  grabs.  The  widest 
availability  now  may  be  found  in  the 
fractional  Front  Four  Residences  club  on 


ever  be  built  along  its  greens  and  fairway; 

Here's  evidence  that  the  Spruce  Peal 
development  at  Stowe  has  struck  a  happ; 
balance:  AIG  promises  to  put  all  proceed 
from  real  estate  sales  back  into  mountaii 
improvements.  According  to  Rubin,  th< 
pledge  has  convinced  Vermonters  and  Nev 
Englanders  with  a  longstanding  affectiot 
for  this  mountain  to  buy.  Thev  know  bet 
ter  than  anvone  that  Stowe  is  one  of  th> 
state's  treasures,  and  thev'd  like  to  keep  i 
that  way.  "[As  buyers]  they're  contributing 
to  the  sustainability  of  the  mountain  it 
self,"  says  Rubin,  a  sentiment  that  migh 
make  even  the  craggiest  local  smile.* 

Spruce  Peak  at  Stowe,  (888)  403-7739 
www.  livestowe.  com. 
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We  look  at  things  from  a  different  perspective  -  for  the 
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Wine  &  Spirits  by  Richard  Nalley 


^,  Rose-Colored 
Glasses 


If  you  ain't  got  rose, 
you  ain't  got  summer. 


season  bliss:  a  group  of  friends 
around  a  garden  table 
cluttered  with  food  and  drink, 
those  on  the  near  side  turning  in 
their  chairs  to  face  the  camera,  their 
aces  sunlit.  Overhead  is  an  arbor 
estooned  with  wisteria  or — I  don't 
know,  honeysuckle.  You  can  almost 
ear  the  languid  drone  of  a  bee, 
he  crunching  gravel  underfoot 
as  the  hostess  fetches  out  new 
platters  and  pitchers.  Focus  down 
for  a  moment  on  the  wineglasses, 
beaded  with  condensation,  vividly 
filled  with  scarlet  or  salmon-pink 
rose  wine — or  at  least  they'd  bet- 
ter be,  or  I  for  one  ain't  going  to 
their  crummy  party. 

To  everything  there  is  a  season, 
and  right  now  is  the  season  to  turn 
a  corkscrew  or  a  screw-cap  on  a 
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bottle  of  dry  rose,  the  wine  world's  time- 
tested  offering  to  the  joys  of  summer. 
Rose  looks  like  a  party  in  a  glass,  and  it's 
plenty  of  fun  to  drink,  too:  chilled,  with 
the  refreshment  value  of  a  white  wine 
but  the  taste  profile  and  (depending  on 
the  rose)  palate  impact  of  a  red.  The  best 
ones  carry  an  edge  of  acidity  that  cuts 
through  butter  or  batter  or  fatty  burger. 
They  blossom  with  the  smoky  flavors 
of  seafood  or  meat  off  the  grill,  the 
spiciness  of  cold  cuts  with  mustard,  the 
saltiness  of  nearly  anything.  Roses  with 
garlic  and  olive  oil?  It's  like  throwing 
a  rabbit  in  a  briar  patch — it's  where  they 
came  from. 

This  is  old  news  in  Europe,  of  course, 
where  rose  wines  have  long  been  made 
non-  or  only  a  little  sweet,  the  idea  being 
that  they  are  go-to  food  wines  for  easy- 
going times.  With  the  coming  of  sunny 
days,  bottles  or  carafes  of  rose  pop  up  on 
thousands  of  patios  and  outdoor  restau- 
rant tables  from  Berlin  to  Biarritz.  They 
are  air-conditioning  for  the  soul,  wines 
of  insouciant,  shed-the-sweater  sensual- 
ity, the  sports  drink  of  Mediterranean 
seductions. 

Why  this  should  come  as  news  to  us 
on  this  side  of  the  Atlantic  isn't  much  of 
a  mystery.  Plenty  of  Americans — like 
me — came  of  drinking  age  with  the  idea 
that  rose  was  either  some  thin,  charm- 
free  potion  that  your  parents  served  in 
a  goofy-shaped  bottle  from  Portugal 
(quite  the  sign  of  sophistication  around 
our  house)  or  a  flabby,  sugary  "blush 
wine"  from  California.  I  won't  even  recall 
for  anyone  here  the  late-adolescent  rap- 
ture and  morning-after  self-loathing  of 
pink-tinged  cold  duck.  But  those  bever- 
ages weren't  responses  to  drinkers' yearn- 


ing for  classic  wine  pleasure;  they  were 
marketing  solutions. 

The  white  Zinfandcl  "blush  wine" 
phenomenon,  for  instance,  erupted  be- 
cause American  wine  drinkers  of  the 
1980s  wanted  white,  white,  white,  and 
California  vineyards  were  planted  to 
acre  upon  acre  of  deep-purple  Zinfandel 
grapes.  The  answer:  Make  "white"  or, 
anyway,  pink  wine  from  the  dark  grapes 
by  siphoning  the  clear-ish  juice  off 
the  color-bearing  grape  skins.  Bottle  it 
sweet,  and  presto!  Wine  for  the  Pepsi 
Generation. 

For  the  Renaissance  Generation  and 
those  a  few  thousand  years  earlier,  rose 
or  something  like  it  may  have  been  the 
only  red-wine  game  in  town.  Ferment- 
ation times  and  skin  contact  were  tradi- 
tionally kept  as  short  as  possible  in 
antiquity,  the  better  to  keep  the  year's 
harvest  from  spoiling,  and  extraction 
and  coloration  would  have  been  rela- 
tively modest. 

The  juice  first  off  the  skins — essen- 
tially what  we  think  of  today  as  rose — 
was  likely  what  the  old  Europeans 
thought  of  as  "the  good  stuff."  The 
free-run  that  seeped  out  of  the  press 
or  drained  readily  from  the  fermenter 
was  the  aristocratic  portion.  The  darker, 
rougher  "press-wine,"  hard-crushed  out 
of  the  skins  and  pulp  (which  might  also 
include  mashed  seeds  and  stems  and 
the  occasional  lizard  or  clump  of  yellow 
jackets),  was  the  jug  wine  of  its  era.  This 
may  explain  how  the  better  wines  of 
Bordeaux  acquired  their  British  nick- 
name, "claret"  (from  the  French  term 
clairet),  though  as  early  as  the  18th  cen- 
tury, those  wines  were  already  dense, 
deep  red  and  anything  but  "clear." 


Most  of  the  best  still  roses  today 
are  made  in  something  like  the  old- 
fashioned  way,  with  the  juice  typically 
drawn  off  the  skins  before  fermentation 
(though  in  Champagne,  it  is  common  to 
arrive  at  "rose"  by  blending  a  portion  of 
red  wine  with  the  white).  In  some  cases, 
a  pink  wine  is  a  complementary,  win-win 
proposition  for  a  red-wine-maker,  who 
will  "bleed"  (commonly  known  by  the 
French  word,  saigner)  some  juice  from 
his  crusher.  That  juice  will  then  go  on  to 
produce  a  rose  from  high-quality  grapes, 
while  the  juice  that  remains  behind  is 
fermented  into  a  deeper-red  wine  thanks 
to  its  greater  ratio  of  skin  to  juice. 

The  21st-century  world  of  dry  rose 
is  nearly  as  broad  geographically  as  the 
wine  world  itself,  and  getting  broader  and 
more  diverse  all  the  time.  "You  can't  think 
of  rose  as  one  kind  of  wine  or  one  style  of 
wine,"  argues  Jeff  Morgan,  co-proprietor 
with  Daniel  Moore  of  Sonoma  rose  pio- 
neer SoloRosa,  and  the  guy  who  literally 
wrote  the  book  {Rose,  Chronicle  Books). 
"It  is  just  the  third  color  category  of  wine, 
with  all  kinds  of  styles  within  it."  He 
should  know:  At  his  place  they  made  four 
different  roses  last  year,  including  a 
dessert  "late  harvest  style,"  a  "meaty,  red- 
wine-lover's"  Syrah,  a  medium-weight 
Sangiovese-based  wine  and  a  "lighter- 
bodied,  more  floral"  Pinot  Noir  (see  "A 
Rose  Outlook," page  56). 

SoloRosa  is  among  the  vanguard  in 
the  United  States,  where  dry  rose  is 
beginning  to  reach  cult  status,  with  still 
wines  from  such  respected  outfits  as 
Bonny  Doon,  Etude,  Fife,  Niebaum- 
Coppola,  Iron  Horse,  Saintsbury  and 
Tablas  Creek,  and  rose  sparkling  wine 
from  virtually  all  the  top  producers. 


There  is  even — perhaps  inevitably — 
an  affinity  group,  called  RAP:  Rose 
Avengers  and  Producers  (the  acronym  is 
a  takeoff  on  Zinfandel's  ZAP).  Its  web- 
site (rapwine.com)  includes  dates  for 
occasional  "Pink  Out"  public  tastings 
and  lists  a  head-spinning  number  of 
member  wineries — from  California, 
Oregon,  New  York  and  Virginia,  as  well 
as  from  Europe,  Australia,  Canada,  Chile 
and,  yes,  China.  (They're  closing  the 
Rose  Gap!) 

It  may  be  another  sign  of  its  up-and- 
coming-ness  that  rose  has  finally  gotten 
the  equivalent  of  a  star  on  the  Holly- 
wood Walk  of  Fame:  its  own  specifically 
designed  glass  from  Austria's  Riedel. 
Available  in  a  limited  edition  at  $50  for 
a  boxed  set  of  two  (www.riedel.com),  it 
sports  a  pink  stem  as  a  reminder  that  a 
percentage  of  its  profits  go  to  Living 
Beyond  Breast  Cancer.  With  its  deep 
bowl  and  high,  tapering  sides,  it  would 
likely  be  a  fine  aroma-capture-and-de- 
livery  system  for  most  red  wines  too,  but 
then  any  glass  designed,  as  the  company 
says,  to  "broadcast"  the  specific  qualities 
of  the  wine  would  have  to  be  as  versatile 
as  rose  itself. 

As  versatile  as  it  is,  though,  there 
may  be  one  day  every  year  when  rose 
is  absolutely  perfect,  numero  uno,  a  no- 
brainer.  Considering  everything  about 
rose  wines — their  festiveness,  flexibil- 
ity in  matching  an  array  of  foods  and 
general  anti-beige  mojo — that  day  would 
be. .  .Thanksgiving.  And  why  not?  Given 
the  range  and  quality  of  rose  wines  we 
get  to  choose  from  these  days,  there  is 
no  reason  to  stop  drinking  the  stuff 
after  summer  is  over,  anyway.  But  sum- 
mer's as  good  a  time  as  any  to  start. 


A  ROSE  OUTLOOK 


Roses  are  wines  of  many  virtues,  but  aging  well  is  not  typically  among  them. 
With  the  exception  of  fine  sparkling  wines,  you  want  a  fresh  rose  that  is 
no  more  than  two  vintages  old.  Put  a  chill  on  these  youthful  beauties,  or  order 
up  an  ice  bucket  if  the  restaurant— what  are  they  thinking?— brings  it  warm. 


>  BODEGAS 
CASTANO  2006 
ROSADO,  YECLA 

($9) 

From  a  corner  of 
southeastern  Spain  that 
the  wine  world  mostly 
forgot,  Yecla,  with 
its  wealth  of  ancient 
grapevines,  is  now 
redrawing  the  map.  The 
Castaho  family — Ramon 
Castaho  and  his  three 
sons,  who  own  ten 
percent  of  the  Yecla 
appellation — are  in  the 
forefront  of  the  region's 
revival,  utilizing  the 
existing  vine  bounty 
to  produce  wines  like 
this  taut,  bright, 
perfumey,  100-percent 
Monastrell  (the  grape 
called  Mourvedre  in 
France)  with  the  filled- 
in  feel  of  a  light  red. 

>  TASCA 
DALMERITA, 
REGALEALI  2005 
"LE  ROSE" 

($10 

The  counts  of  Tasca 
have  owned  this  self- 
sufficent,  1,200-acre 
estate  in  the  wild, 
mountainous  center 
of  Sicily  since  1837. 
Its  Nerello  Mascalese 
grapes — and  Tasca's 
very  modern  wine- 
making — produce 
this  brilliant  scarlet 
wine,  a  quintessential^ 
vibrant  Mediterranean 
rose  with  extra 


stuffing  and  exotic 
aromatic  oomph. 

>  MULDERBOSCH 
2006  CABERNET 
SAUVIGNON  ROSE, 
STELLENBOSCH 

($12) 

Cabernet,  with  its 
potential  for  "sauvage" 
tannins  and  herby 
"green"  notes,  can 
be  a  tricky  base  for 
rose,  but  this  top  South 
African  winery  makes 
it  look  easy,  without 
any  cosmetic,  mistake- 
masking  oak.  The 
result  is  a  bright, 
medium-rich  rose  with 
a  smoothly  unwinding, 
fresh-picked  red 
berry  juiciness. 

>  VALLE  REALE 
2006  CERASUOLO, 
MONTEPULCIANO 
DABRUZZO 

($12) 

The  Pizzolo  family's 
winery  is  perched 
inside  a  wild,  glacier- 
carved  national  park  in 
Abruzzi,  on  the  "calf" 
of  the  Italian  boot, 
where  the  grapes  ripen 
late,  just  as  the  first 
snows  dust  nearby 
Mount  Morrone.  If  that's 
not  romantic  enough, 
taste  this  crimson- 
colored,  supple,  tongue- 
caressing  rosato  made 
from  hillside-grown 
Montepulciano  grapes.  A 
rose  for  red-wine  lovers. 


>  CALERA  2006 
VIN  GRIS  OF  PINOT 
NOIR,  CENTRAL 
COAST 

($16) 

From  his  bandit's 
hideout  in  the  Gavilan 
Mountains  inland  from 
Monterey,  Pinot  Noir 
guru  Josh  Jensen 
crafts  this  variation  on 
a  theme — it  is  dry 
and  aromatic,  with  a 
very  Pinot-y  floral- 
berry  character, 
but  a  more  obvious 
lively  acidity  and 
refreshment  value. 

>  WILD  ROCK  2006 
VIN  GRIS  PINOT 
NOIR  ROSE, 
CENTRAL  OTAGO 

($16) 

From  a  high-altitude 
southerly  region  on  New 
Zealand's  South  Island 
that  has  achieved  cult 
status  for  its  Pinot  Noir, 
this  is  a  robust  wine 
with  a  vivid,  red-cherry- 
hard-candy-like  flavor, 
underpinned  with 
a  tongue-awakening, 
crisp  acidity. 

>  SOLOROSA  2006, 
PINOT  NOIR  ROSE 

($18) 

The  only  American 
winery  founded  on 
dry  rose,  SoloRosa 
adds  this  new  offering, 
a  pale-salmon-colored 
wine  from  Sonoma's 
Pinot  Noir  heartland 


in  the  Russian  River 
Valley.  Its  subtle 
complexity  belies  its 
delicate  looks — you 
can  keep  sipping  this 
bright,  lively  wine 
and  turning  up  new 
notes  like  floral 
blossom,  red  fruits  and 
a  hint  of  grapefruit. 

>  DOMAINE  DE  LA 
MORDOREE 2005 
TAVEL,  "DAME 
ROUSSE" 

($19) 

Sounds  like  something 
from  The  Lord  of 
the  Rings,  but  the 
big  fear  with  Mordoree 
(it  actually  means 
"woodcock")  is 
missing  out.  The 
Delorme  brothers' 
southern  Rhone  Valley 
estate  is  firecracker 
hot,  and  this  vivid 
scarlet,  Grenache-based 
blend  showcases 
their  touch — rich  but 
graceful,  it  mingles 
aromas  of  cinnamon, 
rose  petal,  blossomy 
raspberry  and 
hints  of  licorice. 

>  S0TER2006, 
ROSE,  "NORTH 
VALLEY" 

($20) 

A  wine  of  perfect 
simplicity — luscious, 
broad  on  the  palate, 
bright  and  packed  with 
strawberry  and  melon 
flavors.  California  wine 


guru  Tony  Soter's 
relocation  to  Oregon's 
Pinot  Noir-land  yields 
this  gem,  blended 
from  one  third  each 
Pinot  Noir,  Chardonnay 
and  Pinot  Gris. 

>  SCHRAMSBERG 
2003  BRUT  ROSE 

($40) 

The  best  California 
sparkling  wines  combine 
the  flavor  impact  of 
warm-climate  fruit  with 
the  racy  crispness  of 
Champagne,  and  roses 
like  this  are  perfect 
vehicles  to  make  the 
point — it  is  packed 
with  juicy  strawberry  and 
exotic  fruit  aromas, 
and  has  a  creamy  palate 
with  a  fine,  dry  finish. 

>  TAITTINGER 
2000  COMTES 
DE  CHAMPAGNE, 
ROSE 

($210) 

Meanwhile,  at  the  most 
exalted  end  of  the  rose 
scale,  Taittinger  has 
imbued  its  2000  wine 
with  the  house's 
trademark  finesse.  The 
wine's  notes  of  spice 
and  fruit  are  so 
intricately  woven  into 
its  texture  that  you 
experience  them 
almost  subliminally;  an 
ultrasmooth  wine  with 
a  tang  and  tautness 
sometimes  missing  from 
other  vintage  2000s.  • 
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Electronics  by  Thomas  Jackson 


Stationary  Front 

Home  climate  systems  have  come  a 

long  way  from  the  old  weather  vane. 


T  T 

nless  you're  a  vintner  or  a  professional  kite 
I  flyer,  you  probably  don't  need  a  weather  sta- 
^^"^  tion... though  it's  a  nice  thing  to  have.  Unlike 
the  regional  snapshot  served  up  by  the  local  news,  a  per- 
sonal station  presents  a  vivid  picture  of  the  unique  micro- 
climate that  is  your  backyard — wind  speed,  barometric 
pressure,  rainfall,  etc.  Still,  it  won't  enable  you  to  forecast 
the  weather  (multiple  stations  in  multiple  locations  are 
required  for  that),  and  it  won't  inform  your  decision 
to  wear  a  sweater  or  a  T-shirt  any  better  than  a  $5  ther- 
mometer. Essentially  it's  a  high-tech  toy  with  great 
educational  value  and  not  much  practical  purpose. 

The  latest  weather  stations,  however,  are  keen  on 
making  themselves  useful.  The  WeatherHawk  500  series 
tracks  the  standard  stuff — air  temperature,  rainfall,  wind 
speed,  solar  radiation — all  of  which  it  can  transmit  wire- 
lessly  to  a  control  panel  inside  the  home.  But  its  strength 
comes  in  its  ability  to  tell  other  devices,  such  as  lawn 
sprinklers,  what  to  do.  Linked  to  the  WeatherHawk, 
which  calculates  water  loss  based  on  wind,  temperature 
and  solar  radiation  readings,  an  automated  irrigation  sys- 
tem will  run  only  when  the  grass  needs  it  to,  reducing 
water  usage — and  bills — by  up  to  50  percent.  The  500 
can  also  prompt  a  home  network  to  close  shutters  when 
the  wind  kicks  up,  to  activate  driveway  and  walkway 
heaters  during  snowstorms  and  to  lower  window  shades 
when  the  sun's  UV  rays  are  strongest. 

The  simplest  way  to  put  the  WeatherHawk  to  good 
use  is  to  share  its  data  stream  over  the  Internet.  Fore- 
casting services  such  as  weatherunderground.com  or 
anythingweather.com  are  eager  to  incorporate  new  read- 
ing stations  into  their  networks.  In  return  for  access  to 
yours,  they'll  build  a  webpage  displaying  your  meteoro- 
logical data  in  real  time.  Of  course,  you  may  not  need  to 
monitor  the  conditions  in  your  backyard  at  any  moment, 
from  anyplace  in  the  world.  But  wouldn't  it  be  a  pleas- 
ure if  you  could?  • 

WeatherHawk  500  series,  $4,300-$ 5, 000,  www.weather 
hawk.com 
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"Freedom  to  me  is  skiing 
downhill  at  150mph." 

John  "Mad  Cow"  Hembel 

-  Former  American  Speed  Skiing  Champion 


I 


"  A  split-second  break  in  concentration  can  spell 
the  end  of  my  Championship  dreams.  Timing  my 
every  movement  is  an  absolute  necessity.  Which  is 
why  a  dependable  timepiece  like  a  Ball  Watch  is  so 
important  in  a  sport  that  features  truly  adverse 
conditions." 

The  watch  that  once  ran  America's  railroads  now 
helps  America's  fastest  explorer  keep  time.  There 
is  no  other  timepiece  that  is  as  rugged  and 
dependable. 


-40  degree  Celcius 
temperature  endurance 

7,500  Gs  shock 
resistance 


Anti-magnetic  to 
12,000  Aim 


Jtented  crown 
otection  system 


300  meter  water 
resistance 
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Self-powered  micro  gas  lights 
that  glow  100  times  brighter 
than  luminous  paint  for  more 
than  25  years. 


Unidirectional  rotating 
bezel  integrated  with 
LumiNova 


BALL 


Engineer  Hydrocarbon  Titaniur 
The  "Mad  Cow" 
Automatic  Series  -  42mm 


Official 


Standard 


Since  1H91 


Since  1891,  accuracy  under  adverse  conditions 

BALL  Watch  USA     www.ballwatch.com     Tel:  727-896-4278 

(see  web  site  for  complete  list  of  Authorized  BALL  Dealers) 

Kenjo  40  West  57th  Street  New  York,  NY  10019  212-333-7220 
World  Lux  Fairmont  Hotel  1208  4th  Avenue  Seattle,  WA  98101  888-585-3579 

/.:  Scottsdale  -  E.D.  Marshall  |  CA:  Dana  Point  -  About  Time  LA-Feldmar  Menlo  -  MacGeraghty  Napa  -  Creations  San  Fran -Andy  Ravits  |  CO:  Denver  -  Right  Time 
'L:  Miami  -  Morays  St  Pete  -  Hess  Old  Northeast  W  Palm  -  Beehtel  Winter  Park  -  Orlando  Watch  |  GA:  Atl  -  Worthmore  |  IL:  Highland  -  Razny  |  IN:  Lafayette  -  Vierks 

k  Y:  Lville  -  Merkley  Kendrick  |  MA:  Boston  -  Joseph  Gann  |  MN:  Wayzata  -  Grahams  |  MO:  KC  -  Meierottos  |  MS:  Ridgeland  -  Sollberger  |  N.I:  Cape  May  -  Artisans 
Y:  NY  -  Joseph  Ed  |  OH:  Dayton  -  Staffords  |  PA:  Phil  -  TNS  |  TN:  Knox  -  Lamon  |  TX:  Dallas  -  Curtis  Miller  |  UT:  Provo  -  M  Hoover  |  VA:  Charlottesville  -  Keller  &  George 


Crunchy  oats,  peanuts  and  whole  grains 
on  the  top.  Peanut  buttery  layer  on  the 
bottom.  13  grams  of  protein  for  energy. 
And  in  a  variety  of  delicious  flavors. 


NUTRITION  ENERGY  BAR ,  13g  Protein 


rom  Balance.  Bare.  jj^Jf  balance  ba* 


Spas  by  Lorraine  Cademartori 


Southern  Comforts 

ESPA  at  Acqualina,  a  Rosewood  Resort, 
joins  the  top  tier  of  American  hotel  spas. 


n 

outh  Florida  tries  hard  to  be 
]  all  things  to  all  people.  Miami 

Beach  boasts  a  manic,  cosmo- 
politan nightlife,  inventive  plastic  sur- 
gery and  a  glorious  beach  that  has 
become  a  spring-break  destination  for 
high-strung  collegians.  Farther  up  the 
coast,  Palm  Beach  continues  to  define 
stuffy  Big  Money.  In  the  midst  of  this 
demographic  stew  lies  the  relatively 
i  new  town  of  Sunny  Isles  Beach,  for- 
merly part  of  North  Miami  Beach, 
which  like  other  villages  nearby  boasts 
an  ambience  resplendent  in  its  sheer 
ordinariness:  Strip  malls,  high-rises 
and  decidedly  unchic  motel  prop- 
erties stand  cheek  by  jowl.  The  demo- 
graphic is  more  varied — the  shops  of 
Bal  Harbour,  a.k.a.  Rodeo  Drive-by- 
the-Sea,  are  a  safe  car  ride's  distance 
away — the  teenagers  are  few  and  the 
only  music  in  spring  belongs  to  birds. 
It's  close  to  a  perfect  setting  for  the  re- 
gion's best  spa,  ESPA  at  Acqualina. 

Opened  last  December,  Acqualina 
marks  the  debut  of  ESPA-branded 
spas  in  the  U.S.  (11  ESPAs  have 
opened  internationally  since  1993). 
Founded  by  industry  doyenne  Susan 
Harmsworth,  ESPA  also  functions 
as  a  spa  design  consultancy  as  well  as 
product  manufacturer,  and  its  clients 


Special  Advertising  Section 


TREX 

THE  FOUNDATION 

FOR  GREAT 

OUTDOOR  LIVING 


Is  there  anything  better 
than  spending  time  in  the 
great  outdoors,  soaking 
up  the  sun,  looking  at  the 
trees  and  basking  in  the 
glow  of  nature?  How 
about  enjoying  everything 
the  outdoors  has  to  offer 
while  lounging  on  your 
comfortable  and  beautiful 
Trex  deck? 


For  the  past  15  years,  builders, 
contractors,  architects  and  home- 
owners have  relied  on  Trex's  unique 
decking  materials  to  create  the  ideal 
outdoor  space  —  one  that  is  just  as 
perfect  as  your  indoor  living  room  or 
den  for  eating,  playing  and  entertaining. 

Trex  not  only  looks  as  natural  as 
wood,  it  comes  in  a  variety  of  inviting 
wood-inspired  colors  to  suit  your  style 
and  complement  your  existing  decor, 
whether  you  prefer  the  earthy  tones  of 
Winchester  Grey  or  the  warmer  tints 
of  Saddle  and  Madeira.  You  also  have 
an  appealing  array  of  finishes  co 
choose  from,  including  a  tropical 
hardwood  that  can  Wake  the 


chilliest  climate  feel  like  a  warm 
Brazilian  beach. 

Better  still,  Trex's  one-of-a-kind 
material  is  actually  much  more  user- 
friendly  than  wood.  It  will  never  splinter, 
so  you  can  enjoy  your  deck  without  the 
hassle  of  putting  on  shoes.  No  matter 
how  bad  the  weather,  Trex  will  never 
rot,  splinter  or  warp.  And  even  when 
Trex  gets  wet,  it  maintains  excellent 
traction,  so  there's  no  fear  of  stepping 
outside  and  slipping.  Indeed,  Trex  resists 
moisture  so  well  that  it's  the  one 
material  you  must  use  if  you  want  to 
build  a  dock  or  marina  for  your  yacht. 

It  that  isn't  enough  to  make  you  feel 
content,  consider  this:  Trex  requires 


minimal  upkeep.  That's  right;  every 
weekend  can  be  stress-free,  since 
there's  no  need  to  spend  a  gorgeous 
day  sanding,  staining  and  painting. Your 
bank  account  will  like  that  as  well, 
since  over  the  lifetime  of  your  deck 
those  maintenance  costs  can  really  add 
up.  Plus,  it's  backed  by  our  25-year 
limited  residential  warranty. 

So  kick  back  and  relax  on  your  Trex 
deck.  This  is  how  outdoor  living 
should  feel!  ■ 


For  more  information  on  Trex 
decking  and  railing  products, 
visit  Trex.com. 


Decking:  Tl©X  Bicmili'a     Color:  P.m  ui-.li-  .  1  Aintyn  and  Cfl 


Take  off  your  shoes  and  come  outside.  Life  just  feels  better  on  Trex! 

We  specially  designed  Trex  decking  and  railing  to  fit  perfectly  in  your  lifestyle.  There  are 
many  imitators,  but  only  Trex  offers  a  natural  look  and  comfortable  feel  that  no  composite 
product  can  match.  Unlike  wood,  Trex  will  never  rot  or  splinter.  And  you  will  never  have  to 
sand  or  stain  Trex.  So  you'll  spend  more  time  relaxing  on  your  deck,  instead  of  working  on  it. 


How  outdoor  living  should  feel. 

For  plenty  of  great  design  ideas  and  style  options,  visit  www.trex.com  today.  Or  call  1-800-BUY-TREX,  ext.  393. 


"Ice 


An  elegant 
interior  stairway 
leads  to  the 
private  spa 
suite  at  ESPA. 


range  from  the  Bulgari  prop- 
erties in  Bali  (see  ForbesLife, 
December  2006)  and  Milan  to 
the  Peninsulas  in  Bangkok  and 
Hong  Kong  and  five  Mandarin 
Oriental  spas  in  the  U.K.  and 
U.S.  And  a  splashy  debut  this 
is:  ESPA  features  20,000  square 
feet,  11  treatment  rooms  with  ocean  views, 
five  suites,  an  outdoor  terrace  with  a  spa 
pool  and  a  heated  jet  pool  with  Roman 
waterfall,  for  starters.  Like  other  ESPA- 
designed  properties,  the  Acqualina  spa 
flows  beautifully,  in  gentle  fountains  of 
water,  in  warm  and  muted  lighting,  in 
the  floors  of  teak  and  quartzite  tile  and 
walls  of  slate  and  tinted  mosaics.  The  space 
is  large  but  not  cavernous,  each  hallway 
leads  where  you  expect  it  t--  '  id. The  vibe 
is  sophisticated  but  not  at  .     *r<  .  ;ous, 


the  kids?  annoyed  at  having  to  answer 
questions? — and  based  on  the  responses, 
the  spa  therapist  determines  which  serv- 
ices are  appropriate.  It's  a  nifty  idea,  and 
one  more  spas  should  adopt:  Most  spas 
force  a  client  to  commit  to  a  service  when 
booking — days,  sometimes  weeks  ahead 
of  time — bad  luck  if,  say,  she  wrenches  her 
back  the  day  before  a  facial. 

I  was  diagnosed  as  someone  who,  while 
able  to  sleep  practically  standing  up,  was 
holding  in  tension.  My  ESPA  Time  in- 
volved a  body  exfoliation,  warm  shower, 
body  wrap,  another  warm  shower  and 
finally  a  stimulating  massage.  Nothing 
terribly  unusual  about  that,  but  its  presen- 
tation was — the  therapist  neither  spoke 
too  much  nor  too  little,  and  answered 
questions  about  the  products  used  in  a 
straightforward  manner;  no  spa-speak 
here.  And,  she  had  great  hands.  (ESPA's 
employee  training  is  famous  for  its  rigor.) 
The  back-and-forth  to  the  shower  wasn't 
ideal,  but  because  of  the  sizable  room  and 
the  low  lighting,  I  didn't  feel  my  mood 
much  disturbed.  Afterward,  I  glided  back 
to  the  women's  spa  area  and  spent  time  ro- 
tating between  the  sauna,  steam  room, 
"Ice  Fountains"  and  "Experience  Showers" 
with  both  warm  and  cool  mists — sort  of 
an  ecosystem  sampler. 

Earlier  my  companion,  a  spa  rookie, 
was  led  to  his  first  treatment  wearing  a 
robe,  flip-flops  and  a  trepidatious  half- 
smile.  He'd  chosen  to  take  a  small  bite  of 
ESPA  Time  with  an  a  la  carte  treatment 


I  rotated  between  the  sauna,  steam  room 
Fountains"  and  "Experience  Showers" 

with  both  warm  and  cool  mists — 
sort  of  an  ecosystem  sampler. 


consistent  with  that  of  the  resort  itself. 
(ESPA  is  open  to  Acqualina  residents, 
guests  and  nonguests  alike,  but  you'll 
never  notice  the  foot  traffic.)  It's  Miami 
all  grown  up,  but  not  grown  old. 

Unique  to  the  company  is  a  concept 
called  ESPA  Time,  in  which  clients  sim- 
ply book  two  or  more  hours.  Escorted  to  a 
treatment  room  and  cosseted  with  a  de- 
lightful soak  in  a  foot  bath,  the  client  is 
asked  how  he  or  she  is  feeling  at  the  mo- 
ment— relaxed?  hungover?  fed  up  with 


off  the  spa  menu,  the  "back,  face  and  scalp 
massage."  Afterward,  he  stumbled  his  way 
to  the  beach;  haltingly,  he  mentioned  that 
his  therapist  had  (correctly)  pointed  out 
that  he  held  much  of  his  tension  in  his 
jaw;  the  resulting  massage  forced  such  re- 
laxation that  basic  conversation  required 
significant  effort.  The  church  of  spa  had 
won  another  convert.  • 

Acqualina,  a  Rosewood  Resort,  (305)  918- 
8000,  www.acqualinaresort.com. 
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Soothing  Rest  For  Mind  And  Body. 

It  s  what  you  ve  been  craving.  Peaceful  sleep  without  a  struggle.  That  s  what  1,2 and 3  mg tablets 

Lunesta®  is  all  about:  helping  most  people  fall  asleep  quickly,  and  stay  asleep  all  through  the  night.  It's  not  only 
non-narcotic,  it's  approved  for  long-term  use.  So  you  can  feel  comfortable  taking  it  night  after  night.  Talk  to  your 
doctor  first  before  using  sleep  aids  for  extended  periods.  Tonight,  just  close  your  eyes,  and  leave  the  rest  to  Lunesta. 
Find  out  how  to  improve  your  sleep  habits  at  www.lunesta.com.  Or  call  1-800-Lunesta. 

IMPORTANT  SAFETY  INFORMATION:  Lunesta  works  quickly,  and  should  be  taken  right  before  bed.  Be  sure  you  have  at  least 
eight  hours  to  devote  to  sleep  before  becoming  active.  Until  you  know  how  you'll  react  to  prescription  Lunesta,  you  should  hot  drive 
or  operate  machinery.  Do  not  use  alcohol  while  taking  Lunesta.  Most  sleep  medicines  carry  some  risk  of  dependency.  Side  effects  may 
include  unpleasant  taste,  headache,  drowsiness  and  dizziness.  See  important  patient  information  on  the  next  page.      32006  sepracor  mQ' 


Lurt^sta 

 "(eszopiclonejc 

1, 2  AND  3  MG  TABLETS 


Please  read  this  summary  of  information  about  LUNESTA 
before  you  talk  to  your  doctor  or  start  using  LUNESTA.  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  If 
you  have  any  questions  about  LUNESTA  tablets,  be  sure  to 
ask  your  doctor  or  pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems, 
such  as  difficulty  in  falling  asleep,  difficulty  in  maintaining 
sleep  during  the  night,  and  waking  up  too  early  in  the  morning. 
Most  people  with  insomnia  have  more  than  one  of  these 
problems.  You  should  take  LUNESTA  immediately  before 
going  to  bed  because  of  the  risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  1 0  days  up  to  2  weeks.  If  your 
insomnia  does  not  improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine. 
However,  you  should  not  use  these  medicines  for  long  periods 
without  talking  with  your  doctor  about  the  risks  and  benefits 
of  prolonged  use. 

Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 

To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA  or 
any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause 
drowsiness  and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by 
your  doctor.  Never  change  your  dose  without  talking 
to  your  doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 

Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  takinq  the  medicine. 
This  is  usually  not  a  problem  since  most  pecDie  fall  ssleep 
after  taking  the  medicine.  Memory  loss  can  be  .-  problem, 
however,  when  sleep  medicines  are  taken  wtiiletra    nc  such 
as  during  an  airplane  flight  and  the  person  wakes  j, 
the  effect  of  the  medicine  is  gone.  This  has  been 
"traveler's  amnesia."  Memory  problems  have 
reported  rarely  by  patients  taking  LUNESTA  in  cli, 
studies.  In  most  cases,  memory  problems  can  be  avoide, 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 

Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than  a 
few  weeks,  they  may  lose  their  effectiveness  in  helping  you 
sleep.  This  is  known  as  "tolerance."  Development  of  tolerance 
to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally 
not  necessary.  Some  people,  though,  have  chronic  sleep 
problems  that  may  require  more  prolonged  use  of  sleep 
medicine.  If  your  sleep  problems  continue,  consult  your  doctor, 
who  will  determine  whether  other  measures  are  needed  to 
overcome  your  sleep  problems. 

Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to 
avoid  withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have  a 
higher  chance  of  becoming  addicted  to  sleep  medicines.  This 
possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 

Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the  medicine  has 
been  used  for  only  a  week  or  two.  In  mild  cases,  withdrawal 
symptoms  may  include  unpleasant  feelings.  In  more  severe 
cases,  abdominal  and  muscle  cramps,  vomiting,  sweating, 
shakiness,  and,  rarely,  seizures  may  occur.  These  more 
severe  withdrawal  symptoms  are  very  uncommon.  Although 
withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA. 
there  is.  nevertheless,  the  risk  of  such  events  in  association 
with  the  use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the  medicine. 
If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  its  own 
after  1  or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your 
own.  Always  follow  your  doctor's  directions. 

Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior.  These 
effects  are  not  common.  However,  they  have  included: 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 
such  as  a  person's  general  health,  the  use  of  other  medicines, 
and  which  sleep  medicine  is  being  used.  Clinical  experience 
with  LUNESTA  suggests  that  it  is  rarely  associated  with 

these  behavior  changes. 

it  is  also  important  to  realize  it  is  rarely  clear  whether  these 
behavior  changes  are  caused  by  the  medicine,  are  caused  by 
illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems 
at  Jc  not  improve  may  be  due  to  illnesses  that  were  present 
.  i  the  medicine  was  used.  If  you  or  your  family  notice 


any  changes  in  your  behavior,  or  if  you  have  any  unusual  or 
disturbing  thoughts,  call  your  doctor  immediately. 

Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  potential 
effects  in  the  unborn  baby  when  used  during  the  last  weeks 
of  pregnancy.  Be  sure  to  tell  your  doctor  if  you  are  pregnant, 
if  you  are  planning  to  become  pregnant,  or  if  you  become 
pregnant  while  taking  LUNESTA. 

In  addition,  a  very  small  amount  of  LUNESTA  may  be  present 
in  breast  milk  after  use  of  the  medication.  The  effects  of  very 
small  amounts  of  LUNESTA  on  an  infant  are  not  known: 
therefore,  as  with  all  other  prescription  sleep  medicines,  it  is 
recommended  that  you  not  take  LUNESTA  if  you  are  breast- 
feeding a  baby. 

Safe  Use  01  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any  other 
sleep  medicine,  you  should  observe  the  following  cautions: 

1.  LUNESTA  is  a  prescription  medicine  and  should  be 
used  ONLY  as  directed  by  your  doctor.  Follow  your 
doctor's  instructions  about  how  to  take,  when  to  take, 
and  how  long  to  take  LUNESTA. 

2.  Never  use  LUNESTA  or  any  other  sleep  medicine  for 
longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing  thoughts 
or  behavior  during  treatment  with  LUNESTA  or  any 
other  sleep  medicine,  contact  your  doctor. 

4.  Tell  your  doctor  about  any  medicines  you  may  be 
taking,  including  medicines  you  may  buy  without  a 
prescription  and  herbal  preparations.  You  should  also 
tell  your  doctor  if  you  drink  alcohol.  DO  NOT  use  alcohol 
while  taking  LUNESTA  or  any  other  sleep  medicine. 

5.  Do  not  take  LUNESTA  unless  you  are  able  to  get  8  or 
more  hours  of  sleep  before  you  must  be  active  again. 

6.  Do  not  increase  the  prescribed  dose  of  LUNESTA  or 
any  other  sleep  medicine  unless  instructed  by  your 
doctor. 

7.  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

8.  Be  aware  that  you  may  have  more  sleeping  problems 
the  first  night  or  two  after  stopping  any  sleep  medicine. 

9.  Be  sure  to  tell  your  doctor  if  you  are  pregnant,  if 
you  are  planning  to  become  pregnant,  if  you  become 
pregnant,  or  if  you  are  breastfeeding  a  baby  while 
taking  LUNESTA. 

10.  As  with  all  prescription  medicines,  never  share 
LUNESTA  or  any  other  sleep  medicine  with  anyone 
else.  Always  store  LUNESTA  or  any  other  sleep  medicine 
in  the  original  container  and  out  of  reach  of  children. 

11.  Be  sure  to  tell  your  doctor  if  you  suffer  from  depression. 

12.  LUNESTA  works  very  quickly.  You  should  only  take 
LUNESTA  immediately  before  going  to  bed. 

13.  For  LUNESTA  to  work  best,  you  should  not  take  it  with 
or  immediately  after  a  high-fat.  heavy  meal. 

14.  Some  people,  such  as  older  adults  (i.e..  ages  65  and 
over)  and  people  with  liver  disease,  should  start  with 
the  lower  dose  (1  mg)  of  LUNESTA.  Your  doctor  may 
choose  to  start  therapy  at  2  mg.  In  general,  adults 
under  age  65  should  be  treated  with  2  or  3  mg. 

15.  Each  tablet  is  a  single  dose:  do  not  crush  or  break 
the  tablet. 

Note:  This  summary  provides  important  information  about 
LUNESTA.  If  you  would  like  more  information,  ask  your 
doctor  or  pharmacist  to  let  you  read  the  Prescribing 
Information  and  then  discuss  it  with  him  or  her. 
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To  keep  36  championship  greens  perfectl 
smooth,  you  literally  need  to  control  the 


EL.  \ 


Eaph  of  the  36  championship  golf  greens  at  Sentosa  Golf  Club  hides 
a  specially-designed$500.00C  air-conditioning  system  to  aerate  the  soil, 
prevent  damP^^^^g^htain  perfect  smoothness.  You'll  find  this 
commitment  t^^^^^H^fect  experience  in  everything  we  do  here. 
After  all,  your  pie       -  -  ' 


sentos 

SINGAPORE'S  ISLAND  RESO 


sentosa.com. sg 


Collecting  by  Missy  Sullivan 


Nice  Shot, 


Old  Stick 

Think  your  dads  persimmon 

driver  is  a  classic?  Think  again. 
Connoisseurs  of  antique  golf  clubs 
covet  cleeks,  mashies  and  niblicks. 


ver  hear  the  joke  about  the  golfer  stranded  on  a 
a  desert  island  for  ten  years,  who  is  shocked  when 
a  beautiful  woman  appears  miraculously  from  the 
sea?  Out  of  her  wet  suit  she  pulls  one  treat  after  an- 
other— a  pack  of  smokes,  a  flask  ol  whiskey.  When  she 
unzips  the  wet  suit  tantalizingly  to  her  waist  and  asks  the 
castaway  if  he  wants  to  play  around,  he  responds,  incred- 
ulously, "What?  You've  got  golf  clubs  in  there,  too?" 

Call  it  sunstroke.  Call  it  an  overload  of  freshly-cut- 
grass  fumes.  Or  a  few  too  many  nips  while  the  doctor,  the 
awyer  and  the  rabbi  line  up  their  putts.  But  there's  some- 
thing about  the  game  of  golf  that  reaches  deep  into  the 
corpuscles,  stirring  up  some  pretty  crazy  club  dreams. 

Ask  Dick  Estey  of  Portland,  Oregon,  once 
ranked  the  No.  2  senior  amateur  in  the  United 
States.  When  he  found  himself  lying  on  the 
floor  for  two  months  with  a  debilitating  back 
problem,  jonesing  for  the  sun  on  his  neck 
and  the  sweet  swoosh  of  his  favorite  driver, 
Estey  made  a  decision.  He  figured  that  if 
he  couldn't  play  golf,  then  he  would  stay 
connected  to  the  game  by  collecting  arti- 
facts of  its  storied  history.  He  became  so 
impassioned  with  the  pursuit  that  he  ulti- 
mately purchased  an  adjacent  apartment  in 
his  downtown  Portland  high-rise  to  house  his 
world-class  collection  of  historic  books,  paint 
ings,  balls — and  more  than  400  antique  clubs. 

Many  club  collectors  are  drawn  to  the  sensuous- 
ness  and  sculptural  grace  of  the  19th-century  long-nosed 
woods.  Some  marvel  at  the  quirkiness  and  ingenuity  of 
late-19th-  and  early-20th-century  mechanical  clubs.  But 


The  outlaw:  Banned 
from  competition  in 
1904  because  it  could 
be  used  like  a  billiard 
cue,  the  Garner 
Putter  sold  for  $3,000 
at  auction  in  1988. 
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it's  the  earliest,  brutish  examples — of 
which  only  a  smattering  survive — that  in- 
spire the  heaviest  breathing  among  club 
aficionados.  They  may  not  be  the  pretti- 
est things  to  look  at,  but  eyes  happily  glaze 
over  as  collectors  describe  them  being 
dragged  around  the  verdant  Scottish  low- 
lands, swung  by  16th-century  royal  duf- 


purchased  a  super-rare  17th-century  spur- 
toe  iron  (only  six  are  known)  for  $260,000 
after  it  failed  to  sell  at  a  Bonhams  and 
Doyle  golf  sale  in  December  1998.  And 
an  unidentified  collector  allegedly  paid 
a  whopping  1900,000  in  1994' for  an 
almost-as-elusive  early  square-toe  iron. 
What  explains  that  kind  of  crazy  club 


The  only  known 
Dolphin  Driver  in 
existence:  Its 
early-20th-century 
design  was 
impractical, 
putting  as  much 
clubhead  mass 
as  possible 
behind  the  ball. 


It's  the  earliest,  brutish  clubs — of  which 
only  a  smattering  survive — that  inspire  the 

heaviest  breathing  among  aficionados, 


fers.  James  IV?  Check.  Mary,  Queen  of 
Scots?  Reputedly  the  first  female  golfer. 

In  July  1998,  just  such  a  prized  club  ap- 
peared at  a  Christie's  golf  sale  in  Glasgow: 
a  rare,  late-18th-century  metal-headed 
blade  putter  (estimate:  $50,000-$65,000) 
bearing  the  gloriously  crusty  provenance 
of  Scotland's  Royal  Perth  Golfing  Society. 
In  the  auction  room,  Estey  found  himself 
pitted  against  tin-mining  billionaire  and 
Valderrama  Golf  Club  owner  Jaime  Ortiz- 
Patino.  "All  of  a  sudden  we  were  bidding  in 
increments  of  a  thousand,  then  five  thou- 
sand, then  ten  thousand,"  recalls  Estey.  "I 
finally  let  him  have  it  at  $174,000."  It  set 
the  world  auction  record  for  a  club. 

But  that's  just  the  public  record.  Priv- 
ately, Ortiz-Patifio  is  rumored  to  have 


Welcome 
to  the 
Club 


Sotheby's,  the  Jeffery  B. 
Ellis  Collection,  September 
27-28,  2007,  www.sothebys.com 

Christie's  London,  Tennis, 
Cricket  and  Golf,  July  4,  2007, 
www.christies.com 

Bonhams,  Edinburgh,  Golfing 
Memorabilia,  July  13,  2007, 
www.bonhams.com 

Graham  Budd  Auctions, 
www.grahambuddauctions.co.uk 

Old  Golf  Auctions, 
www.oldgolfauctions.com 

Lyon  &  Turnbull, 
www.lyonandtumbuli.com 


love?  "I  look  at  my  clubs  as  the  most  im 
portant  artifacts  of  golf  history,"  declares 
Jeffery  Ellis,  arguably  the  world's 
foremost  collector  of — and  au- 
thority on — the  weaponry  of  the 
game.  "A  painted  lady  golfer  on  a 
ceramic  vase  is  nice,  but  let's  face 
it:  No  golf  ball  was  ever  hit  with  a 
ceramic  vase." 

When  Ellis — himself  a  champion  am- 
ateur player — began  collecting  in  the 
1970s,  the  territory  was  uncharted,  with 
no  books  to  read  and  no  comprehensive 
collections  to  model.  So  for  more  than  a 
decade,  he  threw  himself  into  researching 
classic  clubs  of  the  wood-shaft  era  (c. 
1457-1930).  Patiently  he  analyzed  and 
dissected  every  maker's  mark.  Sussed  out 
subtle  nuances  of  material  and  construc- 
tion, like  club  weight,  blade  shape,  head 
texture,  hosel  thickness,  grip  material  and 
shaft  length.  And  excitedly  ferreted  out 
every  club  patent  ever  submitted  in  the 
U.K.  and  the  U.S.  prior  to  1935.  The  re- 
sult? The  Clubmaker's  Art:  Antique  Golf 
Clubs  and  Their  History  (Zephyr),  his  ex- 
haustive two-volume,  15-pound  labor  of 
love.  It's  universally  acknowledged  as  the 
bible  of  golf  club  connoisseurship. 

Along  the  way,  Ellis  built  his  own 
spectacular  cache  of  nearly  800  ball-strik- 
ing implements,  focusing  on  the  game's 
oldest,  most  unusual  and  best-preserved 
examples.  "I  tried  to  get  one  of  every  great 
antique  club  design,"  Ellis  explains.  So 
when  his  collection  hits  the  block  at 
Sotheby's  in  New  York  on  September  27 
and  28,  it  will  be  a  once-in-a-lifetime  op- 
portunity for  both  discriminating  club 
collectors  and  interested  newcomers  alike. 
There's  something  in  the  sale  for  every 


purse,  from  an  1896  offset-blade  putte 
from  Royal  St.  George's  maker  Ramsa 
Hunter  ($150-  S200)  to  rarities  such  a 
a  mid-18th-century  Andrew  Dickso- 
putter,  the  first  known  club  to  have 
maker's  identity  ($200,000-1300,000; 
Says  Graham  Budd,  a  25-year  vetera: 
sports  memorabilia  expert  who  organizel 
U.K.  golf  sales  for  Sotheby's,  "It  woulu 
normally  take  me  a  full  30-year  career  t'1 
see  all  the  clubs  in  Jeff's  collection." 

And  that's  coming  from  someone  on 
the  other  side  of  the  pond,  where  the  vasi 
majority  of  golf  material  still  trader 
According  to  Kevin  McGimpsey,  gol 
guru  at  Bonhams,  "America  has  beei 
starved  of  golf  sales."  So  the  Ellis  auctioi 
promises  to  be  a  significant  test  of  th 
market.  Experts  agree  that  the  trade  ii 
vintage  clubs  has  been  flat  since  the  lat 
'90s,  due  largely  to  the  dearth  of  fresh 
high-quality  material  and  a  stagnatin; 
collector  pool,  with  the  same  handful  o 
guys  trolling  for  big-ticket  clubs.  Th 
challenge  is  to  entice  the  younger  collec 
tors  who  feel  that  golf  history  is  last  year 
Tiger  Woods  autographed  pin  flag. 

You  can  pick  up  common  100-year-olc 
clubs  for  as  little  as  $20  to  $30  a  pop  oi 
sites  like  oldgolfauctions.com.  So  hov 
do  you  know  what's  good?  First,  invest  ii 
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In  an  age  when  any  hotel  can  claim  5-star  facilities,  it's  the  people  that  make  the  difference.  And  it's  our  staff 
that  makes  our  stars  shine  brightly,  at  prime  locations  in  major  cities  worldwide.  For  business  or  leisure,  you 
deserve  the  Laurel  touch. 

Evergreen  Laurel  Hotel  (Keelung,  taiwan) 

Tcl:886  (0)2  2427  9988      Fax:886  (0)2  2422  8642 
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Evergreen  l  aurel  Hotel  (Taipei, Taiwan) 

Tcl.886  (0)2  2501  9988      Fax:886  (0)2  2501  9966 
I  -null  ellilpcto  c\crgrecn-hote)s.com 

I  \ercreen  Laurel  llolcl  (  laiehiuiK.  laiwan) 

Tcl:886  (0)4  2313  9988      Fax:886(0)4  2313  8642 
l.-ni.nl  elhtcgfa  evergreen-hotcls.com 

Evergreen  Pla/a  Hotel  (Tainan,  Tainan) 

Tcl:886  (0)6  289  9988      Fax:886  (0)6  289  6699 
E-mail:ccod(«jtscevcrgreen.com.tw 

Evergreen  Laurel  Hotel  (Bangkok) 

Tel  66  (0)2  266  9988      Fax:66  (0)2  266  7222 
E-mail:clhbkk(aJCvcrgrccn-hotels.com 
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el  Hotel  (Penang) 

I      Fax:60  (0)4  226  9989 


Evergreen  Laurel  Hotel  (Paris) 

Tcl:33  (0)1  47  58  88  99  Fax:33  (0)1  47  58  88  88 
E-mail  :clhpar(«>evergreen-hotels.com 

Evergreen  Marinoa  Hotel  (Kukuoka) 

Tel  81  (0)92  895  551  1       Fax:81  (0)92  895  5522 


Evergreen  Transit  Hotel 
(  laiwan  Taoyuan  Int'l  Airport) 

U'l:8Kr.  (0)3  383  4510  Fax:886(0)3  383  4610 
F.-niei  I  ;c I h . t2(a  evcrgreen-hotels.com 


EVERGREEN  INTERNATIONAL  HOTELS 

Global  Reservations  /  TEL;  886  (0)2  2504  8800  / 
E-MAIL:  reservation@evergreen-hotels.com 
Reginal  Sales  Office  -  Singapore  /  TEL  65  6225  5318  / 
E-MAIL:  eicsin@singnet.com.sg 
www.evergreen-hotels.com 
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Even  in  the  gentlemanly  world  of 
antique  golf  clubs,  fakes  happen. 
Hugh  Philp's  clubs  had  such  cachet 
that  forgers  began  copying  them 
shortly  after  his  death.  What  to  look 
for?  A  raised  casting  line,  or  "seam," 
is  a  dead  giveaway  for  a  bogus  early 
iron.  And  people  often  try  to  "antique" 
a  club  by  burying  it  in  dirt,  rubbing 
boot  black  in  the  lettering  or  stamping 
a  mark  with  the  wrong  font,  one 
letter  at  a  time,  so  that  the  spacing  is 
off.  It  takes  time  to  develop  an 
experienced  eye,  especially  when 
many  clubs  are  singular  examples. 
The  fun  is  in  the  learning. 


Ellis's  book;  it's  the  indispensable  lodestar 
to  help  you  sort  out  your  cleeks  and  spoons 
from  your  niblicks  and  water  mashies. 

With  wood-shaft-era  material,  you 
want  age,  a  known  maker,  rarity,  distinc- 
tiveness and  decent  original  condition  (no 
massive  head  cracks,  please).  Clubs  by  the 
earliest  known  makers,  like  Simon  Cossar 
and  Andrew  Dickson,  carry  a  steep  pre- 
mium. Examples  by  early-19th-century 
maker  Hugh  Philp,  the  so-called  "Strad- 
ivarius  of  club  makers,"  are  valued  for  their 
graceful  lines,  fine  woods  and  highly  pol- 
ished finishes;  they  generally  sell  between 
$10,000  and  $25,000.  Other  illustrious 
1 9th-century  makers:  John  Jackson,  Willie 
Park  Sr.  and  Jr.,  Willie  Dunn,  and  the 
McEwan  family.  According  to  McGimpsey, 
examples  start  in  the  low  four  figures. 
Same  for  Old  Tom  Morris,  the  legendary 
"grand  old  man  of  golf."  He  not  only  won 
four  British  Opens,  kept  greens  at  St. 
Andrews  and  designed  courses,  but  he  was 
a  premier  ball  and  club  maker  as  well.  Even 
his  death  was  steeped  in  golf  lore:  He  suc- 
cumbed after  falling  down  the  stairs  of  the 
wine  cellar  at  St.  Andrews. 


One  of  the  most  appealing  collecting 
niches?  Unusual  clubs  that  were  some- 
one's "better  idea  "of  how  to  take  strokes 
off  your  game.  As  golf 
skyrocketed  in  popu 
larity  between  1890 
and  1930,  patents 
emerged  for  every- 
thing from  adjust- 
able-weight woods 
to  spring- face  drivers 
to  a  putter  with  a  tele 
scoping  alignment  rod 
Most  had  short  production 
runs  or  exist  only  in  proto 
type.  The  Ellis  sale  features  a  fasci- 
nating selection. 

Interested  in  the  more  recent  history  of 
the  game?  Beyond  the  wood-shaft  era, 
collecting  revolves  more  around  specific 
dominant  players:  Jones,  Palmer,  Nicklaus, 
Woods.  For  the  USGA  Museum  collec- 
tion, Director  Randjerris  seeks  out  "clubs 
that  reflect  historically  significant  mile- 
stones of  the  game  and  defining  moments 
of  a  particular  golfer's  career."  The  mu- 
seum's treasures  include  astronaut  Alan 


Shepard's  moon  club  (Jeff  Ellis:  "I  would 
give  my  left  arm  for  that"),  Bobby  Jones's 
Calamity  Jane  putter,  Arnold  Palmer's 
driver  from  the  1960  U.S.  Open  in  Cherry 
Hills  and  Tiger  Woods's  pitching  wedge 
from  his  dominant  15-stroke  Pebble  Beach 
victory  in  2000. 

But  very  little  of  that  material  ever 
hits  the  open  market,  says  Doug  Allen, 
president  of  Mastro  Auctions,  which  spe- 
cializes in  sports  memorabilia.  Jerris 
concurs,  noting  that  "the  most  com- 
mon way  it  emerges  is  through 
charitv  auctions."  So 


No  more  stubbed 
putts:  The  Black 
Roller  Putter  never 
slows  down. 


sure,  find  out  which  causes  Tiger's  found- 
ation is  supporting  and  check  their  fund- 
raising  events.  But  in  the  meantime,  you 
can  connect  with  Hugh  Philp,  Old  Tom 
and  the  rest  of  the  game's  historic  charac- 
ters at  the  unprecedented  Ellis  sale.  • 


The  Clubmaker's  Art,  by  Jeffery  B.  Ellis, 
$275,  (888)  394-9333,  www.clubmaken 
art.com. 
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Art  by  Mark  Grischke 


In  with 
The  Art 
Crowd 


Level 
ollectors 


T 

I  udging  by  recent  headlines — $27.5  million  ham- 
I  mered  down  for  Francis  Bacon's  Study  for  Portrait\ 
II;  $140  million  rumored  to  have  been  paid  for 
Jackson  Pollock's  No.  5,  1948 — it's  easy  to  assume  that 
collecting  art  is  a  billionaire's  hobby.  Granted,  bagging: 
marquee  names  usually  means  paying  spectacular  prices. 
But  a  willingness  to  invest  some  time — as  well  as  money, 
of  course— in  the  world  of  contemporary  art  offers  re- 
wards of  a  different  sort. 

As  an  emerging  collector,  you  need  a  guide — and 
that's  where  Boyd  Level  can  help.  This  New  York-based 
consultation  firm  takes  on  projects  of  almost  any  size, 
from  forays  into  the  art  market 
to  curatorial  responsibilities  for 
your  collection. 

My  collection,  alas,  is  not  yet 
in  need  of  curating.  It  consists 
of  a  few  good  photographs  and 
two  paintings.  I'm  a  neophyte, 
and  thus  the  perfect  candidate 
for  Boyd  Level's  services.  I  met 
the  partners  at  their  Tribeca  of- 
fice, curious  to  see  how  they'd  accommodate  my  interests. 

Franklin  Boyd  founded  and  directs  Boyd  Level.  Still 
a  practicing  lawyer,  she  provides  financial  and  legal  ad- 
vice to  aspiring  collectors.  Jonathan  Neil,  an  art  historian 
who  writes  for  London's  Art  Review  and  LTB  Media's 
Modern  Painters,  can  quickly  assess  a  contemporary'  artist's 
work  in  context.  Together,  thev're  like  smart  new  friends 
who  happen  to  be  art  experts — and  are  willing  to  provide 
an  insider's  tour. 

In  my  case,  this  meant  leaving  behind  Manhattan's 
high-priced  galleries  for  a  visit  to  Brooklyn's  DUMBO 
(Down  Under  the  Manhattan  Bridge  Overpass).  In 
quick  succession  I  met  Miranda  Maher  (whose  render- 
ings of  hummingbird  wingbeats  caught  my  eye);  Marci 
MacGuffie  (creator  of  ferromagnetic  installations  too  big 
for  my  apartment);  and  painter  Abraham  Brewster,  whose 
layered  glazes  give  his  canvases  the  depth  of  color  one  sees 
in  Renaissance  art.  Had  my  bank  account  been  more  elas- 
tic, I  would  have  purchased  Brewster's  Span  (above).  It 
spoke  to  me,  loud  and  clear,  and  I  hated  leaving  it. 

This  immediacv  is  part  of  contemporary  art's  appeal: 
Few  things  are  more  seductive  than  spending  time  with 
living  artists.  Looking  at  paintings  in  galleries  can  feel 
like  browsing  in  high-priced  stores,  but  studio  visits  per- 
sonalize the  creative  process  and  help  you  appreciate  any 
piece  you  choose  that  much  more.  Which,  of  course,  you 
couldn't  do  if  you  were  shopping  for  Impressionists.  • 


Boyd  Level,  New  York;  (212)  334-5135,  www.boydlevel.com. 
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Even  at  the  most  beautiful  vacation  resort,  hepatitis  viruses  could  be  just  about  anywhere:  from  the 
swimming  pool  to  a  cold  drink  to  a  gourmet  dinner  for  hepatitis  A,  and  from  unsafe  sex  to  contaminated 
manicure  equipment  for  hepatitis  B.  And  after  diarrhea,  hepatitis  A  is  one  of  the  most  common  travel  illnesses. 
Both  hepatitis  viruses  can  cause  serious  illness,  and  hepatitis  B  can  cause  permanent  liver  damage. 

So  ask  your  doctor  or  pharmacist  about  TWINRIX.  TWINRIX  is  the  only  vaccine  that  can  protect  you 
from  both  hepatitis  A  and  hepatitis  B.  Whether  you're  vacationing  in  the  Caribbean,  Central  or  South  America, 
Africa,  or  Asia,  you  may  be  at  risk.  Find  out  more  at  travelsafely.com. 

As  with  all  prescription  medications,  please  talk  with  your  healthcare  provider  to  see  if  TWINRIX  is  right  for  you 
In  clinical  trials  with  TWINRIX,  the  most  common  side  effects  included  pain  and  redness  at  the  injection  site, 
headache,  and  tiredness.  These  effects  were  mild  and  did  not  last  more 
than  48  hours.  (See  Adverse  Reactions  section  of  the  Prescribing  Infor- 
mation for  TWINRIX  for  other  potential  side  effects.)  As  with  any  vaccine, 
there  is  a  small  risk  of  allergic  reactions.  If  you  notice  any  problems 
following  vaccination,  or  if  you  are  allergic  to  any  component  of  the 
vaccine  such  as  neomycin,  yeast,  or  latex,  please  inform  your  healthcare 
provider.  For  more  information  on  TWINRIX,  visit  www.gskvaccines.com 
or  see  accompanying  Patient  Information  Leaflet  for  TWINRIX. 


TWINRIX9 

Hepatitis  A  Inactivated  & 
Hepatitis  B  (Recombinant)  Vaccine 

Why  take  the  risk?  There's  TWINRIX. 

Ask  your  doctor  or  pharmacist  about  TWINRIX  today. 
www.travelsafely.com 


Manufactured  by  GlaxoSnuthKline  Biologicdk,  knenwrt,  Belgium     C  2007  The  GlaxoSmitliKlme  Cioup  ol  Companies 


PATIENT  INFORMATION 

TWINRIX®  (Twin-rix) 

[Hepatitis  A  Inactivated  &  Hepatitis  B 

(Recombinant)  Vaccine] 


Read  this  information  carefully  before  you  receive  this 
vaccine. 

•  This  information  does  not  take  the  place  of  talking  with 
your  doctor,  nurse,  or  other  healthcare  professional. 

•  Ask  your  healthcare  professional  for  a  copy  of  the 
Centers  for  Disease  Control  and  Prevention's  (CDC) 
Vaccine  Information  Sheets  prior  to  immunization. 

What  is  TWINRIX  and  what  is  it  used  for? 

TWINRIX  is  a  vaccine  given  to  adults  (18  years  of  age  or 
older)  to  prevent  two  potentially  serious  diseases:  hepatitis 
A  and  hepatitis  B.  The  vaccine  works  by  causing  the  body 
to  produce  its  own  protection  (antibodies)  against  these 
diseases.  The  vaccine  cannot  cause  these  diseases. 

•  Hepatitis  A:  The  hepatitis  A  virus  can  cause  a  mild  flu- 
like illness,  jaundice  (yellow  skin  or  eyes),  stomach 
pains,  and  diarrhea.  It  can  also  result  in  more  serious 
illness  leading  to  hospitalization  or,  in  rare  cases,  death. 

•  Hepatitis  B:  The  hepatitis  B  virus  can  cause  short-term 
(acute)  illness  that  leads  to  loss  of  appetite,  tiredness, 
pain  in  muscles,  joints,  and  stomach,  diarrhea,  vomiting, 
and  jaundice  (yellow  skin  or  eyes).  It  can  also  cause 
long-term  (chronic)  illness  that  can  lead  to  serious 
consequences  including  liver  damage  (cirrhosis),  liver 
cancer,  and  death. 

Vaccination  is  the  best  way  to  protect  against  these  dis- 
eases. As  with  any  vaccine,  TWINRIX  may  not  protect 
100%  of  individuals  receiving  the  vaccine  (especially  those 
with  immune  system  disorders),  and  is  not  recommended 
for  treatment  of  hepatitis  A  and  hepatitis  B. 

How  is  TWINRIX  given? 

You  should  receive  a  total  of  3  shots  given  in  the  arm  on 
a  0-,  1-,  and  6-month  dosing  schedule.  In  other  words, 
the  first  dose  is  given  anytime,  the  second  dose  is  given 
1  month  after  the  first  dose,  and  the  third  dose  is  given 
6  months  after  the  first  dose.  Make  sure  you  receive  all 
three  doses.  If  not,  you  may  not  be  fully  protected  against 
the  diseases.  If  you  miss  a  scheduled  dose,  talk  to  your 
doctor  and  arrange  another  visit  as  soon  as  possible. 

Who  should  not  be  given  TWINRIX? 

Before  you  receive  TWINRIX,  you  must  tell  your  doctor 

or  healthcare  professional  if  you: 

•  are  younger  than  1 8  years  of  age 

•  previously  had  any  allergic  reaction  to  TWINRIX,  or  any 
ingredient  contained  in  this  vaccine,  including  yeast  and 
the  antibiotic,  neomycin  (see  list  of  ingredients).  Signs 
of  a  severe  allergic  reaction  may  include  hives,  difficulty 
breathing,  and  swelling  of  the  throat. 

•  previously  had  an  allergic  reaction  to  any  vaccine  that 
protects  against  hepatitis  A  or  hepatitis  B  diseases 


Also,  tell  your  doctor  if  you: 

•  are  a  pregnant  woman  or  a  nursing  mother 

•  have  a  moderate  or  severe  illness  with  or  without  fever. 
A  minor  infection  such  as  a  cold  should  not  be  a  prob- 
lem, but  talk  to  your  doctor  first. 

•  have  a  bleeding  problem  or  bruise  easily 

•  are  taking  any  other  medicine  or  have  recently  received 
any  other  vaccine. 

What  are  the  possible  side  effects  of  TWINRIX? 

Any  vaccine  may  have  some  side  effects  but  it  is  possible 
that  you  will  have  no  side  effects  from  vaccination.  Side 
effects  with  TWINRIX  included  pain,  redness,  or  swelling 
at  the  injection  site,  headache,  and  tiredness.  Side  effects 
seen  with  TWINRIX  were  similar  to  those  seen  with  sepa- 
rately administered  hepatitis  A  and  hepatitis  B  vaccines. 
Other  side  effects  that  you  may  experience  include 
diarrhea,  nausea,  fever,  and  vomiting.  These  effects  usual- 
ly are  mild  and  do  not  last  more  than  48  hours  following 
the  shot.  If  these  events  continue  or  become  severe,  tell 
your  doctor. 

As  with  any  vaccine,  there  is  a  small  risk  of  allergic 
reactions.  Hives,  swelling  of  the  throat,  and  difficulty  in 
breathing  are  signs  of  an  allergic  reaction.  If  any  of  these 
events  occur,  you  should  seek  treatment  immediately. 
Such  rare  reactions  usually  occur  before  leaving  the 
doctor's  office. 

If  you  notice  any  other  problems  following  vaccination, 
please  inform  your  doctor. 

What  are  the  ingredients  in  TWINRIX? 

TWINRIX  contains  inactivated  virus  particles  of  hepatitis  A 
and  noninfectious  proteins  from  hepatitis  B  virus.  The 
vaccine  also  contains  aluminum  salts,  2-phenoxyethanol 
(as  a  preservative),  sodium  chloride  (NaCI),  phosphate 
buffer,  and  polysorbate  20.  Low  levels  of  formaldehyde, 
cellular  proteins,  neomycin  sulfate  (antibiotic),  and  yeast 
protein  are  present.  Trace  amounts  of  thimerosal  are  also 
present. 

The  tip  cap  and  the  rubber  plunger  of  the  needleless 
prefilled  syringe  contain  dry  natural  latex  rubber. 

Manufactured  by  GlaxoSmithKline  Biologicals 

Rixensart,  Belgium 
Distributed  by  GlaxoSmithKline 

Research  Triangle  Park,  NC  27709 

TWINRIX  is  a  registered  trademark  of  GlaxoSmithKline. 
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Wheels  by  Bill  Baker 


Who's 
The 
Fairest 

Of 
Them 

All? 

Bentley  s  new 

Continental  GTC 
has  loads  of  charm — 
anH  good  looks. 


refer  to  the  Bentley 
Continental  GTC  as 

a  Cinderella  car — 
not  because  it  was  one  day  magically 
transformed  from  a  Mini,  but  because  when  I  recently 
had  to  give  my  loaner  back,  I  understood  how  the  fairy- 
tale heroine  must  have  felt  as  she  watched  her  carriage 
morph  into  a  pumpkin  at  midnight. 

The  "C"in  Continental  GTC  stands  for  convertible. 
This  masterful  blending  of  British  interior  ambience 
and  German  engineering  and  surface  design  is  as  close  to 
automotive  perfection  as  one  could  hope  for. 

There  are  552  twin-turbocharged  horses  inside  a 
W12  cylinder  engine  powering  this  beauty,  each  cylinder 
rumbling  to  life  with  basso  profundo  authority  at  the 
press  of  the  START/STOP  button. 

One  enters  traffic  with  authority,  knowing  that  un- 
leashing all  this  power — while  shifting  the  six-speed, 
manu-matic  transmission  via  the  paddles  tucked  behind 
the  steering  wheel — will  instantly  whisk  you  away  at  a 
top  speed  of  195  miles  per  hour. 

The  interior  is  covered  in  what  Bentley  terms  "hides" 
(lesser  cars  have  "leather"),  hand-polished  burled  walnut 
and  thick  woollike  carpeting.  The  flow  of  the  tempera- 
ture-conditioned air  from  the  dashboard  vents  is  con- 
trolled by  chrome  "organ  stop"  valve  pulls.  Tres  elegant. 

The  snugly  fitting  soft  top  creates  a  quiet  environ- 
ment but  on  command  gracefully  recedes  into  the  com- 
modious boot  in  a  25-second  choreography  of  folding 
vinyl  panels. 

A  host  of  electronic  wizardry  assures  that  the  all- 
wheel-drive  Bentley  will  behave  itself  on  slippery  surfaces 
or  when  giving  all  those  horses  the  whip. 

All  in  all,  for  top-down  presence,  Cinderella  herself  in 
ball  mode  couldn't  possibly  draw  more  admiring  stares. 
But  at  almost  $200,000  per  coach,  any  prospective  suit- 
ors had  better  be  prepared  to  pay  a  princely  sum  indeed. 
www.bentleymotors.com.  • 
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THE  ALL-NEW  M/EnSADB  \X 

g  the  ultimate  in  luxury  for  the  most  discriminating  driver:  the  new,  all-season 
LX™  It  features  Silent  Wall™  design  for  an  exceptionally  smooth,  comfortable  and 
lus,  an  all-new  asymmetric  tread  for  improved  cornering  and  overall  handling  on  both 
es.  The  all-new  Toyo  Versado  LX.  Performance  refined.  Luxury  redefined. 


your  nearest  dealer  at  toyo.com  or  call  (800)  953-8696. 

inds  you  to  drive  responsibly.  Never  operate  a  vehicle  in  an  unsafe  or  unlawful  manner. 


VO  TIRES 

DRIVEN  TO  PERFORM' 


Boats  by  Bernadette  Bernon 


The  ultra-portable 
Yakka  kayak 


Boat  Tote 


he  folding  Yakka  by  Bic  Sport  Kayaks  is  a 
clever  solution  to  your  onboard  storage  prob- 
lems. Set  it  up  in  minutes  by  simply  unfolding 
the  hull  sections,  securing  the  center  support 
and  inflating  the  sides  (pump  included).  Pack-down  is 
just  as  easy;  folded  like  a  clamshell,  its  hull  measures  only 
59"  by  30";  deflated  bladders  are  protected  by  durable 
plastic;  and  there's  a  travel  cover  with  a  rolling  wheel  and 
handles  built  in  to  make  it  easy  for  one  person  to  trans- 
port. On  the  water,  the  46-lb.,  9'4"  Yakka  is  a  stable  kayak 
jthat  floats  along  on  its  impact-resistant  hull.  Perfect  for 
■sliding  into  the  trunk  of  a  car  or  tucking  out  of  the  way 
Ion  deck.  $599.  www.bicsportna.com. 


OCEAN  FREEZE 

Ice  cream  never  tastes 
better  than  on  a  hot 
seagoing  afternoon.  But 
how  to  keep  it,  and  other 
perishable  food  items,  really 
cold?  Enter  Engel  portable 
fridge-freezers,  which  can 
freeze  food  quickly  to  below 
zero  degrees  F.  The  gold 
standard  in  dual  voltage 
(110  AC  or  12/24  V  DC) 
and  made  of  durable 
powder-coated  galvanized 
steel,  Engel  compressor- 


operated  fridge-freezers 
have  automatic  temperature 
controls  and  voltage 
selection,  as  well  as  a 
worldwide  service  network. 
From  $399  to  $1,149.  (888) 
272-9838,  www.engel- 
usa.com. 
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The  Crewsaver 
Petfloat  is 
for  the  dogs. 


Life  Paw-server 

The  Petfloat  from  Crewsaver  is  a  life  jacket  for  man's  best  friend  (and 
cats  too)  made  with  soft  closed-cell  foam  for  comfort  and  flotation,  and 
featuring  a  lifting  handle,  superstrong  webbing  and  reflective  tape.  Four 
sizes  are  available.  About  $50  to  $65.  (800)  941-2219,  www.crewsaver.co.uk. 


RADIO  WAVES 

Drop  it  in  the  water,  and  this 
rugged  marine  handheld  VHF 
radio  will  float  back  to  the 
surface.  Additionally,  the 

icom  M34  has  a  "Favorites" 
feature  that  allows  you  to 

quickly  isolate  those 
channels  you  use  most,  and 
an  "AquaQuake"  water- 


removal  system  to  ensure 
that  water  doesn't  interfere 
with  the  radio's  reception. 
Powering  the  full-function 
M34  is  a  lithium-ion  battery 
offering  nine  hours  of  use 
on  a  single  charge.  $170, 
including  three-year 
waterproof  warranty, 
www.  icomamerica.  com. 
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SPECIAL  ADVERTISING  SECTION 


MEMORIES  FROM  A 

GOLDEN  LAND 


Visitors  to  Malaysia  during  the  year  of  its  50th  anniversary  as  an  independent 
nation  are  in  for  millions  of  smiles.  thrills.  colors  and  dreams  fulfilled. 


/T^n  Aug.  31,  2007,  Malaysia  celebrates  its  golden  anniver- 

,  /  sanT:  50  years  as  an  independent  nation.  Malaysia  is  a 

land  of  unrivaled  diversity,  with  some  of  the  world's  most 
pristine  beaches,  remarkable  diving  adventures,  Southeast 
Asia's  tallest  mountain  and  the  world's  oldest  rainforest.  Kuala 
Lumpur  (KL)  is  one  of  Asia's  most  progressive  cities  and  is 
famous  for  its  impressive  sights,  shopping  and  range  of  cuisines. 
During  the  Visit  Malaysia  Year  2007  celebration,  all  are  welcome 
to  enjoy  whatever  ticldes  their  fancy  —  thrills,  culture,  shopping 
or  simple  relaxation.  Malaysia  has  something  for  everyone. 
Malaysia  is  a  melting  pot  of  several  cultures,  giving  the  nation 


an  air  of  cultural  vibrancy  and  a  true  sense  of  the  Orient. 
Ethnic  Malays  make  up  more  than  50%  of  the  population  — 
the  term  Malay  refers  to  one  who  practices  Islam  and  Malay 
traditions,  speaks  the  Malay  language  and  whose  ancestors 
are  Malays.  The  Malays  are  known  for  their  gentle  mannerisms 
and  rich  arts  heritage.  Perhaps  the  most  famous  example  of 
Malay  artistic  expression  is  the  intricate  batik  cloth  that  is 
the  fabric  of  the  nation's  traditional  attire. 

The  two  other  main  ethnic  groups  are  Malaysian  Chinese 
(about  25%  of  the  population),  and  Malaysian  Indians  (about 
10%).  Descendents  of  19th-century  immigrants,  Malaysian 


ADVERTISEMENT  2 

Chinese  play  a  key  role  in  business, 
and  their  presence  gives  Malaysia  some 
of  the  world's  finest  Chinese  cuisine. 
Malaysian  Indians,  also  descended  from 
19th-century  immigrants,  have  retained 
the  rich  culture  they  brought  from  India. 
Ornate  temples  and  exquisite  saris  are 
common  sights  on  the  streets  of  Kuala 
Lumpur,  and  spicy  curries  and  naan 
bread  rank  among  \  isitors'  favorite  foods. 
There  are  also  several  smaller  ethnic 
groups  in  peninsular  Malaysia  and  in 
the  provinces  of  Sarawak  and  Sabah  on 
the  island  of  Borneo,  many  of  whom 
speak  their  own  languages  and  embrace 
traditional  lifestyles. 


Celebrating Years  of  Nationhood 

JULY  13  TO  15: 

Rainforest  World  Music  Festival 

(Sarawak) 

JULY  20  TO  22: 
World  Music  Festival  2007 

(Penang) 

AUGUST  15  TO  30: 
Malaysia  International  Fireworks 
Competition  (Putrajaya,  KL) 

AUGUST  31: 

50  Years  of  Nationhood 
Merdeka  Celebration  (KL) 

SEPTEMBER  1  TO  2: 
Sarawak  Regatta  (Sarawak) 

OCTOBER  13: 

Hari  Raya  Aidilfitri  Celebration 
&  Open  House  (Countrywide) 

OCTOBER  27  TO  31: 

Kuala  Lumpur  Fashion  Week  (KL) 

NOVEMBER  2  TO  29: 

Malaysia  International  Gourmet 

Festival  (Countrywide) 

NOVEMBER  17: 

Deepavali  celebration  and 

Open  House  (Countrywide) 

DECEMBER  4  TO  8: 
Langkawi  International 
Maritime  &  Aerospace  Exhibition 


English  is  widely  spoken  throughout 
the  country,  as  are  Malay,  Chinese  and 
Tamil.  It  is  very  easy  to  get  around  and, 
if  lost,  to  ask  for  directions. 

KUALA  LUMPUR: 

THE  GATEWAY  TO  MALAYSIA 

Kuala  Lumpur  is  a  quick  high-speed 
train  ride  from  the  international  airport. 
The  capital  embraces  all  of  Malaysia's 
major  ethnic  groups  and  offers  a  range  of 
activities  such  as  shopping,  sightseeing, 
dancing,  dining  and  much  more.  There 
are  ample  accommodations,  ranging 
from  five-star  international  hotels  to 
budget  inns.  Its  modern  hospitals  are 
also  a  major  destination  for  medical 
tourists,  who  often  extend  their  stay 
after  completing  their  treatments. 

From  the  observation  deck  of  KL 
Tower,  visitors  can  see  the  entire  eitv. 


front  of  decades-old  colonial  buildings 
reminds  one  of  Malaysia's  colonial  past. 

Outside  KL,  Putrajaya  is  a  planned 
city  that  acts  as  a  federal  government 
administration  center.  The  cutting- 
edge  technology  and  large  scale  ol 
Putrajaya  represent  Malaysia's  first  5( 
years  of  accomplishments  as  well  as 
its  aspirations  for  the  next  50  years. 

At  the  end  of  a  long  day  of  sightsee- 
ing, KL  offers  every  imaginable  sort  o: 
cuisine  and  many  hip  bars  and  clubs. 

However  impressive,  KL  is  just  one  ol 
Malaysia's  many  cities.  To  the  northeas 
is  Penang,  a  predominantly  Chinese  citj 
famous  for  its  food  and  laid-back 
lifestyle.  Penang  Hill  towers  above  the 
city,  offering  spectacular  views  across 
the  Straits  of  Malacca  to  Sumatra 
Farther  south  is  the  historic  port  city  ol 
Melaka,  an  important  colony  for  I'm  tug; 


The  famed  twin  Petronas  Towers,  two 
of  the  world's  tallest  skyscrapers  and 
unquestionably  the  most  striking,  rise 
in  the  blue  KL  sky.  The  towers  sit  above 
Kuala  Lumpur  City  Centre  (KLCC), 
Malaysia's  foremost  mall,  where  a  range 
of  international  luxury  goods  can  be 
purchased  at  reasonable  prices. 

After  experiencing  the  modernity  of 
the  KLCC,  a  visit  to  KL's  sprawling 
Chinatown  district,  where  temporary 
carts  of  merchandise  are  parked  in 


from  1511  to  1641.  Only  the  facade  of  an 
old  church  remains  from  the  Portuguese 
presence,  but  it  is  a  potent  symbol  oi 
Malaysia's  history  as  the  crossroads  oil 
the  East  and  West.  Many  locals  still  have 
Portuguese  names  and  are  proud  of  their 
unique  heritage.  The  town  itself  consists 
of  idyllic  shops  and  boutique  hotels.  All 
of  Malaysia's  towns  and  cities  offer  a 
unique  blend  of  old  and  new,  and  reflect 
the  many  cultural  influences  that  built 
modern  Malaysia. 


ADVERTISEMENT  4 


to  learn  more  about  visiting  malaysia,  go  to  www.tourismmalaysia.gov.my. 

The  Web  site  is  a  miniature  encyclopedia  about  its  people  and  attractions. 
Interactive  maps  help  visitors,  plan  their  visit,  and  video  clips  and  stories  written 
by  visitors  offer  a  feel  for  the  millions  of  experiences  malaysia  has  to  offer. 
American  citizens  do  not  need  a  visa' to  enter  Malaysia. 


J 


THE  CALL  OF  THE  WILD 

In  sharp  contrast  to  Malaysia's  towns 
and  cities  arc  the  country's  pristine 
natural  habitats,  such  as  the  130- 
million-year-old  Tamar]  Negara  rainforest, 
the  oldest  tropica]  rainforest  in  the 
world.  For  those  caught  up  in  the  hassles 
of  modern  lite  back  home,  the  majesty 
of  Tainan  Negara  offers  a  glimpse  of  a 
primordial  world. 

In  the  eastern  Malaysian  province  of 
Sabah  is  Mount  Kinahalu,  Southeast 
Asia's  highest  peak.  Located  amid  rich 
virgin  rainforest,  the  mountain  offers  a 
challenging  climbing  adventure  for 
those  who  enjoy  an  active  holiday.  The 


walk  out  of  their  chalets  into  deep 
ocean  waters. 

THE  CALL  OF  RELAXATION 

Of  course,  some  visitors  prefer  to 
simply  unwind  while  on  vacation. 
Health  and  wellness  has  always  been 
a  part  of  Eastern  culture,  and  in 
Malaysia  the  influences  of  various 
ancient  therapies  have  been  infused 
into  modern  spa  treatments.  As  a  multi- 
cultural society,  Malaysia  offers  a  range 
of  traditional  spa  treatments  native  to 
other  countries  such  as  Javanese  beauty 
and  wellness  regimens  and  ancient 
Ayurvedic  treatments  from  India,  as 


lush  rainforests  or  overlook  the  sand} 
beaches  and  clear  seas  of  Malaysia. 

Golfers  can  enjoy  the  nation's  200 
golf  courses  located  in  a  broad  array  a 
landscapes,  from  atop  cool  highlands  aru 
along  beaches  to  among  the  skyscraper: 
of  KL.  Many  courses  were  designed  b] 
golfing  greats,  such  as  .lack  Nieklaus 
Robert  Trent  Jones,  Jr.,  Max  YVexler  aiu 
Ted  Parslow. 

MILLIONS  OF  THRILLS,  COLORS, 
DREAMS  AND  SMILES 

The    forthcoming    Golden  Jubilee 
Celebration  on  August  31,  2007,  marks 
major  milestone  in  Malaysia's  history 
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summit  of  Kinahalu  is  a  rugged  granite 
massif  formed  by  ancient  glaciers,  and 
it  offers  sweeping  northern  views  of  the 
South  China  Sea. 

Divers  have  long  flocked  to  Malaysia 
as  a  diving  destination.  The  crown 
jewel  of  pristine  dive  sites  is  Sipadan 
Island  in  Sabah.  With  a  peak  of  an 
undersea  mountain  700  meters  above 
tlie  ocean  floor   divers  can  literally 


well  as  reflexology,  acupressure  and 
Shiatsu  from  China. 

Malaysia's  luxury  spas  are  typically 
set  against  a  tropical  backdrop  and 
come  equipped  with  modern  amenities 
such  as  Jacuzzis,  steam  rooms,  saunas, 
swimming  pools  and  double  baths. 
Kuala  Lumpur  has  recently  seen  an 
influx  of  designer  spas,  but  most  spas 

.  tucked  away  in  resorts,  nestled  in 


Before  setting  off  to  explore  the  wonder; 
of  Malaysia,  join  the  enthusiastic  crowt 
at  Merdeka  Square  in  KL  on  the  eve  0 
Independence  Day  for  this  momentous 
event.  Be  mesmerized  by  a  unique  multi 
cultural  populace  celebrating  50  years  0 
harmonious  and  peaceful  nationhood 
After  you  return  home,  the  people  am 
places  of  Malaysia  w  ill  rank  among  youi 
golden  memories. 


CHARGE 
CARD 

Finally,  rechargeable  fuel 
cells  to  replace  traditional 
batteries.  E-cells  are 
noncorrosive  in  a  saltwater 
environment  and  can  be  used 
in  GPS  units,  digital  cameras, 
and  MP3  and  portable  CD 
players.  The  E-cell  charges 
back  100  percent,  is 
environmentally  safe  for 
disposal  and  can  be  left  in 
the  charger  safely  for  an 
indefinite  period,  maintaining 
performance  after  repeat 
charges.  Eight-battery 
charger  (AA/AAA  compatible) 
and  eight  E-cells,  $35. 
www.stowmaster.net. 


The  best  of  the  Hawaiian  Islands  can  be  found  right  here.  All  oceanview  rooms.  Breathtaking 
beaches.  Championship  golf.  Internationally  acclaimed  dining.  Incomparable  service  with 
aloha.  In  the  most  perfect  locations,  designed  for  perfect  contentment. 

www.PrinceResortsHawaii.com  I  1-866-PRINCE-6 


Mauna  Kea  Beach  Hotel  I  Hapuna  Beach  Prince  Hotel  I  Maui  Prince  Hotel  I  Hawaii  Prince  Hotel  Waikiki 


RESORTS  HAWAII 


The  Upside  of  Downsizin 


BOB  JOHNSTONE,  COFOUNDER 
of  the  J  Boats  sailboat  company  in 
Newport,  Rhode  Island,  decided  to 
downsize  from  a  sailboat  to  a  power- 
boat when  he  realized  that  his  wife  no 
longer  enjoyed  those  waves-in-your- 
face  afternoons  of  racing.  He  set  about 
creating  a  powerboat  perfect  for  day 
trips  and  weekend  cruises  for  two,  and 
built  to  be  light,  fast,  steady,  dry  and 
fuel-efficient — it  gets  2.5  mpg  at  29 
mph,  double  the  industry  norm.  The 
result,  MJM  (which  stands  for  "Mary 
Johnstone's  Motorboat"),  is  an  elegant 
beauty  with  a  cozy  main  saloon,  ample 
galley  and  a  roomy  pilothouse  with 
seating  for  six.  The  pilothouse  can  be 
fully  opened  or  kept  closed  to  provide 
shade  on  a  sunny  day  or  protection 
when  it's  cold  and  rainy.  The  MJM 34Z, 
complete  with  options,  is  $475,000.  (617) 
723-3629,  www.  mjmyachts. com. 
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NEW  HORIZONS 
ARE  IN  THE  CARDS 

INTRODUCING  THE  FLEXJET  25  JET  CARD. 


>  More  choice,  flexibility  and  value  than  any  other  jet  card. 

>  First-in-industry  charter  limit*  and  satisfaction  guarantees  ensure 
superior  quality  and  service. 

>  Choose  the  number  of  days  and  hours  per  year  you  want 
to  fly,  at  price  levels  that  suit  your  financial  plans. 

For  more  information  visit  www.Flexjet25.com 
or  call  1.866.473.0025 


MHBHHHll 


FLE  <JET 


pk  A  NON  FLEXJET  25  PROGRAM  AIRCRAFT.  WE'LL  CREDIT  YOUR  ACCOUNT  WITH  ADDITIONAL  FLIGHT  HOURS. 
^^■ferjMBARDIER  AND  ITS  SUBSIDIARIES  AND  JET  SOLUTIONS.  LLC.  FLEXJET  25  PROGRAM  IS  OPERATED 


A  Special  Advertising  Section 


e  Enlightened 
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Treating  Yourself  to  Life's  Pleasures 

Written  and  Produced  by  Mark  Patiky 

Bozeman,  Montana.  Austin,  Texas.  Cliarloltes\  illc,  \  irginia.  ^ < > 1 1 " M  frequently 
find  cities  like  these  on  the  "best  places  to  live"  lists,  but  you'll  have  a  hard 
time  finding  them  with  any  frequency  on  an  airline  schedule.  Truth  is,  the 
lop  places  to  live  and  work  in  this  countr)  arc  not  always  lops  for  commercial  air- 
line service.  Bui  do  you  real  I \  need  to  sacrifice  qualit)  of  life  for  quantit)  of  flights? 
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SMALLTOWN,  BIG  LIFE 

The  gap  between  big  city  and  small  town  is  clos- 
ing in  terms  of  sophistication,  communications 
and  occupations;  the  only  ground  left  to  cover 
is,  well,  ground.  Today  the  tens  of  thousands  of 
people  who  are  flying  aboard  business  and  per- 
sonal aircraft  are  changing  the  way  they  think  about  vast 
regions  of  this  country  and  the  world.  They  are  a  new  gen- 
eration of  travelers  that  is  living  directly  to  even  the 
most  out-of-the-way  places,  and  they're  enjoying  the  free- 
dom to  put  familv  first. They  are  In  ing  large  in  small  towns, 
landing  in  the  fly-over  states  and  turning  distant  vacation 
homes  into  practical  residences.  And  they  are  finding  that 
travel  lias  never  been  quicker,  easier,  more  productive  or 
inort'  satisfying.  "I  found  that  I  was  creating  hundreds  of 
hours  to  put  back  in  my  life,"  comments  an  East  Coast  home- 
builder.  More  time  to  spend  with  the  family  has  always  been 


priceless,  but  now  it's  also  affordable. 

With  access  to  more  than  5,000  airports  across  the  nation 
that  serve  local  communities  with  amazing  efficiency,  these 
private  aircraft  arc  touching  down  in  the  backyard  of 
every  lifestyle. 

WIDE-OPEN  SKIES 

I  he  l.nhahteneJ  Personal  Traveler  c  hronic  les  the  new  and  diverse 
options  that  promise  unprecedented  access,  from  planes  you  c  an 
fly  yourself  to  charter,  fractional  ownership  and  easv-to-use  jet 
cards,  and  highlights  the  wide  arrav  of  aircraft  types  that  now 
presents  a  truly  tailored  approach.  It  speaks  to  industry  experts 
who  unravel  the  puzzle  of  private  flight  and  illustrates  how 
everyday  people  are  discovering  that  a  pair  of  w  ings  is  a  ri  al  life 
solution  for  enhancing  their  business  and  personal  lives.  This  is 
the  dawn  of  a  new  awakening.  And  now,  more  than  ever,  life's 
great  adventure  is  entirely  up  to  you. 


CHARTER  AND  AIRCRAFT  MANAGEMENT 

A  la  Carte  Convenience 


Re  nl\  lor  a  taste  of  the  private  aviation  experience? 
Thousands  of  companies  and  individuals  find  diat 
charter  is  just  the  right  size  portion.  It's  also  one 
oi  the  most  cost-effective  ways  to  take  advantage 
of  private  aviation,  underscores  TAG  Aviation  USA 
President  and  Ct()  Jake  Cartwright. There  are  no  capital  invest- 
ments or  long-term  contracts.  You  simply  pay  as  vou  go  and  train 
i  jctrerne  flexibility  and  convenience,  t<  >octher  w  lth  numerous  odier 
priv  ate  aircraft  benefits. 

While  statistics  confirm  that  the  top  charter  organizations  have 
safety  records  rivaling  those  of  the  airlines,  crucial  standards  for  crew- 
training,  maintenance  programs,  aircraft  age  and  qualitv  of  customer 
service  vary  widely  from  operator  to  operator.  And  this  is  no  time 
to  be  ordering  off  the  dollar  menu.  "Work  only  through  companies 
with  impeccable  reputations,"  advises  Car twright. Those  are  the  ones 
that  are  assessed  to  die  highest  safety  standards  by  independent  audi- 
tors and  meet  the  industry's  most  demanding  criteria.  While  it  mav 
cost  a  little  more,  peace  of  mind  is  always  priceless. 

ASSET  MANAGEMENT 

Few  charter  companies  actually  own  their  aircraft,  points  out 
Gil  Wolin,  vice  president  of  corporate  communications  for  TAG. 
Most  planes  used  for  charter  belong  to  companies  that  out- 
source their  ail  cr  ma  'ement  to  firms  like  TAG,  which  make 
them  .  .  chart,  r  wl   u  •-.*  required  bv  their  owners. 


Why  outsource?  Outright  ownership  requires  a  consider- 
able infrastructure  dedicated  to  aircraft  operations. Those  w  ho 
seek  the  benefits  vv  ithout  the  responsibility  turn  to  professional 
management  organizations  that  take  care  of  every  need,  says 
Wolin.  His  firm  manages  50  independent  flight  operations 
around  the  nation  and  operates  more  than  140  aircraft  for 
major  corporations  and  individual  owners  worldwide.  TAG 'J 
ovv  tiers  gain  tailored  serv  ice,  the  highest  levels  of  personal 
attention  and  the  backing  of  one  of  the  world's  most  experi- 
enced support  teams. 


It  s  not  just  a  card. 


It  s  a  chc 


oice  to  pack  your  day,  not  your  suitcase 


oice  to  live  a  full-bodied  life. 


Marquis  Jet  Card"  Owners  enjoy  the  uncompromising  quality, 
consistency  and  safety  ofNetJets\  25  hours  at  a  time. 
The  best  fleet,  pilots  and  service  in  the  world.  Make  the  choice 
to  accomplish  more.  Call  today  1.866. 538. 3201  or  visit  Marquisjet.com. 


MARQUIS  j£T 
274  6391  5381 

JOHN  T  W»1EftS 

06/0?  THBU  06/08   

GULFSTREJH  ZOQ 


All  program  flights  operated  by  NetJets  companies  under  their  respective  FAR  Part  1 35  Air  Carrier  Certificates. 
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FRACTIONAL  OWNERSHIP  AND  JET  CARDS 

Part  of  a  Plane,  All  of  the  Gain 


Bv  delivering  all  the  timcsaving  and  productivity 
advantages  of  a  business  aircraft  at  a  f  raction  of  the 
cost,  fractional  ownership  and  jet  cards  arc- 
making  private  travel  more  accessible  and  afford- 
able than  ever. 

While  Net  Jets  formulated  the  original  fractional  ownership 
model  and  it  remains  the  largest  provider  with  the  broadest 
global  coverage  and  most  diverse  fleet  of  aircraft  and  owners 
nuances,  enhancements  and  varied  aircraft  choices  make 
each  of  the  five  major  f  ractional  ownership  providers  and  their 
jet  card  programs  amazingly  unique.  All  have  impeccable 
records  for  safety,  security  and  service. 

The  fractional  concept  is  simple:  You  invest  in  a  fractional 
share,  then  pay  monthly  management  fees  plus  a  per-flight-hour 
charge,  but  only  for  time  spent  aboard. You  enjoy  the  full  advan- 
tages and  tax  benef  its  of  owning  your  own  aircraft,  yet  endure 
none  ol  the  management  responsibilities.  And,  unlike  having  just 
one  plane  of  your  own,  with  fractional  ownership  you  gain  the 
service  of  an  entire  fleet.  Your  airplane  is  virtually  anywhere  and 
everywhere  all  the  time. 

JET  CARDS  —  FIT  YOUR  BUDGET  AND 
YOUR  POCKET 

[el  card  programs  —  the  hot  new  way  to  fly  —  offer  the  flexi- 
bility  ol  charter  and  the  consistenc  y,  safety  and  reliability  of  frac- 
tional ownership  together  with  the  simplicity  of  a  Starbucks  card. 
And  just  as  you  c  an  pick  up  that  lattc  on  pretty  much  any  corner 
across  America,  jet  cards  make  your  plane  equally  accessible. 
There  are  a  variety  of  jet  card  programs  available;  some  are 


FLIGHT  LOG 


"Sonic  people  choose  to  hu\  a  hi^ 
home,  hui  we  would  much  rather 
h;i\e  the  plane.  It's  a  luxurj  thai 
reall}  leis  us  enjoj  life  to  the 
fullest." 

S HERRI  CR  \\\  FORD 
Equesl  rian  ( lompetitor 

aligned  with  established  fractional  fleets  while  others  are  tied 
to  top  c  harter  aircraft  providers.  Unique  to  these  programs, 
(lights  anywhere  nationwide  are  priced  on  a  fixed-hour  cost  and 
one-way  basis,  without  any  positioning  or  empty-leg  charges. 
One  card,  one  payment,  one  call  and  your  jet  is  guaranteed 
whenever  you  need  it.  And  since  most  companies  offer  a  full 
refund  on  any  unused  hours,  this  is  one  option  that  allow  s  even 
the  most  tentative  consumer  to  get  on  board. 

MARQUIS  JET  CARD 

Marquis  Jet  broke  new  ground  by  combining  jet  card  benefits 
with  the  consistency,  service  and  advantages  of  Nctjets' 
fractional  ownership. With  a  single  payment,  Marquis  Jet  Card 
owners  gain  25  hours  of  llight  time  and  access  to  any  of 
nine  distinct  Netjets  aircraft  types  in  the  U.S.  Single  aircraft 
cards  as  well  as  combo  cards  that  split  hours  between  two  dif- 
ferent aircraft  are  available,  and  card  owners  have  the  Netjets1 
guarantee  of  aircraft  availability  any  time,  anywhere  in  the 


David Thorson,  Thorson  Specialty  Insurance 

"This  is  a  relationship  business,"  says  David  Thorson,  president  and  CEO  of  Thorson 
Specialty  Insurance  Services,  emphasizing  that  exemplary  customer  service  and  face-to-face  client 
meetings  are  crucial  to  his  company's  success.  But  with  offices  tucked  away  in  California's  San  Fer- 
nando Valley  and  a  premium  on  his  time.Thorson  soon  realized  that  providing  the  best  insurance 

service  and  also  maintaining  a  personal  life  with  a  growing  family  were  heavily  impacted  by  his  sparse  airline  coverage. 

Thorson  needed  a  more  effective  travel  policy,  and  he  found  it  with  the  Marquis  Jet  Card.  With  his  jet  less  than  1 5  minutes 
away,  travel  schedules  no  longer  represent  a  business  liability.  Typically  he  makes  three  to  four  stops  in  a  day  on  frequent  trips 
throughout  California  and  the  western  states,  cultivating  relationships  that  he  otherwise  would  not  be  able  to  build.  And  with 
commercial  airports,  plus  four  children  and  two  vacation  homes,  his  separate  Marquis  Jet  Cards  for  the 
the  Hawker  1000  come  in  handy.  He  easily  chooses  the  most  suitable  aircraft  for  his  varied  needs  and 
■vngrade,  depending  on  the  length  of  the  trip  or  the  number  traveling. The  simple  hourly  rate  structure 
expenses  between  his  multiple  business  entities  and  personal  requirements. "The  card  works  great 
that  way,"  h<  i  have  this  kind  of  flexibility,  it  really  makes  your  company  so  much  more  efficient.  Marquis  takes 

care  of  everything  ery  hm  A  to  beat" 
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nation,  in  addition  to  the  freedom  to  exchange- for  larger  or 
smaller  aircraft.  So  the  entire  fleet  literally  fits  in  the  palm  of 
your  hand. 

With  Hights  between  43,000  distinct  city  pairs  in  more  than 
155  countries,  Netjcts  and  Marquis  Card  owners  really  do  live 
in  a  global  village.  And  sum  .  Net  fets  is  the  only  international 
fractional  provider  w  ith  independent  lleets  based  in  Europe  and 
the  Middle  East,  a  comprehensive  interchange  program  allows 
U.S.  fractional  and  Marquis  Jet  Card  owners  to  seamlessly  coor- 
dinate a  commercial  flight  to  Europe  with  continuing  service 
aboard  their  Netjets  aim  all 

Marquis  Jet  Card  owners  also  gain  Netjets'  other  exclusive 
benefits,  including  round-the-clock  access  to  the  Mayo  Clinic 
and  its  expert  medical  support. 


ii 


( )m*  plane  has  become  a  verj 
important  tool  Torus.  Even  as 
a  small  developer  it  helps  us  to 
compete  effectively  with  the 
big  guvs." 
H.J.  BRODY 

Ki  nds  ( !o  I  nr. 


BOMBARDIER  FLEXJET 

Backed  by  global  aerospace  giant  Bombardier,  Flexjet  exclusively 
offers  shares  in  the  Learjet  40XR  and  45XR,  the  midsize  60XR, 
the  wide-body  Challenger  300  and  the  intercontinental-range 
Challenger  604.  Committed  to  a  culture  of  safety  and  flexi- 
bility, Flexjet  continues  to  build  loyalty  with  creative  ownership 
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programs  like  "Versatility  Plus,"  which  generates  significant 
cost  savings  by  allowing  owners  to  sell  excess  hours  or  buy 
more  time  in  the  same  or  other  aircraft.  And  the  ever-popular 
"AnyTime  Options"  provides  additional  guaranteed  access  to 
larger  or  smaller  aircraft  or  multiple  aircraft  in  the  same  da\,  as 
well  as  other  program  refinements.  Based  on  high  travel 
demand,  Flexjet  also  eliminated  ferry  fees  to  Europe,  Haw  aii 
and  the  Caribbean. 

While  the  typical  fractional  ownership  contract  is  five  years, 
most  programs  allow  the  owner  to  opt  out  after  24  or  36 
months.  Flexjet  additionally  offers  a  two-,  three-  or  four-year 
"WalkAway  Lease"  program. 

The  "Flexjet  25"  jet  card,  available  on  three  Bombardier 
models,  is  offered  in  25-,  30-  and  35-hour  increments  with 
three  different  pricing  levels  based  on  one's  flexibility 
to  schedule  around  peak  travel  times.  Like  the  fractional 


H.  J.  Bi-ody,  BrodyCo  Inc. 

For  real  estate  developer  H.J.  Brody,  success  depends  as  much  upon  building  relationships  as  it 
does  upon  commercial  properties.  While  his  Greenville,  N.C.-based  company  BrodyCo  Inc.  focuses 
on  development  throughout  the  Carolinas,  his  top  prospective  tenants  might  be  headquartered 

I,  000  miles  away.  As  a  result,  Brody  must  juggle  travel  plans  to  accommodate  complex  client 

schedules  that  routinely  demand  meetings  in  multiple  locations.  He  realized  that  a  company  plane  would  provide  the  flexibility 
he  needed,  and  a  fractional  share  in  a  Bombardier  Learjet  45  was  the  perfect  business  decision.  "It's  become  a  very  important 
"Even  as  a  small  developer  it  helps  us  to  compete  effectively  with  the  big  guys." 


As  many  as  eight  ps 
opening  in  a  client's  sche 
"And  when  we're  t-y. 
en  route  and  bring  then 

Brody  began  with  50  ^ 
of  Flexjet's  unique  "Versatility 
iines,  clearly  the  ability  to  call 


luding  construction  and  leasing  experts,  can  travel  at  a  moment's  notice. "When  there's  a  rare 
-:an  get  there  very  quickly,  have  a  productive  discussion  and  often  close  the  deal,"  says  Brody. 
3  major  tenant,  the  plane  allows  us  to  pick  them  up,  take  them  to  the  site,  have  time  to  talk 
-  day."  For  Brody,  that  kind  of  efficiency  has  immeasurable  value, 
•s,  then  added  another  50  hours  in  the  smaller  Learjet  40,  and  he  regularly  takes  advantage 
.  buy  even  more  time.  So  while  Brody  and  his  team  still  frequently  take  the  air- 
wherever  and  whenever  he  needs  it  is  paying  off  in  remarkable  ways. 


Discover  Jet  PASS  Ultimate  Travel 


•xperience  the  luxury,  simplicity  and  freedom  of  JetPASS  Ultimate  Travel:  the  private- jet  membership  program 
vith  the  safety,  service  and  stability  that  define  Flight  Options.  Compare  features  and  discover  the  difference. 


Program  Features 

JetPASS 
Ultimate  Travel 

Other 
Programs 

Fully  refundable 

Yes 

No 

No  fuel  surcharge 

Yes 

No 

More  air-time  with  peak  &  non-peak  pricing 

Yes 

No 

Single-account  access  to  three  cabin  sizes 

Yes 

No 

No  ferry  fees  to  Mexico/Bermuda/Caribbean 

Yes 

No 

:light  Options  owns,  manages,  operates,  and  maintains  one  of  the  largest  dedicated  private  jet  fleets  worldwide 


>afety,  Service,  Stability  Know  who  you  fly 

lertain  terms  and  conditions  may  apply. 


377.703.2348  I  www.flightoptions.com 

Flight  Options,  LLC  is  a  Raytheon  company. 


On  a  Higher  Plane 
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Steve  Boone,  Northwest  Harley-Davidson 

Longtime  Olympia.Wash.,  resident  Steve  Boone,  owner  and  president  of  Northwest  Harley- 
Davidson,  loves  everything  about  his  hometown,  except  how  hard  it  is  to  leave  it.The  nearest 
commercial  airport  is  an  hour's  drive  away,  and  with  the  required  plane  changes  to  Sun  Valley, 
Palm  Springs  or  Newport  Beach,  traveling  commercially  consumes  nearly  a  day.  Now,  with  the 
purchase  of  a  fractional  share  in  a  Flight  Options  Beechjet  400,  his  dream  of  flying  direct  in  his  own  jet  has  become  a  reality."lt's 
amazing. You  don't  realize  how  convenient  it  is  until  you  experience  it,"  he  says. "An  hour  and  twenty  minutes  after  takeoff,  we're 
landing  in  Sun  Valley.  It's  so  easy." 

Boone  acquired  the  plane  primarily  for  personal  travel. "It's  so  nice  to  be  able  to  own  a  plane  and  not  have  to  do  anything. You 
just  call  and  the  plane  shows  up. You  know  how  much  it's  going  to  cost,  the  planes  are  always  on  time  and  the  service  is  incredible," 
he  says. When  possible,  Boone  takes  advantage  of  Flight  Option's  unique  off-peak  travel  discounts  and  appreciates  the  savings. 

"I  think  the  freedom  that's  involved  in  having  a  personal  aircraft  is  much  beyond  any  material  possession.  It's  a  great  way  to 
celebrate  your  success.  It's  the  best  thing  I  could  have  done,  and  it's  the  best  way  I  know  to  really  enjoy  life,"  says  Boone,  adding, 
"It's  not  so  far  out  of  reach  as  most  people  think." 


ownership  program,  the  Flexjet  25  card  also  guarantees  that 
you'll  fly  aboard  a  Flexjet  aircraft  at  least  95%  of  the  time. 

FLIGHT  OPTIONS 

Flighl  Options,  owned  by  defense  giant  Raytheon  Corporation, 
offers  fractional  shares  in  the  popular  small-cabin  Hawker  400XP, 
the  midsize  Hawker  800XP,  the  ultra-fast  Cessna  Citation  X 
and  the  large  1  3 -seat-cabin  Embraer  Legacy.  By  adding  a  new 
twist  on  the  original  fractional  ownership  model,  Flight  Options 
created  unique  programs  that  include  off-peak  price  reductions 
and  enhanced  flexibility  in  using  flight  hours.  With  its  all-new 
"fractional  First"  plan,  for  example,  owners  can  fly  from  80%  to 
1 20%  ol  their  contract  hours  annually  and  only  pay  management 
fees  on  hours  flown.  Long  flights  qualify  for  additional  pricing 
discounts,  and  for  flights  outside  the  service  area,  owners  pav  onlv 
for  the  fuel  on  the  repositioning  legs.  Additionally,  taxi  time  — 
often  as  much  as  a  tenth  of  one's  annual  flight  hour  allocation  — 
is  no  longer  deducted  from  contract  hours. 

The  "Departure  Options"  program  offers  even  more  dis- 
counts to  owners  who  can  be  flexible  with  schedules  and 
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aircraft  selection.  And  a  "75/25"  combo  plan  means  owners) 
can  purchase  75  hours  in  one  aircraft  and  25  hours  in  anoth 
er.  Flight  Options  also  offers  several  innovative  leasing  alter 
natives. The  "Buy  25,  Lease  25"  program,  with  leasing  periods) 
as  short  as  24  months,  can  cut  the  initial  capital  investment  by 
half,  and  owners  can  choose  shares  in  either  the  same  or  dif- 
ferent aircraft. 

Flight  Options' "JetPASS  Ultimate"  card,  sold  in  fixed-dollar 
amounts  with  hourly  pricing  discounted  for  off-peak  travel,  is 
a  remarkable  variation  on  the  jet  card  model.  For  each  flight,, 
cardholders  can  select  any  small-,  midsize-  or  large-cabin  air- 
craft in  the  fleet  at  predetermined  rates. 

CITATIONSHARES 

CitationShares,  co-owned  by  Cessna  Aircraft  Companv  and  TAGI 
Aviation,  has  some  impressive  offerings  for  those  seeking  supe- 
rior economy,  particularly  on  regional  flights  under  1 ,500  miles. 
With  a  stable  of  small  to  midsize  Cessna  jets,  including  the  Cita- 
tion Sovereign  with  its  large  cabin,  stand-up  headroom  and) 
coast-to-coast  range,  CitationShares  boasts  the  most  attractivelv 


Jess  and  Sherri  Crawford,  Crawford  Communications,  Inc. 

Jess  Crawford  built  Atlanta-based  Crawford  Communications,  Inc.,  into  a  leader  in  the  elec- 
tronic media  services  industry.  But  while  broadcasts  were  streaming  through  his  networks  at 
the  speed  of  light,  Crawford's  schedule  was  constantly  jammed  with  lengthy  commercial  trips 
from  Hartsfield-Jackson  Airport.  Even  routine  flights  to  the  Northeast  topped  five  hours  door- 
j'tationShares  Cessna  CJ3,  Crawford  leaves  his  office  1 5  minutes  ahead  of  departure  and  lands  less 

than  two  hours  later. 

aiso  gaining  her  own  significant  advantage.The  plane  has  enabled  this  passionate  horsewoman 
a  rigorous  equestrian  show  schedule,  which  often  takes  her  to  difficult-to-reach  areas 
South  C;>-olina  countryside. "I  wouldn't  be  able  to  do  this  without  the  plane,"  she  says.  Easy 
the  Crawfords  to  take  frequent  advantage  of  their  other  homes  in  rural  Virginia  and 
der-an-hour  flights  make  weekend  visits  practical. 

inced  their  lives.  "Some  people  choose  to  buy  a  big  home,  but  we  would 
c  "It's  a  luxury  that  really  lets  us  enjoy  life  to  the  fullest." 


to  maintain  a  family 
like  Saratoga  Spring";,  N 
access  to  small  nearbj' 
coastal  Georgia.  Once  da? 

There  is  no  question  thai 
much  rather  have  the  plane,"  * 


Citelines 

By  CitationShares 


!  FRACTIONAL  SIMPLIFIED. 

With  Citelines,  you're  in  control. You  save  tens  of  thousands 
of  dollars  by  flying  on  non-peak  days.  You  have  one 
all-inclusive  payment  that  includes  management  fees, 
operating  costs  and  fuel  surcharges.  You  never  pay 
repositioning  fees.  Take  control.  Contact  the  fractional 
industry's  most  innovative  company:  CitationShares. 

www.CitationShares.com  I  For  more  Information  Call  800.340.7767  x  621 
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priced  jets  in  the  market.  But  lowering  costs  is  just  one  of  its 
priorities. 

The  company  streamlined  its  program  and  eliminated  com- 
plicated contracts  and  billing,  resulting  in  an  innovative  fractional 
product  called  "Citelines."  With  the  exception  of  the  initial  cap- 
ital investment,  all  costs,  including  monthly  management  and 
hourly  fees,  are  blended  into  a  single,  predictable  annual  charge 
that  can  be  paid  in  equal  monthlv  installments. 

Citelines  is  also  ingeniously  priced  in  a  way  that  creates 
incentives  for  traveling  at  off-peak  times.  Owners  choose  from 
four  pricing  levels,  from  an  economical  320-dav  option  to  the  most 
expensive  365 -day  option.  The  fewer  peak  davs  selected,  the 
greater  the  savings.  And  that  is  just  the  beginning  of  Citation- 
Shares'  cost-saving  options,  which  also  include  programs  such 
as  "Preferred  Positioning,"  "Caribbean  Express"  and  "Value  Plus." 


"1  ihink  the  freedom  that's  involved 
in  having  a  personal  aircraft  is 
much  beyond  an\  material  posses- 
sion. Ifs  a  greal  \\a\  to  celebrate 
your  success,  [t's  the  besl  thing  that 
I  could  have  done,  and  it's  the  besl 
\\a\  that  1  knovt  lo  realh  enjo\  life." 

STEVE  BOONE 
Northwesl  I  tarle}  -l)a\  idson 

With  just  a  20-hour  minimum,  the  CitationSbares'  "Vectorti 
JetCard,"  available  on  its  small-cabin  fleet,  is  the  most  afford- 
able jet  card.  Combination  cards  allow  customers  to  split  hours 
between  two  aircraft,  and  a  new,  high-value,  non-peak  travel) 
benefit  credits  additional  flight  time  at  no  extra  cost. 

AVANTAIR 

Avantair,  the  exclusive  prouder  of  fractional  shares  in  the  unusual) 
Piaggio  Avanti  twin  turboprop,  rocketed  to  success  with  pro4 
grams  as  innovative  as  the  planes  themselves.  With  its  avant-garde)! 
design,  the  Avanti  features  a  stand-up  cabin  as  large  as  that  of  aii 
midsize  jet,  speeds  faster  than  those  of  manv  light  jets  and  thai 
abilitv  to  climb  well  above  weather,  all  with  fuel-sipping  efficients. 
Add  to  that  short-field  performance  enabling  access  to  hundreds 
of  additional  airfields,  plus  ample  range  to  flv  halfway  across  the 
nation,  and  it's  no  wonder  the  Avanti  is  a  big  hit. 

CEO  and  Founder  Steve  Santo's  pioneering  approach  wentjj 
well  beyond  the  plane  when  he  introduced  a  single-priced! 
monthlv  billing;  plan  that  simplified  budgeting  and  eliminated! 
some  of  the  complexities  of  fractional  ownership.  Although 
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Phil  Satre,  Retired  Executive 

While  many  considered  the  spectacular  growth  of  Harrah's  Entertainment  a  big  gamble,  former 
chairman  Phil  Satre  made  the  company's  nationwide  expansion  a  sure  bet  with  the  company 
plane. Today,  the  retired  Satre  is  placing  his  chips  on  a  fractional  share  in  Avantair's  Piaggio 
Avanti.  He's  enjoying  his  life  to  the  fullest  while  pursing  his  personal  business  interests,  non- 
profit work  and  passion  for  fly-fishing  with  the  travel  efficiency  and  flexibility  that  he  enjoyed  in  the  corporate  world. Taking 
off  near  his  home  i  the  fuel-efficient  Avanti  is  perfect  for  frequent  quick  hops  to  board  meetings  in  Seattle,  Las  Vegas 

and  San  Francisco.  And  with  the  Avanti's  short-field  capability,  Satre  can  land  at  any  number  of  convenient  local  airports,  con- 
verting iong  commercial  ordeals  into  easy  day  trips. 

ane  will  be  virtually  anywhere  I  want  it,"  he  says.  Satre  and  friends  often  travel  by  air- 
sad  for  a  fishing  paradise  on  a  remote  Bahamian  island,  arriving  in  under 
an  hour.  Commercially,  s.  That  way,  he  says, "You're  not  fishing  anymore. You're  just  traveling."  Satre's 

plane  also  makes  it  e  r.ogether  for  important  events.  And  for  ski  weekends  with  friends  at 

our  commercial  journey  —  Satre,  his  companions  and  all  their  gear 

can  be  hitting  the  slope?  in  jus  "v.;.  hours. 
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adding  value  is  an  Avantair  fundamental,  Santo  considers  exem- 
plary safety  and  service  his  foremost  priorities.  Fractional  share 
owner  Jerrold  Rosenhaum,  president  and  chairman  of  Body- 
Shop  of  America,  Inc. ,  is  quick  to  agree.  "These  guys  know  what 
they're  doing.  It's  first-class  service." 

Recently,  Avantair  took  another  giant  leap  forward  as  the 
first  fractional  provider  to  offer  shares  in  Embraer's  newly 
designed  small  jet,  the  Phenom  100.  Like  its  flagship  Avanti,  the 
Phcnom's  BMW-designed  cabin  is  more  spacious  and  comfort- 
able than  those  of  many  larger  jets.  And  once  again,  the  only 
thing  small  about  Avantair 's  exceptional  offerings  is  the  price. 

TAG  AVIATION  JETCARD 

While  round-trip  charter  can  be  the  most  cost-effective  way 
to  fly  privately,  for  those  who  frequently  travel  one  way,  the 
TAG  JetCard,  available  in  fixed-dollar  amounts,  offers  signif- 
icant advantages.  Card  owners  can  select  from  four  aircraft 
groups,  each  with  fixed,  one-way  hourly  rates  available  any- 
where across  the  nation,  and  round-trip  flights  may  be  subject 
to  reduced  pricing.  Unlike  with  conventional  charter,  your  jet 
is  guaranteed  wherever  you  want  it  and  you  pay  only  for  the 
time  spent  aboard.  The  unused  portion  is  fullv  refundable.  In 
addition  to  TAG 's  own  extensive  fleet,  card  owners  gain  access 
to  hundreds  of  top -quality  aircraft  operated  by  an  elite  group 
of  rigorously  screened  providers  that  must  operate  to  TAG 's 
demanding  standards. 

"These  jets  are  not  jusl  for  rich 

people  and  large  corporations. 

That's  a  misconception. 

BRI  CE  DEIFIK 
Real  Estate  Developer 
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HAVE  YOUR  PLANE  AND  FLY  IT  TOO 

Thousands  of  people  are  discovering  that  the  vast  advantages  ofi 
private  travel  are  also  available  with  small,  owner-flown  piston 
aircraft.  But  even  fledgling  fivers  and  those  who  don't  want  to) 
fly  themselves  are  buying  these  planes,  hiring  pilots  and  enjoy j 
ing  all  the  same  great  advantages  to  which  business  jet  owners 
have  become  accustomed. 

With  sophisticated,  all-digital,  jet-like  instrument  displays 
and  cutting-edge  technology  both  inside  and  out,  the  all- 
composite  piston-powered  Cirrus  has  proven  to  be  a  winner  ini 
the  market  and  an  extremely  popular  choice  with  pilots  andl 
non-pilots  alike.  "What  this  airplane  does  for  me  —  and  von 
really  can  do  it  with  an  aircraft  like  the  Cirrus  —  is  obliterate 
time  and  space,"  says  David  H.  Park,  president  of  venture  capi- 
tal firm  Tadpole  Ventures.  The  practical  plane  offers  so  manv 
timesaving  advantages  that  Park  recentlv  ordered  a  second 


David  H.  Park,  Tadpole  Ventures 

As  president  of  Foster  City,  Calif.-based  Tadpole  Ventures,  David  H.  Park  realized  a  private  air- 
craft would  have  a  high  yield  in  keeping  him  ahead  of  the  competition.  "It's  my  job  to  put  togeth- 
er people,  money  and  opportunity,  and  I  can't  do  that  on  a  commercial  airline  schedule,"  he  says. 
Now  he  is  able  to  access  emerging  opportunities  quickly  using  his  single-engine  Cirrus  on  almost- 
daily  short-distance  trips. "The  acquisition  and  operational  costs  are  really  reasonable,  and  the  ability  to  go  into  the  smaller  air- 
ports made  the  decision  easy,"  says  Park. 

While  he  was  taking  flying  lessons,  Park  decided  to  hire  his  one-time  flight  instructor  as  his  new  corporate  pilot.  On  fre- 
quent visits  to  Los  Angeles,  Park  and  his  pilot  take  off  from  an  airport  just  ten  minutes  away  and  arrive  in  less  than  an  hour  and 
a  half. "I  gain  two  and  a  half  hours  each  way  every  time  I  do  that  trip,"  he  says. 

'*n\  the  only  member  of  the  Tadpole  Ventures  team  that  uses  the  airplane.  In  fact,  it's  kept  so  busy  that  Park  ordered  a 
and  has  a  deposit  on  the  new  Cirrus  personal  jet. "There's  no  substitute  for  reaching  across  a  desk  and  shaking 
:  us'ng  these  planes  like  any  everyday  tool  —  like  a  computer  or  e-mail.  It's  a  game-changing, 

lite-changi.-;4  exo^ne^ce." 


Choose  Your  Solution 


Jet  Ownership  Simplified 

Enjoy  your  travel.  TAG's  aircraft  management  services  are 
designed  to  assist  and  enhance  the  safety  of  your  flight 
operations  at  any  base  location  you  choose. 

Jet  Brokerage 

Whether  acting  as  your  consultant  or  broker,  you  can  rely  on 
TAG  for  assistance  with  aircraft  selection  or  sale.  Transactions 
are  complex,  the  financial  consequences  are  significant  and 
aviation  expertise  is  critical.  Put  experience  on  your  side  to 
maximize  value  of  your  aircraft  acquisition  or  sale. 


Jet  Charter  Arrangements 

TAG  arranges  comprehensive  on-demand  charter  solutions,* 
allowing  you  the  freedom  to  travel  where  you  want,  when 
you  want,  and  with  whom  you  choose.  Choose  your  trip 
and  leave  the  arrangements  to  us. 

Whether  you  own  an  aircraft,  a  share,  or  simply  charter  aircraft, 
TAG  Aviation  offers  solutions  meeting  all 
your  personal  air  travel  requirements. 

Let  TAG  build  a  solution  for  you. 


Aviation* 

www.tagaviation.com 


Aircraft  Charter  Sales,  JetCard,  Management,  Acquisition  &  Brokerage 


Chicago 

847.367.9024 
chicago@tagaviation.com 


New  York 

914.933.4881 
newyork@tagaviation.com 


Miami 

954.494.9966 
miami@tagaviation.com 


Boston 

617.457.7820 
boston@tagaviation.com 


San  Francisco 

650.696.2319 
sanfrancisco@tagaviation.com 


•Charter  arranged  in  the  US  by  TAG  Aviation  USA,  Inc.  is  operated  by  AMI  Jet  Charter,  Inc.  or  other  FAA  certificated  and  DOT  registered  air  carriers  CST  #2078988-50 
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The  Enlightened  Personal  Traveler 


Cirrus  for  his  business  partner.  Reasonable  acquisition  and  oper- 
ational costs  were  driving  factors  in  Park's  decision,  but  he  par- 
ticularly likol  the  luxurious  feel  of  the  well-appointed  interior. 
"Basically  it's  a  BMW  5-Series  with  wings,"  he  says. 

What  really  sold  Al  Alba  of  Keller  Williams  Realty  in  Col- 
orado was  the  new  and  increasingly  popular  "Cirrus  Access"  pro- 
gram, which  provides  a  highly  qualified  flight  instructor  to  act 
as  mentor,  teacher  and  personal  pilot  for  12  months.  Through 
it,  Alba  can  easily  fit  in  flight  training  on  his  way  to  business 
meetings.  "Whenever  I  have  time  to  train,  my  pilot  and  my 
plani  ire  ready,"  says  Alba.  And  because  he  frequently  Hies  over 
the  Rockies,  the  unique  airframe  parachute  system  is  a  safety 
feature  Alba  finds  infinitely  reassuring. 

( )ther  innovative  programs  include  "Cirrus  Share,"  which 
helps  find  compatible  partners  to  share  the  cost,  "Cirrus  Insur- 
an<  e,"  w  hich  provides  preferential  rates,  and  "Cirrus  Finance," 
which  provides  expert  advice  and  in-house  financing  options. 

Cirrus  again  piqued  the  collective  interest  of  the  aviation 
world  with  its  announcement  of"the-jet."  This  brand-new  cat- 
egory of  small,  single-engine  jets  will  be  affordably  priced  under 
$1  million,  and  first  deliveries  are  slated  for  2010. 

"There's  no  substitute  for  reaching" 
across  a  desk  and  shaking' some- 
ones  hand.  We're  using  these  planes 
Like  an}  everyday  tool     like  a 
computer  or  e-mail.  It's  a  game- 
changing,  life-changing  experience." 

ID  EL  PARK 
Tadpole  \ entures 

HELLO  SKY,  GOOD-BYE  LIMITS 

The  next  great  opportunity  might  be  just  around  the  corner.  But 
chances  are  it's  not  literally  going  to  be  around  the  corner.  A  pri- 
vate aircraft  could  be  a  very  practical  and  cost-effective  solution, 
and  it's  not  as  expensive  as  you  may  think.  "Using  time  inefficiently- 
far  outweighs  the  cost  of  private  travel,"  say  s  one  owner. 

As  new  technologies  and  price  points  topple  old  notions  of 
private  travel,  taking  to  the  skies  in  a  business  aircraft  has 
become  a  very  down-to-earth  decision.  "It's  easy  to  think  that 
using  a  private  jet  is  too  expensive,"  says  the  chairman  of  an 
executive  training  oi  ganization.  "The  more  important  question 
is,  how  much  more  ex]  is  it  not  to  use  it?" 

Small  jet  manufactiu  i  inue  to  increase  accessibil- 

ity widi  myriad  new  options  '  of  advanced  avion- 


ics making  oyvner-floyvn  aircraft  easier  and  safer  to  use  than  ever! 
combined  yvith  prices  in  the  Si  million  to  S2  million  range, 
private  aviation  is  ready  to  take  off  in  a  whole  new  direction. 

But  already  we  are  seeing  new  small  jets  touching  down  and 
even  newer  technology  appearing  on  the  horizon.  Cessna's  new 
Mustang  and  the  Eclipse  500  are  now  being  delivered  td 
owners,  the  Adam  700  is  getting  ready  to  roll  off  the  assembhl 
line  and  Embraer  is  taking  orders  for  its  new  Phenom  100.  Even1 
automobile  giant  Honda  is  getting  in  on  the  action  bv  turning 
convention  on  its  head,  uniquely  placing  the  Hondajet  engine? 
over  the  wing  to  generously  increase  cabin  size. The  sleek  new 
Piperjet  will  comfortably  seat  six,  climb  to  altitudes  yvell  above 
yveather  and  easily  cover  the  distance  between  Boston  and 
Miami.  Diamond's  new  latest-technology  single-engine  D-Jel 
is  primarily  designed  for  the  oyvner-floyvn  market  yvith  ease  ol 
use,  safety  and  affordability  as  the  main  objectives.  Other  new 
small  jets  from  cutting-edge  companies  such  as  Epic,  Grob  and 
Spectrum  will  offer  still  more  options.  "I  think  in  some  ways  tha 
pent-up  demand  has  been  underestimated,"  forecasts  David 
Croyve,  first  owner  of  the  neyv  Eclipse.  "This  is  like  computers] 
Who  yvanted  one  before  thev  existed?" 

With  precious  little  free  time,  who  yvants  to  spend  it  in 
airports?  Fortunately,  access  to  a  private  aircraft  will  finally 
allow  for  a  balanced  mix  of  business  and  pleasure.  "It  makes 
traveling  so  enjoyable,"  says  Steve  Boone,  oyvner  and  president 
of  Northyvest  Harlev-Davidson.  "It  is  such  a  great  way  tc 
enhance  your  life."  ^» 
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Food  by  Richard  Nafley 
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eople  take  mustard  for  granted,"  Barry  Levenson 
insists,  "but  there's  nothing  ordinary  about  it."  Of 
course,  as  curator  of  Wisconsin's  Mount  Horeb 
Mustard  Museum,  he  would  insist.  On  the  other  hand, 
jlhe  is  irrefutably  accurate  when  he  says,  "The  fascination 
|| with  mustard  exists  just  about  all  over  the  world,  and  it 
goes  back  centuries."  It  may  be  that  your  personal  fasci- 
| nation  has  proceeded — until  now — no  farther  than  the 
I  comfortable  recollection  of  a  squeeze  bottle  of  French's 
Jin  the  fridge  and  a  tin  of  Colman's  powder  that  is,  for 
{some  reason,  in  the  kitchen  cabinet. 

But  if  you  looked  into  mustard,  opened  a  book  like, 
say,  The  Incredible  Secrets  of  Mustard,  by  Marie  Nadine 
ijAntol,  here  are  a  few  facts  that  might  arrest  your  eye: 
Mustard  is  older  than  some  hills — references  to  mustard 
lappear  on  4,000-year-old  Sumerian  clay  tablets,  in 
|3, 000-year-old  Chinese  agricultural  records  and  in  the 


The  Zest 
Of  Times 

Cheeky,  complex  and  sinfully 

underrated,  mustard  w; 
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2, 000-year-old  Gospel  of  Matthew: 

The  kingdom  of  heaven  is  like  to  a 
grain  of  mustard  seed,  which 

a  man  took,  and  sowed  in  his field. 
Which  indeed  is  the  least  of 

all  seeds;  but  when  it  is  grown, 
it  is  the  greatest  among  herbs. 

In  India,  it  turns  out,  mustard  is  em- 
ployed as  a  mainstay  of  the  ancient  ayur- 
vedic apothecary;  the  Vikings  smeared 
mustard  sauce  on  wild  game  as  a  sacrifice 
to  Freya,  the  goddess  of  love;  Aristotle 
wouldn't  eat  a  duck  or  a  thrush  without 
it.  Worldwide,  Antol  asserts,  only  pepper 


is  more  widely  used  as  a  flavoring. 

Here  at  home  the  numbers  tell  a  dif- 
ferent story.  The  2006  study  "Packaged 
Facts"  from  MarketResearch.com  shows 
that  while  88  percent  of  Americans  con- 
sider themselves  sometime  mustard  eaters, 
mustard  sales  amount  to  a  small  fraction 
of  the  volume  heaped  up  by  condiment 
juggernauts  mayonnaise  and  ketchup  (in 
fact,  Hellman's  Mayonnaise  alone  is  nearly 
the  size  of  the  entire  mustard  market). 

Why  should  this  be?  Mayonnaise, 
dress  it  up  as  you  will,  is  pretty  bland  stuff. 
And  ketchup... Ketchup  is  like  that  first 


girlfriend  your  mother  approved  of:  sweet, 
simple  and  unthreatening.  Mustard  is 
like  the  one  you  fell  for  after  youd  gained 
some  confidence  in  your  own  taste. 

And  mustard  offers  you  a  lot  of  different1 
choices.  The  annual  Napa  Valley  World- 
Wide  Mustard  Competition  awards  medals 
in  19  categories,  from  Sweet-Hot,  Coarse- 
Grained,  Fruit  Mustard  and  American 
Yellow  to  the  egregious  Honey  Mustard. 
And  nearly  all  of  them  provide  something 
ketchup  and  mayonnaise  can't. 

"Mustard  brings  the  acidity  note  when 
you  eat  meat,"  explains  Philippe  Houze, 


>  Eisht  Great  Mustards 


NAME 

DESCRIPTION  PRICE 

WHERETO  FIND  IT 

MUSTARD 

.flHHHHi 

spicy,  creamy  and  sinus-enlivening  at  the  same  time; 
the  pepper's  a  component,  not  the  whole  point. 

DENOIX  PURPLE 
CONDIMENT 

•  Sounds  a  lot  better  back  in  France  ("Moutarde             •  $9.45 
Violette"),  but  this  mix  of  mustard  and  grape 
must  is  possibly  the  most  mouthwatering, 
meat-enhancing  steak  sauce  you've  never  tasted. 

www.lepicerie.com; 
(866)  350-7575 

EDMOND  FALLOT 
SEED  STYLE 
MUSTARD 

ELIZABETHAN 
ALEHOUSE 
MUSTARD 


RAYE'S  DOWN 
EAST  SCHOONER 
MUSTARD 

SILVER  SPRING 
BEER  N'  BRATS 


SLIMM  &  NUNNJE 
SWEET  &  NICELY" 
HOT  MUSTARD 


Here  are  the  extra  layers  of  flavor  you're  missing 
in  most  medium-spicy  mustards;  stone-ground 
and  all-natural,  from  France. 


www.ranchmarkets 
napavalley.com 


•  The  ultimate  yellow  mustard,  with  smooth  depths 
of  flavor;  all  natural  from  the  coast  of  Maine 
and  the'U.S.'s  last  stone-grinding  mustard  mill. 

«  From  Wisconsin  and  the  world's  largest  grower 
of  horseradish,  this  flavor-packed,  horseradish- 
.amped  gold  medalist  at  the  Napa  Valley 

d  Festival  also  happens  to  be  the  official 
of  Lambeau  Field — enuff  said. 


d' Museum's  own  best  seller,  honey- 

ut  no  honey),  with  a  lively  back-end  kick. 


•  $5.75 


R  aye's; 

(800)  853-1903, 
www.rayesmustard.com 


www.silverspringfoods.com 


Mount  Horeb  Mustard 
Museum;  (800)  438-6878, 
www.mustardmuseum.com 
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YOUR  VERY  OWN 
SURFING  LESSON  ON 
BONDI  BEACH. 

DO  YOU  FEEL  A  WAVE 
OF  EXCITEMENT? 


Going  to  Sydney?  Why  just  watch  the  Bondi  Beach  surf  when 
during  your  stay  at  Intercontinental  we  can  arrange  a  surfing 
lesson  followed  by  a  picnic  lunch  on  the  foreshore?  It's  one  of  the 
'Insider  Experiences'  that  ensure  our  guests  always  get  the  chance 
to  enjoy  the  authentic  and  the  unexpected  at  all  our  destinations. 


INTERCONTINENTAL 

HOTELS  &  RESORTS 


For  more  details  or  to  make  a  reservation, 

please  call  +800  439  5724 

or  visit  intercontinental.com/experienGes 


proprietor  of  the  European  specialty 
pod  website  LEpicerie.com.  "Especially 
Lvith  cold  cuts  like  ham,  mustard  knifes 
:hrough  the  sense  of  fat  to  give  you  the 
Lvhole  flavor." 

Mustard,  Houze  says,  is  the  number-one 
bondiment  in  France — along  with  corn- 
Ichons — as  well  it  might  be,  given  that 
rountry's  dazzling  array  of  mustard  types 
and  tastes.  Not  that  our  country,  with  its 
current  dim  view  of  things  French,  is  doing 
much  to  encourage  such  Gallic  pleasures 
nere.  A  Clinton-era  trade  imbroglio  over 
oeef  exports  resulted,  by  the  bent  logic  of 
such  international  shoving  matches,  in  the 
U.S.  slapping  a  100-percent  tariff  on  French 
mustard  that  still  stands.  Along  with  a  euro 
_now  rising  to  about  $1.36,  this  has  meant 

[that  some  of  the  tastiest  French  imports 
'including  my  favorite,  the  silky  Martin 
buret  Moutarde  d'Orleans)  are  becoming 
mpossible  to  buy  here.  We  can  only  hope 
or  more  temperate  times,  mustard-wise. 

Meanwhile,  it's  not  like  France  has  a 
tranglehold  on  the  supply.  Notes  Leven- 
on,  "Unlike  other  spices  that  in  legend 
were  expensive  and  tended  to  come  from 
raraway  lands,  mustard  has  always  seemed 

0  grow  just  about  everywhere."  His  mu- 
seum collection  backs  his  point — it  in- 
cudes some  4,750  different  mustards, 
from  all  50  states  and,  as  he  puts  it,  "From 

1  to  z,  Azerbaijan  to  Zimbabwe." 
The  mustard  plant  itself  is  a  nearly 

ibiquitous  member  of  the  cruciferous 
cross-shaped)  vegetable  family,  cousin 
to  broccoli,  cabbage  and  horseradish. 
Mustard's  broad  green  leaves,  of  course, 
ire  cooked  like  spinach  or  collard  greens. 
But  it  is  the  seeds — white/yellow,  brown 
dt  black  depending  on  variety — that  really 
^et  around. 

If  cheese  is  milk's  leap  toward  immor- 
tality, as  writer  Clifton  Fadiman  had  it, 
mustard  sauce  is  the  bid  put  forward  by 
this  humble  plant.  Ground  into  powder 
and  mixed  with  cold  liquid,  brown  and 
black  mustard  seeds  yield  a  volatile  oil 
that  includes  the  sinus-opening  com- 
pound allyl  isothiocyanate,  which  some 
mustard  enthusiasts  maintain  provides  a 
superior  jolt  to  the  capsicum  in  peppers 
because  it  doesn't  linger  on  and  make  you 
claw  your  tongue. 

In  very  broad  terms,  American  mus- 
tards tend  to  emphasize  the  gentler  white/ 


yellow  mustard  seed  (though  turmeric  or 
artificial  coloring  typically  supplies  the  yel- 
low tint),  the  British  often  opt  for  a  blend 
(Colman's,  for  example,  combines  white 
and  brown  seeds)  and  the  French  lean  to- 
ward the  more  pungent  dark  seed  end  of 
the  spectrum.  To  make  the  creamy  stuff  we 
think  of  as  mustard,  the  basic  flour  or  paste 
is  mixed  with  vinegar,  wine,  water  or  grape 
must,  plus  a  proprietary  blend  of  flavorings 
that  may  include  spices,  herbs,  vegetables, 
fruits  and,  if  you  insist,  honey. 

Strange  additives  aside,  the  robustness 
of  mustard  is  part  of  its  heritage.  Do  man- 
agers still  yell  for  their  pitchers  to  "put 
some  mustard  on  it"?  Do  new  employees 
still  worry  whether  they  can  "cut  the  mus- 
tard"? The  very  potency  of  the  sauce 
seems  to  give  it  a  place  in  folklore  that  is 
either  comic  or  cosmic,  depending  on  your 
worldview.  Mustard  or  its  seed  has  been 
variously  used  as  an  aphrodisiac,  as  a 
promoter  of  romantic  faithfulness  and  as 
a  means  to  identify  witches.  Astrologists 
consider  the  mustard  plant  associated  with 
the  planet  Mars  and  zodiac  symbol  Aries, 
if  that  alters  your  plans  at  all. 


Personally,  I  consider  mustard  to  be 
planetarily  aligned  with  just  about  any- 
thing that  comes  off  a  grill  in  the  sum- 
mertime and  anything  that  emerges  from 
a  deep  fryer,  especially  French  fries.  The 
very  game  of  baseball,  viewed  in  person,  is 
also  fundamentally  aligned  with  mustard 
as  far  as  I  am  concerned,  since  you  have  to 
have  a  hot  dog  at  the  park,  and  you  have  to 
have  mustard  with  a  hot  dog. Though  this 
raises  a  question. 

Since  the  twain  first  met,  supposedly 
at  the  1904  St.  Louis  World's  Fair,  mil- 
lions of  people  have  requested  "a  hot 
dog  with  mustard."  But  shouldn't  it  be 
the  other  way  around?  Ask  yourself: 
Which  component  is  really  supplying 
the  flavor  traction,  the  zest — the  eleva- 
tion— here?  And  which  has  the  more 
prominent  profile?  While  dogs  are  pretty 
much  stuck  in  the  mustard  groove,  mus- 
tard is  swanning  about  the  wide  world, 
consorting  with  salmon,  Chinese  spare- 
ribs,  chili,  rabbit,  steak,  hell,  even  bean 
dip.  Hot  dogs  are  one  thing,  but  you  can 
look  it  up — there's  nothing  very  ordinary 
about  mustard.  • 
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Greece 

THE  CRADLE  OF  REGENERATION 


In  Search  of  Balance 

Most  of  us  live  hectic  lives.  So  we  crave  relaxation  and  tranquility, 
seeking  to  achieve  and  maintain  art  ever-elusive,  yet  essential,  inner 
calm  and  balance.  We  arrange  elaborate  vacations,  short  retreats  or  brief 
getaways,  hoping  for  some  peace  of  mind,  to  recharge  and  keep  going. 

Unfortunately,  the  bliss  is  momentary,  and  the  bombardment  of  the 
mind  and  senses  seems  to  never  cease.  In  the  end,  resdessness  prevails. 

Well  . . .  have  you  been  to  Greece  lately? 

Greece  helps  you  rediscover  the  long-forgotten  comfort  of  simplicity. 
And  therein  lies  the  essence  of  relaxation.  The  country  recently 
launched  a  worldwide  ad  campaign  with  the  enticing  motto:  "Explore 
Your  Senses  in  Greece."  And  yet,  a  paraphrase  of  the  campaign's  motto 
provides  a  more  accurate  description  of  what  you  should  expect  to 
experience  there:  "Rest  your  senses  in  Greece." 

Why  Greece? 

In  Greece,  tranquility  and  rest  are  unavoidable.  The  brightness  of 
the  summer  days  is  illuminating.  The  dry  breeze  clears  the  head. 
The  clean-cut  lines  of  the  surroundings  are  purifying.  There  is  an 
unadorned,  natural  beauty  all  around  that  soothes  the  senses  and 
relaxes  the  soul. 

The  tourism  industry  is  the  country's  top-ranking  service  sector, 
providing  a  level  of  quality  that  is  expected  of  premier  international 
destinations.  According  to  die  World  Tourism  Organization,  Greece  is 
the  15th  most-popular  destination  worldwide. 

What  is  it  that  makes  Greece  so  attractive?  Is  it  the  world-class 
facilities,  amenities  and  service?  Sure  it  is.  But  it's  not  just  that. 

Is  it  the  unique  Mediterranean  landscape  of  breathtaking  deep  blue 
and  emerald  waters  speckled  with  hundreds  of  luminous  white  or 
verdant  islands?  Sure  it  is.  But  its  not  just  that. 

Is  it  the  thousands  of  years  of  glorious  past  evidenced  in  numerous 
monuments  and  antiquities  throughout  the  country?  Sure  it  is.  But  it's 
not  just  that. 

It  is  the  smooth,  effortless  manner  in  which  all  of  these  attributes 
and  so  much  more  blend  to  create  an  unparalleled  oasis  of  original. 


unpretentious  joie  de  vivre  amid  the  extravagance  of  a  modern 
Western  lifestyle.  In  this  blending,  the  past  complements  ratheii 
than  competes  with  the  lightning-fast  rhythm  of  the  21st  century. 
Like  Aphrodite  emerging  from  the  cerulean  waters  of  the  Aegean 
Sea,  a  uniquely  Mediterranean  juxtaposition  of  the  best  traditions 
and  modernity  is  born. 

Absorb  the  Energy 

Greece  extends  an  open  invitation  to  visitors  all  year  round.  Travelers 
from  all  over  the  world  visit  Greece  to  take  in  marvelous  iconic  scenes  and 
locations.  These  include: 

•  The  Parthenon  in  Athens,  the  cradle  of  Western  civilization 

•  The  mystifying  sunsets  on  the  volcanic  island  of  Santorini 

•  The  modern  staging  of  Greek  plays  in  the  Ancient  Theater  of  Epidavros 

•  The  ruins  of  Olympia,  home  of  the  Olympic  Games 

•  The  remnants  of  the  Minoan  civilization  on  the  island  of  Crete 

•  The  Mycenaean  civilization  on  the  Peloponnese  and  the  Aegean 

•  The  "floating"  monasteries  of  Meteora  nestled  atop  majestic  rocks  like 
eagles'  nests 

Greece  abounds  in  sites  with  tremendous  energy,  accumulated  through 
millennia  of  human  presence  and  activity.  And  yet,  the  sites  and 
structures  do  not  wield  the  ultimate  power  of  attraction;  it  is  the  unique| 
way  you  experience  them  in  Greece. 

Surely  you  have  seen  the  Parthenon  in  pictures,  postcards,  books, 
magazines  and  movies  as  well  as  on  posters,  Web  sites  and  television.  As 
a  connoisseur  of  the  finer  things  in  life,  you  may  very  well  have  been  there 
before.  But  have  you  ever  "lived"  the  Parthenon  the  way  the  Greeks  live 
it  every  day?  Take  time  to  do  so  next  time  you  visit. 

Picture  yourself  relaxing  at  an  outdoor  cafe  in  Thisseio,  right 
across  from  the  sacred  hill  of  Athens,  sipping  espresso  and  beholding 
the  Acropolis  in  all  its  unadorned  grandeur.  As  the  daylight  subsides 
to  a  delightful  summer  dusk,  the  moon  emerges  above  the  white 
marble  temple,  gradually  immersing  it  in  discreet  lighting.  This  is 
the  tender  guardian  of  a  city  that  prepares  for  another  long  and 
joyful  evening. 


I  van-— ,  «r^>-;: 
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Surely  you  have  tasted  calamari  before.  But  try  it  the  Greek  way:  at 
a  taverna  table  on  the  sandy  waterfront  of  the  island  coast,  where  the 
calamari  was  brought  in  fresh  that  morning,  and  fishing  boats  and 
sailboats  waft  lightly  in  the  nearby  marina.  Ouzo  fills  miniature 
glasses  as  its  sweet  anise  aroma  blends  harmoniously  with  the  salty 
scent  of  seawater.  Your  ears  will  rejoice  at  the  sounds  of  a  happy  island 
tune  springing  from  the  strings  of  traveling  musicians,  as  locals  and 
guests  clap  along  and  get  swept  up  in  the  rhythm  while  dancing 
around  (or  on)  the  taverna  tables. 

Surely  you  have  been  to  the  movies  before.  But  have  you  ever 
enjoyed  a  film  alfresco  on  a  Greek  summer  night?  You  will  recline 
in  the  open-air  theater,  with  star-filled  sky  above  you,  big  screen 
before  you,  a  charming  little  table  for  your  drink  and  appetizers 
beside  you  and  blooming  bougainvilleas  all  around.  Pervasive  jas- 
mine, pine  and  eucalyptus  scents  mingle  in  the  air  as  your  eyes  and 
ears  are  suddenly  immersed  in  the  delight  of  a  movie  screening 
undubbed  and  in  its  original  English  language.  Beware:  the  multi- 
plex back  home  and  your  recently  purchased  home  theater  may 
lose  their  luster  once  you  have  experienced  an  outdoor  cinema 
in  Greece! 

Invitation  to  a  Rejuvenating  Lifestyle 

Greeks  genuinely  love  to  have  guests.  There  is  even  an  ancient  word 
that  lives  on  in  Modern  Greek  to  describe  this  love,  pbiloxenia. 

The  art  of  hosting  guests  is  an  agelong  tradition.  Greeks  will 
readily  open  up  their  homes  and  hearts  to  visitors  as  well  as  derive 
enormous  pleasure  from  showing  them  around  and  guiding  them 
through  everyday  Greek  life.  Greeks  will  treat  virtually  any  visitor  as 
their  own  personal  guest. 

Unlike  the  inhabitants  of  other  Mediterranean  countries,  where 
it  is  challenging  to  find  an  English  speaker,  most  Greeks  today  are 
fluent  in  everyday  English.  They  are  always  happy  to  converse  with 
foreigners  and  feel  compelled  to  share  the  Greek  lifestyle. 
Gregariousness  is  a  national  affliction! 


Acropolis  of  Athens 


Skilled  tourism  staff  will  attend  to  you  with  the  utmost  care  and| 
professionalism.  More  often  than  not,  you  will  feel  like  you  are  being* 
hosted  by  a  good  friend  rather  than  served  by  a  trained  professional. 

Greeks,  including  those  in  the  tourism  sector,  are  quite  direct  and 
expressive  people.  They  will  look  you  in  the  eye,  as  if  trying  to  read  yourii 
soul  at  first  sight.  And  they  will  smile  at  you,  not  out  of  etiquette  oij 
formality,  but  out  of  a  true  desire  to  be  friendly  and  communicate.  Donl 
be  surprised  if  you  find  yourself  establishing  a  lifelong  friendship  with  the 
maitre  d'  of  your  favorite  club  or  restaurant. 

You  may  feel  inclined  to  visit  Greece  right  now.  The  very  land  itself  h 
inviting,  while  its  people  voice  the  invitation  every  chance  they  get. 

Bear  in  mind,  this  invitation  is  much  more  than  an  offer  to  visit) 
lush  and  luminous  Greece.  It  is  a  call  to  live  Greece.  And  that  promises 
you  so  much  more  to  cherish  than  pictures,  video,  souvenirs  and 
memories.  The  experience  will  grant  you  a  new,  exciting,  lucid  ana 
rejuvenating  outlook  on  life  —  a  precious  gift  from  Greece  that  wil 
last  a  lifetime. 


Greek  Islands: 

Precious  Gems  of  the  Mediterranean 

Greece  comprises  about  6,000  islands  and  islets  scattered  in  the 
Aegean  and  Ionian  Seas,  a  truly  unique  phenomenon  in  Europe.  Ol 
these,  only  227  are  inhabited. 

Several  islands  are  reachable  by  airplane,  while  ten  of  the  largest  ones 
have  international  airports,  providing  direct  air  access  to  visitors, 
mostly  via  chartered  flights.  All  inhabited  islands  are  linked  within  a 
tight  network  of  modern,  fast  and  comfortable  coast  liners,  while  many 
are  also  reachable  by  seaplane  and  helicopter. 

Jewels  in  the  Crown 

Most  islands  lie  in  the  Aegean  Sea  and  are  grouped  in  seven  main  clus- 
ters (from  north  to  south): 
•The  Northeastern  Aegean  Islands:  Agios  Efstratios,  Thasos,  Ikaria, 
Lesvos,  Limnos,  Inousses,  Samos,  Samothrace,  Chios  and  Psara 

•  The  Sporades:  A  cluster  of  scattered  (sporadic)  islands  comprising 
Alonissos.  Skiathos,  Skopelos,  Skyros,  Pelagos  or  Kira  Panayia  and  the 
uninhabited  Peristera,  Skantzoura,  Yioura,  Piperi  and  Psathoura 

•  Evia 

•  The  Argo-Saronic  Islands:  Angistri,  Aegina,  Poros,  Salamina,  Spetses. 
Hydra  and  the  coastal  area  of  Methana 

•  The  Cyclades:  The  Cyclades  lie  in  a  circle  (kyklos)  around  the  sacred  islanc 
of  Delos,  the  birthplace  of  Apollo,  and  consist  of  23  large  islands  anc 
some  200  smaller  ones,  the  most  important  ones  being  Amorgos,  Anafi 
Andros,  Antiparos,  Delos,  Ios,  Kea,  Kimolos,  Kythnos,  Milos,  Mykonos 
Naxos,  Paros,  Santorini,  Serifos,  Sikinos,  Sifnos,  Syros,  Ttnos  anc 
Folegandros,  as  well  as  the  Minor  Cyclades,  comprising  Donousa 
Irakleia,  Koufonisia  and  Schinoussa 

•  The  Dodecanese:  The  cluster  of  12  (dodecd)  main  islands  comprising 
Astypalaia,  Kalymnos,  Karpathos,  Kasos,  Kastelorizo,  Kos,  Lipsi 
Leros,  Nisyros,  Patmos,  Rhodes,  Symi,  Tilos  and  Halki,  as  well  as  some 
40  smaller  islets 

•  Crete 

The  Ionian  Sea  is  also  home  to  a  sole  island  group,  the  Ionian  Islands 

also  known  as  the  Eptanisos  (Seven  Islands).  These  are  strung  out  along 
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the  west  coast  of  Greece  from  the  Albanian  frontier  to  the  Peloponnese, 
with  the  exception  of  Kythira  and  neighboring  Antikythira,  which  are 
situated  to  the  south  of  the  Peloponnese.  Eptanisos  includes  Zakynthos, 
Ithaca,  Corfu,  Cephallonia,  Lefkada,  Paxi,  Antipaxi,  Ereikoussa, 
Mathraki,  Meganissi,  Othoni  and  the  Strofades  Islands. 

No  Reason  to  Pick  Just  One 

Exploring  the  islands  by  boat  is  a  wonderful  way  to  get  the  most  out 
of  the  magic  of  Greece.  You  can  easily  charter  or  rent  a  sailboat  or  yacht 
and  navigate  this  magnificent,  sea-skirted  country.  Regardless  of  the  type 
of  vessel,  the  Greek  islands  are  a  superb  summer  destination  for  families, 
couples  and  adventurous  individuals. 

^"he  islands  account  for  over  4,500  miles  of  the  country's  10,000- 
mile  coastline  and  offer  a  highly  diverse  landscape:  beaches  stretched 
along  many  miles,  secluded  bays  and  coves  that  are  only  accessible  by 
boat,  golden  swaths  of  sand  dunes,  pebbly  shores,  coastal  caves  sur- 
rounded by  steep  rocks  and  black  volcanic  sand,  and  coastal  wetlands. 
Clean,  transparent  waters  surround  their  shores,  with  colors  ranging 
from  emerald  to  sapphire. 

You  may  choose  to  anchor  at  a  secluded  bay  and  enjoy  the  sea  and 
beaches  in  privacy,  or  visit  one  of  many  organized  beaches,  which 
pjwide  umbrellas,  reclining  chairs,  changing  booths,  cafes  and  bar- 
restaurants.  These  locations  also  offer  water  sports  facilities  and  services 
for  water-skiing,  windsurfing,  snorkeling,  scuba  diving,  parasailing, 
jet-skiing  and  "tire  boats"  and  "banana  boats."  Lifeguards  at  all  organized 
beaches  ensure  safe  recreation  in  the  area. 

As  the  cradle  of  some  of  the  most  ancient  and  prosperous  European  civ- 
ilizations (the  Cycladic  and  Minoan  civilizations,  for  example),  the  islands 
boast  unique  archaeological  sites,  an  outstanding  architectural  heritage 
and  the  fascinating,  centuries-old  local  traditions  of  a  multifaceted  culture. 

Sailing  and  Anchoring 

Greece  is  a  sailors  paradise:  Its  seas  are  considered  safe  and  distances 
between  coasts  are  small,  while  conditions  related  to  wind  strength  and 


ambient  and  sea  temperatures  are  equally  favorable.  Sailing  is  extremely, 
popular  and  inextricably  part  of  the  country's  nautical  past. 

The  country's  winds  can  be  divided  into  two  sea  regions:  the  Aegeanji 
Sea  and  the  Ionian  Sea. 

The  Aegean  Sea  Winds  usually  blow  during  the  summer  season^, 
from  May  to  September,  but  they  are  particularly  known  for  thai 
months  of  July  and  August.  Those  winds  are  called  Meltemi  and|l 
they  blow  mostly  during  the  day,  with  an  average  duration  from  two 
to  four  days.  In  the  North  Aegean,  they  come  from  the  northeast, 
in  the  Central  Aegean  (Cyclades)  from  the  north  and  in  the  South 
Aegean  from  the  northwest.  The  intensity  of  the  winds  depends  on 
the  region.  One  of  the  stronger  Meltemi  can  be  found  on  the  Island 
of  Naxos,  in  the  Cyclades,  which  attracts  many  windsurfers. 

The  Ionian  Sea  Winds  usually  appear  during  July  and  August  and 
are  called  Maistros  or  Maestral.  This  pleasant  north-to-west  wind 
builds  up  in  the  afternoon  and  usually  calms  down  at  sunset. 
Clouds  near  the  summits  usually  forecast  stronger  gusts.  Early  and 
late  in  the  season,  the  Maistros  is  weakest  and  sometimes  fails  ta 
blow.  At  this  time,  depressions  may  cross  the  area,  which  will  often 
bring  strong  to  gale-force  southerlies  that  can  abruptly  swing 
around  to  strong  northerlies.  Less  frequent  are  the  westerly  winds 
(moderate  to  strong)  off  the  west  and  south  Peloponnese  coast. 

There  are  19  marinas  with  6,661  docking  places  in  Greece  offering 
high-quality  services.  Many  more  marinas,  hotel  ports  and  moorings  are 
in  the  process  of  starting  operations,  in  order  to  meet  the  service  and 
safety  needs  of  tourists  coming  to  Greece  by  sea. 

In  addition,  Greek  ports  can  accommodate  approximately  3,000 
yachts.  Apart  from  the  large  commercial  ports  of  Piraeus  and 
Thessalonica,  small  and  picturesque  moorings  have  been  set  up  in 
many  other  ports,  such  as  the  Mikroh'mano  of  Piraeus:  on  the  islands 
of  Aegina,  Poros,  Hydra  and  Spetses;  in  Nafplio,  Gythio  and  Pylos; 
and  on  the  islands  of  Zakynthos,  Ithaca,  Cephallonia,  Lefkada,  Paxi, 
Ios,  Mykonos,  Patmos,  Symi,  Samos,  Lesbos  (Plomari)  and  Chios. 

Tips  for  Travel  Enthusiasts 
Sporades 

•  The  ultimate  charter  base  for  this  sailing  area  is  the  marina  in  Skiathos 
port,  although  you  may  also  choose  Skopelos  town,  Patitiri  on 
Alonissos  or  Linaria  on  Skyros. 

•  Five  or  six  beaches  on  Skiathos  and  Skopelos  are  considered  the  best  in 
the  eastern  Mediterranean  and  hence  are  quite  popular  and  crowded. 
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But  there  is  also  an  abundance  of  stunning  bays  in  which  to  drop 
anchor  and  enjoy  an  idyllic  private  swim. 
>  Glossa  (via  Loutraki  port)  on  Skopelos  island  and  Steni  Vala  port  on 
Alonissos  island  are  well  worth  visiting,  especially  to  look  for  good 
tavernas  on  the  typically  narrow,  winding  streets. 
The  National  Marine  Park  of  Alonissos  spans  about  850  square  miles 
and  was  created  in  1 992  for  the  protection  of  the  unique  ecosystem, 
particularly  the  Mediterranean  monk  seal  {Monachus  monachus), 
which  symbolizes  the  park's  identity.  The  park  harbors  the  largest 
surviving  colony  in  the  whole  Mediterranean  of  this  globally  endan- 
gered species.  Other  species  sighted  in  this  area  include  the  common 
dolphin,  striped  dolphin  and  long-finned  pilot  whale.  Loggerhead 
turtles  {Caretta  caretta)  are  making  their  ponderous  way  towards  dis- 
tant nesting  sites.  The  seabed  harbors  extensive  Posidonia  sea  grass 
meadows,  various  species  of  sponge  and  endangered  red  coral.  Among 
the  numerous  bird  species  finding  refuge  in  the  Park  are  the  cliff-nest- 
ing Eleonora's  falcon  and  the  red-,  black-  and  yellow-billed  Audouin's 
gull,  one  of  the  rarest  of  its  kind  in  the  world. 

Argo-Saronic 

To  steer  clear  of  the  Saronic  charter  "milk  run,"  it  helps  to  charter  for  more 
than  one  week.  And  don't  charter  from  Saturday  to  Saturday,  but  rather, 
from  Friday  to  Friday  —  you'll  be  one  day  ahead  of  the  crowd. 

•  When  visiting  Aegina,  you  might  want  to  avoid  the  marina  altogether 
and  focus  on  Perdika  in  the  south  or  Ay  marina  on  the  east  end  of 
the  island. 

Make  sure  you  allow  enough  time  for  one  or  more  rest  days,  stopovers 
and  onshore  excursions.  Various  inland  cities  like  Mycenae,  Argos  and 
Corinth  are  well  worth  visiting. 

•  Vathi  port  on  the  east  side  of  the  Methana  peninsula  is  a  peaceful  little 
spot  worth  the  detour:  It  is  surrounded  by  basalt  slopes,  which  clearly 
reveal  its  volcanic  origin. 

•  Nea  Epidavros,  located  just  3  nautical  miles  north  of  Palaia  Epidavros, 
is  a  delightful  place  with  citrus  orchards,  a  tiny  river,  cliffs  and  several 
good  tavernas. 

Cyclades 

Characteristic  features  of  the  landscape  are  the  cubed,  whitewashed 
Cycladic  houses  and  the  thatch-roofed  windmills,  very  romantic  and 
ideal  for  a  sailing  holiday. 

With  the  exception  of  Naxos,  the  islands  have  no  perennial  rivers  and, 


as  a  result  of  the  prevailing  sharp  sea  winds  (the  Meltemi  in  summer), 
are  lacking  in  trees. 

•  The  port  of  Lavrion,  located  southeast  of  Attica,  is  in  many  aspects  a 
more  convenient  yacht  charter  base  to  explore  the  Cyclades  than  the 
Alimos/Kalamaki  marina  in  Athens. 

•  Other  bases  from  which  to  start  your  sailing  holiday  are  Paroikia  port 
in  Paros  as  well  as  Syros  and  Athens,  which  makes  it  possible  to  sail  a 
one-way  charter  from  Athens  or  Lavrion  to  Paros. 

Dodecanese 

•  Yacht  charter  companies  usually  have  their  bases  in  either  Kos  or 
Rhodes.  Keep  in  mind  that  the  northerly  winds  do  influence  any 
itinerary  and  that  a  one-way  charter  from  Kos  to  Rhodes  should  cer- 
tainly be  considered.  Other  charter  bases  in  the  area  are  Samos 
(Pythagorion  port)  to  the  north  and  Paros  (Paroikia  port)  to  the 
west,  in  the  Cyclades. 

•  With  the  exception  of  Rhodes,  the  islands  are  arid  and  largely  bar- 
ren. Their  inhabitants  live  by  farming,  sponge-fishing  (the 
Dodecanese  forms  the  base  of  the  Greek  sponge-fishing  fleet)  and, 
increasingly,  servicing  tourists. 

Ionian  Islands 

•  Due  to  less-severe  winds  than  in  the  Aegean,  these  islands  form 
the  perfect  ground  for  a  yacht  charter  holiday  with  kids  or  less- 
experienced  crew. 

•  Charter  bases  can  be  found  in  Preveza,  Corfu  and  Lefkada.  Lefkada 
port  is  ideally  located  amid  an  abundance  of  beautiful  ports  and  bays. 

•  The  fertile  inland  of  the  Ionian  islands  is  covered  in  pine,  cypress  and 
colorful  fields  of  flowers.  The  architecture  of  the  picturesque  ports  is 
unique,  featuring  red-tiled  houses  in  eclectic  Italian  and  French  styles. 

•  To  sail  clear  of  the  Ionian  charter  milk  run,  avoid  embarking  on 
Saturday,  or  sail  for  more  than  one  week.  Most  milk  runs  start  at 
Lefkada,  focusing  on  Meganisi,  Ithaca  and  Cephallonia  instead  of 
Kalamos,  Kastos  and  the  Greek  mainland. 

•  The  beautiful  estuary  of  the  Ambracian  Gulf  (or  Amvrakikos  Bay),  just 
east  of  Preveza,  is  a  less-traveled  nature  reserve  well  worth  visiting. 
There  are  a  couple  of  interesting  anchorages  and  two  secluded  little 
ports  (Menidion  and  Votsina).  The  shallow  waters  of  the  gulf  are 
surrounded  by  lagoons  and  marshlands  and  are  home  to  the 
endangered  Dalmatian  pelican  as  well  as  small  populations  of  Caretta 
caretta  turtles,  spotted  eagles  and  pygmy  cormorants. 
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>ut  when  Avi  plucks  a  triangular  shard  of  a  broken  jug  and  hands 
t  to  me,  I  really  do  feel  the  wonder.  The  girth  and  solidity  of  the 
)ther  objects  are  awe-inspiring,  but  the  very  ordinariness  of  a 
lousehold  object  is  more  intimate.  It  summons  the  spirits  of  the 
>eople  who  once  handled  it. 

We  surface  by  the  concrete  steps  at  the  Old  Caesarea  Diving 
Center,  the  on-site  concession  where  Avi  is  an  instructor.  "Well, 
'ou  did  all  right,"  he  says. 

"I  was  trying  to  get  my  bearings,"  I  say.  "I  lost  track  of  where  we 
vere.  You  see  the  parts,  but  it's  hard  to  get  a  sense  of  the  whole." 

Another  diver,  fiddling  with  underwater  photography  equip- 
nent,  its  casings  like  crabs  with  raised  claws,  wades  in.  "If  you 
vant  to  get  a  proper  perspective  of  what's  under  the  water,"  he 
ays,  "it's  best  to  see  it  from  the  sky." 

Having  spent  a  good  deal  of  time  here,  I  recognize  something 
juintessentially  Israeli  about  the  remark:  counterintuitive,  ironic 
.nd  at  a  glance  way  too  ambitious. 

"And  how  exactly  would  one  do  that?" 
"You  rent  a  helicopter,"  he  says.  "How  else?" 
"Is  that  a  simple  thing  to  do?" 


recognized  economic-zone  rights  to  200  miles  of  sea.  We  can 
make  use  of  it.  Maybe  build  artificial  islands.  But  to  use  it,  we 
have  to  understand  it.  We  have  to  know  what's  there." 

One  can  almost  hear  the  ghost  of  Herod  the  Great,  the  super- 
ambitious,  forward-thinking  King  of  the  Jews,  proclaiming, 
"Yeah,  artificial  islands,  that's  the  ticket!" 

Caesarea  itself  was  no  less  outlandish  a  prospect  when  Herod 
dreamed  it  into  being  more  than  2,000  years  ago.  A  client  king 
of  the  Western  world's  sole  superpower,  Rome,  he  gazed  upon 
the  waters  and  saw  brisk  traffic  of  ships  shuttling  goods  between 
Europe,  Africa  and  Asia.  Between  Sidon  in  Lebanon  and  Jaffa 
to  the  south,  there  were  no  major  ports,  and  Herod  knew  that  the 
market  was  big  enough  for  another. 

Nature  provided  a  formidable  challenge.  The  ruler-straight 
coast  had  no  natural  harbor  and  the  Mediterranean's  monstrous 
currents  dashed  ships  and  took  lives.  Yet,  in  a  mere  12  years,  be- 
tween 22  B.C.  and  10  B.C.,  Herod's  engineers  completed  the 
world's  first  major  artificial  harbor. 

In  The  Jewish  War,  the  first-century  historian  Flavius  Josephus 
described  the  unprecedented  engineering  feat.  "[Herod]  first 
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"I  don't  know  if  it's  simple,"  he  says,  "but 
'm  sure  it  would  be  interesting." 

For  me,  Israel,  a  strip  of  land  with  a 
mack  for  making  news,  has  always  been  an 
nteresting,  vibrant  place,  a  highly  evolved 
ulture  of  outdoor  cafes  with  6.4  million 
>rime  ministers  who  don't  so  much  ask 
vhat  you  think  as  tell  you.  It  never  before 
>ccurred  to  me,  though,  how  interesting 
he  country's  waters  could  be.  Caesarea  is 
nit  one  highlight  of  a  coast  that's  lined 
vith  ruins  and  remains.  An  8,500-year-old  Neolithic  village 
near  Haifa,  for  example,  was  found  with  a  well,  graves,  houses 
ind  a  prayer  site.  Other  sights  include  Phoenician  and  Greco- 
^.ornan  ports,  and  a  multitude  of  shipwrecks,  with  partial  vessels 
ind  contents  encased,  and  preserved,  by  the  sandy  seafloor 
ibutting  the  coast.  (Most  dive  sites  are  accessible  with  local 
live  clubs.  The  Israel  Antiquities  Authority  has  established  an- 
)ther  underwater  park  near  Haifa,  though  at  the  time  of  this 
vriting  its  official  opening  was  still  held  up  over  issues  related 
o  liability  insurance.) 

"In  a  concentrated  stretch  of  coast,  we  have  the  entire  history 
)f  man's  involvement  with  the  sea,"  says  Sarah  Arenson,  a  retired 
)rofessor  of  maritime  history  at  Haifa  University  who  was  instru- 
nental  in  getting  Caesarea's  marine  park  completed.  "But  it  has 
)een  a  neglected  topic. The  early  Zionists  were  land  people. They 
vere  from  Eastern  Europe  and  Russia.  They  looked  out  at  the  sea 
Ind  saw  a  horizon  and  didn't  think  what  was  below  the  surface." 

For  Arenson,  the  significance  of  Israel's  coastline  is  not  ex- 
:lusively  about  the  past,  either.  "We're  about  15  miles  from  the 
West  Bank  right  now,"  she  says.  "The  fight  over  land  and  borders 
vill  go  on  for  a  long  time.  But  under  international  law,  we  have 


marked  out  the  area  for  a  harbor," 
he  wrote,  "then  lowered  into  20 
fathoms  of  water  blocks  of  stone 
mostly  50  feet  long,  9  deep  and  10 
broad.... When  the  foundation  had 
risen  to  water-level  he  built  above 
the  surface  a  mole  200  feet  wide; 
half  this  width  was  built  out  to 
break  the  force  of  the  waves  and  so 
was  called  the  Breakwater;  the  rest 
supported  the  encircling  stone  wall. 
Along  this  were  spaced  massive  towers...."  Engineers  devised  a 
system  to  flush  garbage  and  flotsam.  Between  marvelous  towers, 
an  arcade  of  storerooms  received  cargo  vessels  and  nobles  took 
their  evening  constitutionals.  "[I]ts  beauty,"Josephus  wrote, "gave 
no  hint  of  the  obstacles  encountered." 

During  the  war  for  control  of  the  Roman  Empire,  Herod  had 
backed  Mark  Antony  and  Cleopatra.  After  their  defeat,  he  went 
to  Rome,  hat  (or,  more  literally,  crown)  in  hand  and  offered  his 
head,  "believing  that  you  will  wish  to  know  not  whose  friend, 
but  what  sort  of  friend,  I  have  been,"  Herod  said  in  his  own  de- 
fense. The  new  emperor  was  impressed  and  reinstalled  Herod, 
and  when  Herod  completed  his  city,  which  had  been  known  ac- 
cording to  its  ancient  name,  Straton's  Tower,  he  renamed  it  for  his 
patron,  Augustus  Caesar. 

The  harbor  grew  into  the  Mediterranean's  largest,  and 
Caesarea's  grid  of  streets  became  the  social,  economic  and 
cultural  center  and  also  the  administrative  capital  of  Roman 
Palestine,  where,  among  others,  Pontius  Pilate  kept  his  offices. 
Its  theater  held  20,000  spectators  and  its  hippodrome — where 
Herod  held  Olympic-like  competitions  and  invented  the  notion 
of  rewarding  second  and  third  place — sported  an  obelisk  of  rose 
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granite.  Imported  marble  covered  colonnades  and  palace  floors. 
An  aqueduct  carried  fresh  water  to  fill  the  city's  pools  and  irri- 
gate its  gardens. 

Caesarea  had  a  good  run  for  the  better  part  of  12  centuries, 
altered  and  ruled  by  successive  conquerors  until  neglect  put  an 
end  to  it.  For  seven  centuries,  sand  and  soil  covered  the  land, 
much  of  which  has  been  excavated  since  the  1970s.  The  sea  re- 
claimed Herod's  magnificent  harbor,  finally  becoming  a  font  of 
research  for  marine  archaeologists — and  a  fabulous  playground 
for  recreational  divers. 


east  to  Jerusalem,  taking  in  the  sights  on  the  western  side  along 
the  Jaffa  road  until  reaching  the  crenellated  walls  of  the  Old  City. 

Entering  through  Jaffa  Gate,  I  go  into  the  Tower  of  David 
Museum  and  climb  the  steps  of  a  reconstruction  of  Phasael's 
Tower,  another  project  of  Herod's,  which  he  named  for  his 
brother.  The  view  is  a  survey  of 200  of  the  most  disputed  acres  in 
the  history  of  humankind.  The  landmarks  are  densely  concen- 
trated, in  parts  almost  as  unreal  and  contrived  as  Epcot,  only 
people  take  it  seriously:  the  Al-Aqsa  Mosque,  the  marvelous 
golden  Dome  of  the  Rock,  the  Church  of  the  Redeemer.  In  the 
background,  the  Mount  of  Olives  wends  its  way  to  the  glinting 
panels  of  the  church  by  the  Gardens  of  Gethsemane.  Church 
bells  toll;  a  muezzin's  calls  ring  from  speakers. 

The  narrow,  za'atar- scented  passages  of  the  Old  City  are 
a  world  tour  of  religions  and  cul- 
tures. The  Christian  sects — Armen- 
ians, Ethiopians,  Egyptians,  Greeks, 
Syrians  and  every  other  Orthodox, 
Catholic  and  Protestant  affiliate — 
share  the  Christian  holy  sites  via 
an  almost  inscrutable  system.  A 
Muslim  Palestinian  family  has  held 
the  key  to  the  Church  of  the  Holy 
Sepulcher  for  800  years  because  the 
Christians  didn't  originally  trust  one 
another  to  be  sufficiently,  well,  Christian  about  managing  it.  But 
for  all  the  potential  to  become  a  roiling  cauldron,  the  city  is  calm 
and  peaceful,  and  even  touristy.  Vendors  rent  life-size  crucifixes 
for  Christians  to  drag  along  the  Stations  of  the  Via  Dolorosa,  the 
Path  of  Sorrows  to  Christ's  Cavalry. 

I  duck  out  of  Pythonesque  haggles  with  merchants  hawking 
religious  objects  and  jewelry,  chess  and  backgammon  sets,  cloth- 
ing, rugs  and  textiles,  everyday  items — the  sort  of  things  that  fu- 
ture archaeologists  might  turn  over  to  suppose  what  Jerusalem 
was  like  in  the  early  21st  century.  For  the  most  part,  it  all  flows, 
as  Herod  knew,  on  the  seas  of  commerce.  There  is  nothing  quite 
so  promising,  or  healing,  as  prosperity. 

Across  the  polished  stones  in  the  alleys  and  past  the  Arab 
Quarter,  the  Jewish  Quai  ter  opens  to  the  plaza  facing  the 
Western  Wall.  A  Moroa  an  bar  mitzvah  is  in  progress.  Men  clap 
and  sing.  Across  a  low  fc  men  ululate,  a  kind  of  joyful, 

eardrum-bracing  shriek,  i  people  here,  the  men  in 

black  gabardines  and  Ion-  .  .^.raflect  facing  the  wall. 

Here  again  my  though^  ' .  When  Jewish  settle- 


ment started  on  a  sizable  scale  in  the  1800s,  Jewish  Palestine, 
which  after  statehood  in  1948  became  Israel,  honored  ever)) 
king,  no  matter  how  inconsequential.  Herod,  arguably  the  great- 
est, was,  and  remains,  the  exception.  He  still  suffers  a  rap  foi 
being  brutal,  and  his  bona  fides  as  a  Jew — oh,  identity  politics!- 
rcmain  in  dispute.  (He  also  features  in  the  New  Testamenl 
for  his  involvement  at  the  time  of  the  birth  of  Jesus).  It's  trufl 
that  the  man  did  kill  his  sons,  but  times  were  cruel  and  so  were 
other  kings.  Herod's  reputation  likely  suffers  most  because, 
in  the  course  of  flattering  and  maneuvering  his  Roman  patrons, 
he  built  a  pagan  temple,  which  in  the  eyes  of  his  critics  defiled 
the  land. 

His  times  bore  similarities  to  our  own.  Rome  represented 
globalization.  It  saw  its  interests  threatened  by  the  East,  and 
Herod  exploited  his  land's  role  as  buffer,  gaining  Roman  sup- 
port for  his  projects.  Alongside  prosperity,  innovation  and 
knowledge,  powerful  divisions  arose  over  religious  and  political 
issues,  producing  a  tide  of  suicidal  extremism  that  would,  within 
70  years  of  Herod's  death,  result  in  total  wreckage.  Civil  war  and 
a  four-year  revolt  against  the  Romans  that  began  in  Caesarea 
ended  in  the  sacking  of  Jerusalem,  the  destruction  of  the  Second 
Temple,  exile  for  the  Jews  and  the  beginnings  of  Christianity. 

For  all  the  effort  to  minimize  Herod  now,  though,  he  has  stay- 
ing power.  This  past  May,  Herod  seemed  to  call  to  us  across  mil- 
lennia when  Hebrew  University  archaeologists  announced  thai 
they  had  perhaps  found  his  tomb. 

And  whether  or  not  that  turns  out  to  be 
true,  he  has  left  his  mark  here,  at  the  base  ol 
the  Second  Temple,  which  was  twice  the 
size  of  Solomon's  original  on  the  same  site. 
Jews  face  these  enormous  stacked  blocks, 
sprouting  juniper  between  the  cracks,  and 
say  prayers  at  the  holiest  site  in  Judaism. 

They  face  the  Wall,  the  retaining 
wall  of  the  Second  Temple,  that  is,  thai 
Herod  built. 

IF  HEROD  WOULD  RECOGNIZE  JERUSALEM 

easily  enough,  he  would  probably  admire  Tel  Aviv.  Like  a  mini- 
Manhattan,  with  a  beach,  and  like  Caesarea,  Tel  Aviv  sprang  up 
and  thrived  after  people  made  a  calculated  decision  to  build  it. 
The  hotel  district  is,  apart  from  a  great  beach  and  promenade,  a 
bit  shabby,  with  many  buildings  in  need  of  a  power-wash  and 
fresh  paint. The  city's  original  area  in  its  southern  sector,  though, 
has  been  gentrified  over  the  past  decade.  Grand  Bauhaus  build- 
ings have  been  restored,  and  neighborhoods  around  Sheinkin 
Street  and  Nahalat  Binyamin  are  packed  with  outdoor  cafes, 
shops,  markets  and  restaurants  that  vary  between  the  low  church 
of  falafel  and  schwarma  stands  and  the  high  church  of  gourmet 
eateries.  The  contrast  with  conservative  Jerusalem  couldn't  be 
more  stark.  One  place  makes  you  wonder  about  your  rewards  in 
the  next  life;  the  other  if  you've  been  enjoying  this  one  enough. 
Certainly  the  Tel  Avivis  seem  to  be  having  a  good  time. 

Colored-glass  high-rises  mark  a  booming  business  and 
financial  scene.  Intel,  Microsoft,  Hewlett-Packard  and  numer- 
ous other  information  and  biotech  companies  have  at  least  a 


behold  in  Israel — and  certainly  a  number  of  Israeli  companies 
re  thriving  out  in  the  world.  An  item  in  the  Jerusalem  Report 
fiotes  that  Donald  Trump  is  one  of  the  investors  who  bought  the 
ild  Elite  Chocolate  Factory,  which  is  to  be  torn  down  in  favor  of 
ret  another  high-rise  across  from  the  Tel  Aviv  Stock  Exchange. 
;^.s  one  who  used  to  live  up  the  road  and  enjoyed  the  chocolaty 
'.romas,I  greet  the  information  with  mixed  feelings. 

But  the  news  creating  a  buzz  during  my  visit  was  the  arrival 
t>f  another  figure  of  Herodian  heft  diving  headlong  into  the  scene 
^ith  a  $4-billion  purchase  of  a  local  company — an  eye-popping 
iigure  for  Israelis. 

"This  is  the  first  time  this  fellow  has  bought 
!  company  outside  of  America,"  a  friend  says. 
I  "So  I  hear,"  I  say. 

"An  American  Jew,"  he  adds. 

"He's  not  Jewish, "I  say. 

"I  heard  he  was." 

"Warren  Buffett,'T  tell  him,  "is  from  Omaha, 
Nebraska."  Until  a  recent  trip  to  Omaha,  the 
l>nly  person  I  ever  knew  from  there  was  Jewish, 
;iut  I  leave  it  to  geographical  stereotypes  to  make 
jny  argument. 

It  occurs  to  me  again  that  Tel  Aviv  is  the  mod- 
|  rn-day  Caesarea — the  chic  and  profane  counter- 
weight to  Jerusalem's  aspirations  to  holiness. 


In  the  end,  I  wind  up  in  the  chopper.  It  beats  the  air  over  vari- 
colored fields  of  produce  and  crops  and  follows  the  seam  where 
the  beach  knits  land  to  sea  until  Caesarea  comes  into  view.  From 
1,500  feet  above,  you  see  its  orderly  layout,  the  round  theater,  the 
hippodrome,  the  enclosed  area  within  the  excavated  Crusader 
walls,  and  the  long  ridge  of  the  aqueduct  and  the  low  white 
dunes  of  its  nature  preserves.  But  the  precious  view,  just  as  the 
diver  who  suggested  this  hour-long,  $800  jaunt  predicted,  is  the 
dark  outline  of  the  harbor,  a  deep,  dark  trace  that  arches  out  from 
the  shoreline.  On  its  northern  flank,  you  can  still  see  the  narrow 
opening  where  vessels  would  enter  to  disgorge  cargo. 

Then  the  chopper  turns  and  heads  back  along  the 
shore.  The  eye  is  drawn  to  the  landmarks,  a  panorama 
of  antiquity  and  modernity,  fertile  plains,  villages  and 
highways,  and  the  expanding  skyline  of  cities.  On  the 
other  side  is  the  sea,  this  rich  field  of  water  that 
contains  so  much  of  the  land's  past — and  perhaps,  too, 
some  of  its  future.  • 

El  Al  (www.elal.com)  and  Continental  (www.continen 
tal.  com )  offer  nonstop  flights from  the  U.  S.  Lufthansa  offers 
connections  through  Europe  (www.lufthai7sa.com).  Dan 
Caesarea  is  the  area's  top-rated  hotel,  www.danhotels- 
israel.com.  The  Old  Caesarea  Diving  Center:  011-972- 
4-626-5S98.  For  more  information,  www.goisrael.com. 
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The  Southport  30  may  draw  its  lines  from 
working  lobster  boats,  but  these  picnic  cruisers 

haul  a  full  catch  of  coastal  comforts. 


By  Matthew  Stevenson 


Sunrise  cruise; 
the  Southport 
30  "Eagles'  Wings" 
on  Maine's 
Boothbay  Harbor 


HAVING  MARRIED 
INTO  A  LARGE 
MAINE  FAMILY 

whose  idea  of  summer  vacation  is  kitchen  chatter,  I  have  spent 
more  than  a  few  August  days  searching  for  fresh  air.  Generally 
this  involves  either  messing  around  on  bikes  or  in  boats,  although 
sometimes  I  combine  the  two  pleasures  and  spend  my  days  bik- 
ing between  Maine  boatyards. 

Over  the  course  of  many  vacations,  I  have  traveled  between 
the  inlets,  coves  and  bays  that  stretch  from  Eastport  (on  the 
Canadian  border,  across  from  FDR's  beloved  Campobello)  south 
to  Kennebunkport  (where,  on  its  own  point,  the  Bush  summer 
house  appears  to  be  floating  at  sea).  Along  the  way,  I  have  visited 
many  boatbuilders,  much  the  way  travelers  in  France  stop  for 
meals  and  wine. 

In  Searsport,  for  example,  I  found  the  handiwork  of  the  famed 
Nathanael  Herreshoff,  the  so-called  "Wizard  of  Bristol,"  who 
from  the  1870s  to  1930s  built  elegant  boats  and  racing  yachts 
near  Newport,  Rhode  Island.  On  the  picture-perfect  waterfront 
in  Friendship,  I  gazed  out  over  the  harbor  for  the  distinctive  top- 
sail and  bowsprit  that  characterize  the  lobster  sloops  of  the  same 
name.  In  Brooklin,  I  clambered  around  the  graceful  hulls  de- 
signed and  built  by  Joel  White  (the  son  of  New  Yorkerwnttr  E.B. 
White),  who  decades  ago  updated  and  revived  many  classical 
boat  designs,  including  those  of  Herreshoff. 

More  recently,  on  Southport  Island,  just  south  of  Boothbay 
Harbor,  I  came  across  the  boatyard  of  Douglas  Goldhirsch,  who 
builds  coastal  cruisers  based  on  the  lines  of  traditional  lobster 
boats.  As  they  say  in  Maine,  Goldhirsch  is  "from  away,"  a  New 
Yorker  who  earned  his  degree  in  naval  architecture  at  Long 
Island's  Webb  Institute.  After  ten  years  as  an  instructor  tor  sur- 
vivalists  at  Outward  Bound,  he  "swallowed  the  anchor"  (came 
ashore)  in  2000  and  bought  Southport  Island  Marine,  in  part  to 
keep  classic  boat  design  alive.  The  company's  motto:  LIFE'S  TOO 
SHORT  TO  OWN  AN  UGLY  BOAT. 

Goldhirsch's  flagship  is  the  Southport  30,  a  variation  on  a 
1950s  lobster  boat  designed  by  Everett  Barlow  (which,  itself,  is  a 
variation  on  the  circa  1900  Friendship  sloop). The  so-called  tum- 
blehome  transom  (for  landlubbers,  that's  a  rounded  stern)  and 
tapered,  sweeping  lines  give  the  otherwise  square  boat  the  grace 
of  a  waterborne  roadster.  The  Southport  30  comes  either  as  a 
Bass  Boat  with  a  soft  top  (as  would  be  perfect  on  an  Italian  lake) 
or  as  a  hard  top  (with  the  more  traditional  lobster  boat  wheel- 
house).  Either  boat  is  ideal  to  take  grandchildren  to  explore  off- 
shore islands  or  friends  into  the  harbor  for  dinner. 

Goldhirsch  says  that  the  Southport  30  appeals  to  boat  own- 
ers with  "a  sailor's  aesthetic."  By  employing  a  V-drive  transmis- 
sion, he  was  able  to  move  the  engine  aft  and  keep  power  train 
noise  to  a  minimum.  Although  the  Southport  30  can  cruise  at  20 
knots,  it  is  not  a  "go-fast"  boat  that  planes  across  the  waves. 
Rather,  its  traditional  (semi-displacement)  hull  cuts  through 
poundinu  swells,  such  as  those  that  roll  into  waters  like  Casco 
Bay.  No  maftei  he  weather  Goldhirsch  says  proudly,  "It's  bullet- 


proof safe.  It'll  get  you  home." 

Sixteen  such  boats  have  been  handbuilt  to  date;  all  were  turned 
out  to  the  owner's  specific  requirements.  (The  Southport  30  has 
two  berths,  but  also  go  for  the  teak  trim  and  shelves  for  a  ship's 
library;  all  boats  need  books.)  "Our  buyers  have  been  successful 
in  their  careers,"  Goldhirsch  points  out.  "They  want  something 
safe  and  elegant,  something  that  turns  heads  at  the  dock,  but 
also  a  boat  that  they  can  handle  on  their  own,  without  the  hassle 
of  a  crew."  Some  owners  use  them  as  "camp  cruisers,"  spending 
days  exploring  the  New  England  coastline  and  then  nights  at 
cozy  harborside  inns. 

In  addition  to  its  lobster  cruisers,  Southport  Island  Marine  is 
also  bringing  back  an  elegant  21 -foot  motor  skiff  known  as 
Handy  Billy.  Its  original  designer,  the  Boston  naval  architect 
William  Hand,  conceived  the  runabout  in  the  early  20th  century 
for  the  hard  chop  of  Cape  Cod's  Buzzards  Bay.  Later  an  old- 
school  Canadian  boatbuilder,  Harry  Bryan,  updated  Handy 
Billy,  a  version  of  which  Goldhirsch  is  now  producing.  "It's  more 
a  touring  car  than  a  powerboat,"  he  says.  "It's  very  seaworthy, 
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with  proud  lines,  as  you  might  see  on  a  traditional  Maine  dory." 

Because  the  outboard  engine  is  enclosed,  Handy  Billy  (orfi- 
:ially  Southport  HB-21)  brings  serenity  to  the  water  rarely  found 
with  a  powerboat.  "It's  so  quiet  you  will  think  you  are  sailing," 
Goldhirsch  boasts.  A  stretch,  26-foot  version  is  in  the  works,  and 
its  prototype  looks  elegant  enough  to  take  Italian  movie  stars 
ilong  the  Grand  Canal. 

Goldhirsch  grew  up  in  Great  Neck,  New  York,  where  he 
dreamed  about  the  boat  designs  of  Herreshoff,  John  G.  Alden 
ind  Wilton  Crosby.  But  in  his  sensibility  he  may  most  resemble 
Herreshoff's  son,  Francis,  who  lived  and  designed  boats  in 
Marblehead,  Massachusetts. 

Interestingly,  as  Nathanael's  fourth  son,  Francis  was  packed 
aff  to  agricultural  school  to  learn  how  to  run  the  family  farm. 
Happily  for  boat  lovers,  he  quit  farming  after  ten  years.  In  1956, 
Francis  published  The  Compleat  Cruiser,  a  meditation  on  classic 
boats  and  cruising  New  England  waters.  He  writes:  "I  would 
just  as  strongly  suggest  simplicity  in  cruising,  for  I  feel  that  the 
average  small  cruiser  of  50  to  60  years  ago  is  capable  of  giving 


more  pleasure  for  the  cost  than  the  usual  boat  of  today."  He  re- 
tained his  father's  eye  for  the  source  of  pleasure  in  boat  design: 
"When  an  object  is  nicely  proportioned  and  has  retained  some 
well-proven  ancient  quality,  it  is  romantic  looking." 

If  I  have  learned  anything  from  my  coastal  bike-and-boat 
wanderings  (beyond  knowing  that  I  will  get  home  to  a  lovely 
dinner),  it  is  that  Maine  builders  remain  faithful  to  the  past,  with 
good  reason.  Writing  in  the  1960s,  the  founder  of  the  Friendship 
Sloop  Society,  Bernard  MacKenzie,  expressed  perplexity  as  to 
why  so  many  people  on  so  many  docks  wanted  a  look  at  his  boat. 
"Finally,"  he  writes,  "I  realized  they  were  in  pursuit  of  a  legend; 
the  precious  intangible  commodity  of  the  distant  past  that 
this  vintage  craft  symbolized."  Of  course,  they  might  also  have 
just  been  looking  for  lobster.  • 

The  Southport  30  ranges  in  price  from  $220,000  to  $320,000, 
depending  on  options  and  upgrades.  Handy  Billy-21  ranges  from 
$35,000  to  $50,000.  (207)  633-6009,  www. southportisland 
marine.com. 
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Big,  bold  and  well- 
balanced,  these  oversized 
barbecuing  tools  from 

are  a  pleasure 
to  hold.  Made  of  forged 
stainless  steel  and 
finished  with  rich,  polished 
walnut  handles,  they 
are  also  functionally 
tough.  Boxed  set  of  tongs, 
grilling  fork  and  spatula, 
$100.  (888)  MY  OUTSET, 
www.  outsetinc.  com. 


Opposite:  It's  smokin'  (with 
an  integrated  wood-fire 
smoking  drawer),  rockin' 
(with  a  composite-stone 
baking  surface) 
and  it  brings  the  heat: 
30,000  BTUs'  worth. 


amiess  steel  < 
lid  (for  reflects 
heat),  one  fine- 
piece  of  machlr 
rest  on  a 
or  its  own  up; 
tible.  $3,9- 
K.)!3mazoo  0 
Gourmet  (80; 
'.kalamazoc, 


is  also. 


UiMiTil 


When  we  stand  over  our  grills,  adjusting  the  fire  to  fit  the  food,  we  stand  on  the  shoulders  of  giants, 
even  if  some  of  them  didn't  share  their  protruding  browridges  with  modern  humans.  We  step  into  that 
great  continuum  of  mankind  that  has  triumphed  over  grease  flare-ups,  cheap  margarita  mix  and  wives 
who  wouldn't  believe  that  the  grill  would  clean  itself  if  you  just  left  the  fire  alone.  Now,  120,000  years 
along  in  our  evolution,  we  have  arrived  at  a  time-summer,  2007-when  a  person  can  bake  the  pizza  of 
his  dreams,  the  pizza  he  damn  well  deserves,  right  in  his  own  backyard.  And  all  the  while  surrounding 
himself  with  new  tools,  comforts  and  accoutrements  that  elevate  his  home  playing  field,  recarve  his 
personal  foothold  in  the  wild  and,  frankly,  shine  a  flattering  light  on  the  whole  notion  of  human  progress. 


cutting  board  is  harder 
than  maple,  fine-sanded 
to  a  silky  finish  and 
set  with  alternating  light 
(natural)  and  dark  (naturally 
caramelized)  pieces. 

knife  from 

feaures  an 
economically  superior  grip, 
but  who  cares?  The  thing 
looks  like  it's  about  to  go 
supersonic  just  sitting  on  a 
plate.  Samoa  Cutting  Board, 
$40,  from  Totally  Bamboo, 
www.  totallybamboo.  com. 
Chroma  Cutlery  "Type  301," 
$850  for  a  set  of  eight, 
at  Porsche  Design  Store 
New  York,  (800)  521-5152, 
www.porsche-design.com. 

Opposite: 

from 

New  York's  Museum 
of  Modern  Art  have  a  bonus 
feature:  The  tumblers'  six 
unique  designs  mean  you 
can — early  in  the  evening, 
anyway — remember  which 
one  is  yours.  $98  for 
the  set,  at  the  MoMAstore, 
www.  momastore.  org. 
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ventil 


is  so  cool  it's 
ventilated;  a  small  miracle 
(though  at  102  inches 
wide,  not  so  small) 
of  apparent  tumbleweed 
lightness  and  actual 
heavyweight  durability. 
Synthetic  Hularo  fibers— 
easy-cleaning,  stain-  and 
UV  damage-resistant — over 
a  powder-coated  steel 
frame  give  this  couch  the 
look  of  a  primitive  piece 
from  some  impossibly 
hip  lost  cafe  society. 
$4,900.  (800)  245-2687, 
www.janusetcie.  com. 


0  COOL  IT'S  VENTILATED 


Behind  Every  Well-Dressed  Man 
Is  a  Woman  of  Taste 

As  Hermes  prepares  to  unveil  its  new  store  across  from  the  New  York  Stock  Exchange, 

the  company's  menswear  director,  Veronique  Nichanian,  talks  about  the  legacy 
behind  those  famous  orange  boxes  and  the  childhood  passion  that  still  inspires  her. 

By  Mark  Grischke 


As  a  girl  growing  up  in  Paris,  Veronique  Nichanian  was 
obsessed  with  fabric.  "I  lived  in  a  neighborhood  with 
shops  that  sold  cloth.  Every  Saturday,  I  went  out  and 
bought  fabric.  Finally,  my  mother  had  to  say,  'Enough' when  I 
came  home  again  with  arms  full  of  material."  As  she  talks  about 
fabric — cashmere,  vicuna,  un  tres  beau  whipcord — her  eyes  light 
up.  Actually,  her  eyes  are  often  alight,  and  her  hands  are  in  mo- 
tion, as  she  describes  designing  for  the  Hermes  man. 

"There's  not  one  Hermes  man,  there  are  many,"  she  explains. 
"From  18  to  80  years  old.  It's  a  question  of  style,  not  fashion.  At 
Hermes,  there's  not  a  feeling  of  consumption,  but  of  choice.  I 
want  to  define  contemporary  elegance — a  wardrobe  of  things 
that  are  sober  and  chic,  yet  comfortable." 

After  studying  women's  fashion  design  at  the  Chambre 
Syndicate  de  la  Haute  Couture,  Nichanian  went  to  work  as  Nino 
Cerruti's  assistant.  She  thought  of  it  as  a  detour,  but  one  year 
turned  into  11.  Cerruti  immersed  her  in  the  menswear  market, 
and  the  longer  she  stayed,  the  more  she  enjoyed  it.  Her  childhood 
love  of  fabric  informed  everything  she  did,  from  meeting  with 
textile  manufacturers  to  designing  collections.  So  she  was  well- 
prepared — if  a  bit  surprised — when  Jean-Louis  Dumas-Hermes 
telephoned  one  day,  out  of  the  blue,  and  offered  her  carte  blanche 
to  oversee  his  company's  slumbering  men's  business. 

In  the  18  years  since,  Nichanian's  task  at  Hermes  has  been  to 
reinterpret  the  classics.  Each  collection  evolves  from  the  last,  so 
a  man  can  always  find  a  sweater  or  topcoat  that  works  with  his 
wardrobe.  Inspiration  begins  with  quality  materials,  from  soft 
leathers  and  colorful  silks  to  "must-have" gray  flannels.  Artisanal 
traditions  keep  her  excited:  Hermes  encourages — even  insists 
on — perfection.  "We  don't  go  looking  for  where  we  can  make  or 
buy  things  cheaper,  we  go  looking  for  the  best."  And  the  com- 
pany's 170-year  history  of  making  luxury  goods  for  equestrians, 
motorists  and  sophisticated  travelers  of  all  sorts  offers  Nichanian 
plenty  of  ideas.  The  19th-century  office  of  Emile-Maurice 
Hermes  is  maintained  a~  a  private  museum  overflowing  with 
horsey  totems:  Japanes  nirrups,  English  riding  habits,  a 
Portuguese  pony  cart  lin  n  vanilla  suede.  There's  also  an 
archive  of  Hermes  products,     itch  Nichanian  often  visits.  She 


doesn't  call  herself  a  fashion  designer — she  says,  simply,  that  sh< 
makes  men's  clothes.  Of  course,  she  has  at  hand  a  small  arm] 
of  craftspeople  to  help  realize  her  vision,  from  artisans  in  th< 
Special  Order  workshop  (just  down  the  hall  from  her  office  ir 
the  Faubourg  St.-Honore  building)  to  custom  shirt  makers  in  ar 
atelier  near  the  Bastille.  Suits  and  knitwear  are  made  in  Italy 
silks  are  printed  in  Lyon.  And  if  something  isn't  done  right 
Hermes  allows  her  the  time — and  money — to  rework  it.  "If  it' 
not  perfect,"  she  says  with  a  smile,  "we  start  over." 

So  what  will  men  find  in  the  new  Rena  Dumas-designec 
store,  set  to  open  June  21  at  15  Broad  Street  in  New  York  City: 
Nichanian  is  particularly  pleased  that  it  will  offer  almost  as  mucl 
menswear  as  the  Paris  flagship,  from  dressy  sportswear  to  limited- 
edition  watches — and,  of  course,  those  collectible  ties.  There  wil 
also  be  departments  for  made-to-order  suits,  custom  shirts  anc 
special  home  products.  And  what  kind  of  advice  does  this  keen- 
eyed  Frenchwoman  have  for  the  Wall  Street  man?  She's  a  big  pro- 
ponent of  self-expression,  within  a  "masculine  code."  That  is,  weai 
the  requisite  elements,  but  make  the  look  your  own.  As  Nichaniar 
puts  it,  "The  personality  of  each  man  is  very  important.  Don't  be 

afraid  to  make  a 'mistake.' On  a  flight  once,  a    _      ,       ,  .. 

6  From  left:  a  fall 

man  came  on  the  plane  wearing  many  things    >Q7  runway  look; 

from  my  collections,  mixed  in  a  way  that  was  swatches  and 

very  nice.  That's  what  I  love.  I  knew  all  of  yarn!  an  artisan 

those  clothes,  but  he'd  put  them  together  in  a  special  Order 

way  that  told  his  own  story.  Believe  in  yourself,  atelier;  Nichaniar 

be  yourself.  Too  perfect  is  boring!"  •  at  her  desk 
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MIXEDMEDIA 

Finding  the  forgotten  Lincoln  The  Incas'  last  stand  Rock  songs  rejiggered  America's  Cup  online  Short  films  of  the  Oscar 


CORE  MEMORY, 
photographs  by  Mark 
Richards;  Chronicle;  $35 

It's  almost  laughable  to  think 
that  40  years  ago,  a  computer 
with  64K  of  memory  could  cost 
more  than  $1  million.  Even  so, 
we'd  be  nowhere  without  those 
dinosaurs — their  punch  cards, 
vacuum  tubes 
and  magnetic 
tape  drives  paved 
the  way  for  the 
PCs  of  today. 
Core  Memory, 
collection  of 
:ously 


detailed  photographs  taken  at  the 
Computer  History  Museum  in  Mountain 
View,  California,  pays  homage  to  the 
proto-computers  of  the  1940s,  '50s, 
'60s  and  '70s — not  only  as  onetime 
technical  marvels,  but  also  as  fetching, 
highly  collectible  objets  d'art. 
—THOMAS  JACKSON 

LAND  OF  LINCOLN, 

by  Andrew  Ferguson; 
Atlantic  Monthly  Press;  $24 

If  you're  the  sort  of  reader  who  judges  a 
book  by  its  opening  lines,  you  won't 
find  anything  more  promising  than  the 
overture  to  ForbesLife  contributing  editor 
Andrew  Ferguson's  funny  and  fascinating 


new  study,  Land  of  Lincoln.  "More  books 
have  been  written  about  Abraham  Lincoln 
than  about  any  other  American — nearly 
14,000  in  all— and  at  least  half  of  those 
books  begin  by  saying  that  more  books 
have  been  written  about  Abraham  Lincoln! 
than  any  other  American.  This  book,  you' I 
notice,  is  one  of  them."  Ferguson  appears 
to  have  read  a  good  number  of  those 
14,000  before  coming  to  realize  that 
Lincoln,  and  his  place  in  the  American 
story,  has  been  obscured  behind  "scrims  o 
scholarly  interpretation."  What's  more, 
135  years  after  John  Wilkes  Booth  busted 
a  cap  in  the  16th  president,  Honest 
Abe  has  been  hijacked  for  every  possible 
ideological  purpose,  from  pushing 
political  baloney  to  selling  shoe  polish  to 
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ONE  OF  OUR  OWN  ^ 
THE  HEADMASTER  RITUAL, 
by  Taylor  Antrim; 
Houghton  Mifflin;  $14  i 


All  is  not  well  at  the  exclusive  Britton  School, 
though  precisely  what  is  fueling  the  tension — 
beyond  the  usual  teenage  hormone  riots  and  adult 
loneliness  endemic  to  boarding-school  communities — seems  to  hover  just  out 
of  sight.  We  experience  the  leafy,  not  to  say  shady,  institution  and  its  aggressively 
off-kilter  headmaster  through  the  eyes  of  Dyer,  a  new  teacher,  and  James,  a  student 
(and  the  headmaster's  son),  as  events  begin  to  build  and  magnify  beyond  the 
hothouse  life  of  the  school  itself.  ForbesLife  associate  editor  Taylor  Antrim  makes  his 
authorial  debut  with  this  unsettling  novel,  whose  real  subject  may  be 
the  notion  that  our  adolescence  begins  when  we  learn  that 
adults  keep  secrets  about  themselves  from  us,  and  ends  when 
we  understand  that  they  keep  secrets  about  themselves 
from  themselves,  too.  A  graduate  of  Andover,  Antrim  knows 
the  prep  school  geography  intimately.  He  didn't  even  have  to 
invent  such  pungent  dorm-life  details  as  "lacquering"  (it 
involves  filling  a  victim's  humidifier  with  urine)  or  "hanging 
brain"  (you  don't  want  to  know).  He  gives  this  claustrophobic 
world  room  to  breathe,  and  to  spark  a  chain  of  events  that — 
believe  me — you  won't  see  coming.— RICHARD  NALLEY 


.AND  OF 
JNCOLN 


ANDREW  FERGUSON 


promoting  motivational 
workshops.  There  are 
so  many  interpretations 
of  the  Lincoln  legacy 
that,  as  one  museum 
official  tells  the  author, 
"...I  can  give  [Lincoln] 
to  you  any  way  you  want, 
)ld  or  hot,  jazz  or  classical.  I  can  give 
>u  scandalous  Lincoln,  conservative 
ncoln,  liberal  Lincoln,  racist  Lincoln 
'er  easy  or  Lincoln  scrambled."  A 
:elong  Lincoln  buff  and  Washington 
)litical  reporter,  Ferguson  sets  out  to  find 
ie  forgotten  Abe,  a  trip  that  takes  him  on 
captivating  cross-country  quest.  He 
tends  the  opening  of  a  Disney-inspired 
ncoln  theme  museum,  visits  a  wealthy 
everly  Hills  widow  with  a  thing  for 
ncoln  memorabilia.  He  sits  in  on  a 
)nvention  of  Lincoln  presenters  (not 
impersonators,"  please),  and  dragoons 
s  own  exasperated  family  for  a  rollicking 
v  trip  to  retrace  the  defunct  Lincoln  trail 


through  Indiana,  Illinois  and  Kentucky. 
Tagging  along  on  the  journey  into 
Ferguson's  Land  of  Lincoln  is  like  taking 
an  American  history  course  with  the 
coolest  professor  on  campus.  His  gift  is  a 
hilarious  sense  of  the  absurd,  but  he's 
often  able  to  draw  poignancy  and  meaning 
from  the  absurdity.  And  what  a  wicked  eye 
for  detail.  Describing  Mount  Rushmore, 
for  example,  Ferguson  writes,  "...George, 
Thomas,  Theodore,  and  Abraham, 
snuggling  cheek  to  cheek  like  a  group  of 
high  schoolers  in  a  photo  booth."  You'll 
enjoy  this  trip,  honest. —PATRICK  COOKE 

THE  LAST  DAYS  OF  THE  INCAS, 
by  Kim  MacQuarrie; 
Simon  &  Schuster;  $30 

Trekking  through  the  Peruvian  jungle  in 
the  summer  of  1911,  a  young  Yale 
professor  named  Hiram  Bingham  found 
the  lost  city  of  Vilcabamba,  legendary  last 
capital  of  the  Inca  empire.  Looking  at  the 


crude  stone  dwellings,  he  was  not 
impressed.  Less  than  a  month  earlier, 
Bingham  had  discovered  Machu  Picchu, 
a  glorious  mountain-peak  resort  of 
immaculately  cut  rock  befitting  the  pride 
and  splendor  of  an  Inca  emperor.  For  the 
rest  of  his  life,  Bingham  insisted,  and 
most  people  believed,  that  Machu  Picchu 
was  Vilcabamba.  Given  the  staggering 
15th-  and  16th-century  accomplishments 
of  the  Inca  people,  thoroughly  and 
entertainingly  recounted  by  Emmy- 
winning  documentarian  Kim  MacQuarrie, 
Bingham's  error  is  understandable.  In  a 
mere  90  years,  Inca  emperors  had  built  a 
nation  2,500  miles  long,  forcefully 
organizing  ten  million  people  into  an 
agrarian  economy  rich  enough  to  feed  and 
clothe  everyone  and  to  adorn  the  elite  in 
silver  and  gold.  Yet  on  November  16, 
1532,  a  band  of  Spanish  ruffians,  led  by 
veteran  conquistador  Francisco  Pizarro, 
managed  to  seize  the  nation  for 
themselves — in  the  name  of  their  king 
and  pope — by  kidnapping  the  emperor 
and  slaughtering  his  retinue.  "In  less 
than  two  hours,  the  Inca  Empire  had 
been  beheaded,"  writes  MacQuarrie,  "as 
neatly  as  one  would  sever  the  head  of  a 
llama  or  guinea  pig."  While  the  Spanish 
consolidated  their  holdings,  ensconced  in 
the  old  Inca  capital  of  Cuzco,  a  small 
segment  of  the  Inca  population  continued 
to  fight  the  colonists  from  Vilcabamba 
for  another  four  decades.  MacQuarrie 
excels  in  his  depiction  of  this  guerrilla 
war,  giving  the  lost 
city  the  honor  it  deserves. 
Bingham's  folly  was  to 
assume  that  Vilcabamba 
would  be  distinguished 
by  fine  architecture. 
The  distinction  of  the  last 
Inca  emperors  was 
in  their  noble  struggle. 

— JONATHON  KEATS 


K  1  M   M  A  C  Q.I'  HUE 

THE 


the  bad  plus  prog 


^r^]  The  idea  of  an  acoustic  jazz  trio  covering  rock  and 

pop  tunes  feels  like  a  sneaky  ploy  to  attract  young  listeners  to  a  crusty  old-people's  genre. 
Nonetheless,  The  Bad  Plus  has  been  doing  just  that  with  impunity  for  some  time  now,  eschewing 
proper  standards  like  "Take  the  A  Train"  and  "In  a  Sentimental  Mood"  in  favor  of  Nirvana's 
"Smells  Like  Teen  Spirit,"  Blondie's  "Heart  of  Glass"  and  Black  Sabbath's  "Iron  Man."  Its 
latest  release,  Prog,  features  a  stirring  reinterpretation  of  David  Bowie's  "Life  on  Mars"  and, 

O with  more  than  a  dash  of  irony,  Rush's  "Tom  Sawyer."  But  the  LP's  highlight  is  a  onetime 
hit  we  haven't  heard — thankfully — since  1986  or  so:  Tears  for  Fears's  "Everybody  Wants  to 
Rule  the  World."  In  the  hands  of  The  Bad  Plus,  the  song  transcends  synth  pop,  evolving  into  something 
with  the  tonal  complexity  and  emotional  nuance  you'd  expect  from,  say,  "My  Funny  Valentine."  — TJ 
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Matt  Berninger,  singer  for  the  Brooklyn-by-way-of- 
Cincinnati  band  The  National,  has  the  rich,  expressive  voice  of  a  Leonard  Cohen  or  a  Neil  Diamond,  a  classic 
balladeer's  baritone  that  can  push  backing  musicians  out  of  the  spotlight.  It  was  his  voice  and  his  wayward- 
love  lyrics  that  made  the  strongest  impressions  on  The  National's  first  two  lovely,  if  downbeat,  albums. 
Then  came  2005's  acclaimed  Alligator  and  its  fuller,  more  enveloping  pop  sound.  The  songs  on  the  band's 
newest,  Boxer,  are  even  more  complex  and  detailed.  Take  the  echoing  New-Wavey  guitar  on  "Mistaken  for 
Strangers,"  or  the  sinuous  blend  of  a  dance  beat  and  strings  on  "Cauldron."  There  are  simple  moments,  too,  like  the  stripped-bare 
ballad  "Racing  Like  a  Pro,"  with  an  arrangement  that  mostly  stays  out  of  Berninger's  way.  But  the  finest  tracks,  like  "Fake  Empire," 
show  the  band  holding  its  own,  layering  piano  over  bass  over  syncopated  drums  over  a  stirring  coda  of  horns. — TAYLOR  ANTRIM 


» 


DAYS  OF  GLORY; 
Genius  Products;  $30 


J2 

SHHBH    From  The  Longest  Day  to 

VbP    Saving  Private  Ryan,  movies 
have  paid  rich  and  fairly 
thorough  homage  to  World  War 
II;  still,  the  French  combat 
drama  Days  of  Glory  has  a 
new  story  to  tell.  In 
1943,  130,000  infantry 
troops  from  Algeria, 
Morocco  and  Tunisia 
enlisted  under  the  tricolor 
to  help  France  eject 
the  occupying  Germans. 
Director  Rachid 
Bouchareb  (a  Frenchman  of  Algerian 
descent)  depicts  one  such  battalion  as 
they  charge  German  positions  from  Italy 
all  the  way  to  Alsace.  These  men  show 
the  patriotic  nerve  of  the  native-born, 
but  to  their  French  commanders,  they're 


cannon  fodder,  indigenes  (a  slur,  and  also 
the  movie's  more  pointed  French  title) 
who  don't  deserve  the  privileges — 
promotions,  timely  leave,  fresh  rations — 
of  "true"  citizens.  Days  of  Glory  leans  on 
familiar  war-flick  tropes:  an  exacting 
sergeant,  band-of-brothers  camaraderie,  a 
thwarted  romance  with  a  village  girl.  But 
the  natural,  deeply  felt  performances  of 
the  four  leads,  all  of  North  African  descent 
and  collective  winners  for  best  male 
performance  at  Cannes  last  year,  give  the 
movie  its  humanity  and  lend  force  to  its 
quiet  outrage.  To  see  them  buck  each 
other  up  with  cries  of  "Vive  la  France!"  is 
to  wish  the  country  they  were  liberating 
had  been  appreciative  of  their  heroism. 
The  French  government  froze  indigenes 
veterans'  pensions  in  1959,  and  though  a 
2002  law  was  passed  to  make  restitution, 
the  money  only  started  flowing  after 
Jacques  Chirac  saw  this  film.  Perhaps  it 
was  the  last-stand  shoot-out  in  an 
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WWW.AMERICASCUPANYWHERE.COM:  ALCATEL-LUCENT; 

Sports  fans  know  the  best  way  to  watch  the  game:  a  crisp  summer  night  at 
Fenway;  a  local  bar  for  World  Cup  coverage;  the  comfort  of  your  couch  for  hi-def 
football  on  the  flat-screen.  It's  a  little  trickier  for  sailing  enthusiasts,  especially 
when  it  comes  to  the  America's  Cup.  Until  now,  you  could  either  haul  it  to 
Valencia  and  watch  from  the  sidelines  or  catch  the  event  on  cable  and  try  to 
figure  out  which  yacht  is  ahead  in  the  crisscrossing  three-mile  course.  This 

season,  AmericasCupAnywhere's  Live  Sailing  brings  the  races 
to  you,  offering  refined  3-D  animation  for  your  Mac,  PC  or 
mobile  phone  with  the  help  of  GPS  devices  on  each  yacht 
that  register  their  position,  speed  and  heading.  Watching  live, 
you'll  know  more  than  the  crew  members  themselves  with 
the  help  of  weather  buoys  dotted  throughout  the  two 
racecourses.  Advantage  markers  take  the  guesswork  out  of 
who's  leading;  and  you  can  easily  manipulate  the  "camera" 
or  on-the-water  view.  Watching  archived  races  at  your  leisure  (a 
'ou  acc    ■  for  the  entire  2007  season,  which  runs  until  early  July)  is 
ong  nail-biter  between  BMW  Oracle  Racing  and  Emirates 
D-minute  battle  royale.  — STEPHANIE  COOPERMAN 


Alsatian  village  that  inspired  him  to  do 
the  right  thing:  It's  as  exquisitely  filmed 
and  gripping  a  depiction  of  selfless 
valor  as  any  put  to  film.  — TA 


SHORT  FILMS; 

Magnolia;  $30 


subscription  bu 
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As  fans  of  IFC  and  the 
Sundance  Channel 
know,  many  of  the  film: 
that  set  a  hook  in  your 
brain  the  fastest  are 
also  the  briefest,  the  cinematic  equivalent 
of  short  stories  that  trigger  a  whole  world 
into  operation  in  the  time  it  takes  you  to 
microwave  a  pouch  of  Newman's  Own 
popcorn.  This  collection  offers  seven  of 
the  nominated  shorts  from  the  2006 
Academy  Awards,  plus  six  bonus  films.  The 
live-action  Oscar  winner,  West  Bank  Story 
is  a  Gaza  Strip  take-off  of  West  Side 
Story,  the  Jets  and  Sharks  in  this  tale  the 
employees  of  rival  fast-food  outlets  Koshe 
King  and  Hummus  Hut.  It  is  worth  viewin 
several  times  if  only  to  catch  all  the 
clever  lyrics  (it  may  be  the  only  time  you'l 
ever  hear  "garbanzo  bean"  rhymed  with 
"Pales-teen").  The  animation  winner,  The 
Danish  Poet,  is  a  sweet-natured,  achingly 
tedious  modern  fable  that  makes  you 
wonder  how  interest-free  the  rest  of  the 
field  must  have  been.  No  matter,  the  DVD 
has  plenty  of  gems  on  offer,  including  the 
gorgeously  shot  Binta  &  the  Great  Idea, 
about  small-town  Africans  coming  to 
terms  with  fantasies  of  Europe  and  their 
own  prejudices.  The  eccentric  Helmer  & 
Son  is  like  a  Bergman  movie  with  a  sly, 
giddy  edge.  Most  of  the  "action"  involves  a 
grown  son  and  daughter  conducting  a 
dialogue  with  the  disembodied  voice  of 
their  father,  who  has — apparently — 
locked  himself  into  the  wardrobe  closet 
of  his  nursing  home  room.  And  there's  nol 
a  car  chase  in  the  bunch.  — RN 
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pparel 
avazzolo 

isit  www.ravazzolo.com  Or  call 
ir  agent  for  the  U.S.:  Luciano 
[oresco  &  Co.,  Ltd. 
all  1-212-397-4300 

utomotive 

ston  Martin  North  America 

ston  Martin  is  tne  world  s  most 
xlusive  sports  car  company.  Since 
)14,  it  has  created  motoring 
gends  culminating  in  today's  DB7 
antage  and  V12  Vanquish 
all  1-866-NA- Aston  or  visit 
ww.astonmartin.com 

viation 
vantair 

isit  www.avantaii.com 
ombardier  Flexjet 


directly  by  website  visit  or  by  phone  call. 

Fragrances 

Giorgio  Armani  Fragrances 

A  truly  seductive  fragrance  from 
Giorgio  Armani,  Armani  Code 
combines  elegance  and  daring  with 
intensity  and  subtlety  to  create  a 
sophisticated  fragrance  that  is 
timelessly  sensual. 
Available  at  fine  department  stores. 


or  visit 


ww.flexjet.com 

irrus  Design  Corporation 

isit  www.cirrusdesign.com 
itationShares 

all  1  -800-340-7767  or  visit 

ww.citationshares.com 

light  Options 

all  1-877-703-2348  or  visit 

ww.flightoptions.com 

larquis  Jet 

isit  www.marquisjet.com 
AG  Aviation 

isit  www.tagaviation.com 


Hotel 

Evergreen  Laurel  Hotels 

Evergreen  International  Hotels  in 
Taiwan,  Bangkok,  Penang,  Paris, 
and  Fukuoka,  decor,  facilities  and 
ergonomic  design  give  customer  a 
home  away  from  home  feeling. 
Call  1-886-2-25048800  or  visit 
www.evergreen-hotels.com 
Mandarin  Oriental  Hotel  Group 
Visit  www.mandarinoriental.com 
Westin 

Westin  offers  guests  an  experience 
that  will  rejuvenate,  renew  and 
restore  their  mind,  body  and  spirit. 
This  is  how  it  should  feel.  Westin 
Hotels  8c  Resorts.  For  more 
information,  please  visit 
www.westin.com. 

Jewelry/Watches 
Ball  Watch 

Ball  Watch  is  considered  by  many 
to  be  one  of  the  most  rugged 
watches  in  the  world.  Started  in 
Cleveland  in  1891.  For  a  dealer  near 
you  visit  www.ballwatch.com  or 
call  1-  727-896-4278. 


Breitling 

Breitling  has  created  precision 
timepieces  since  1884  and 
continues  its  long  history  with  the 
aviation  world  where  accuracy, 
technical  innovation  and  reliability 
are  critial. 

Visit  www.Breitling.com 

Tires 

Toyo  Tires 

The  Toyo  Tires  brand  represents 
quality,  innovation  and  value. 
Search  toyo.com  for  the  latest  tires 
to  fit  your  passenger  car,  light  truck 
or  SUV. 

Tourism 

Bermuda  Department  of  Tourism 

In  just  under  two  hours  from  the 
East  Coast,  find  beautiful  pink  sand 
beaches  and  refreshing  turquoise 
waters.  Come  feel  the  love  of 
Bermuda.  Call  1-800-Bermuda  or 
visit  www.bermudatourism.com 
Greek  National 
Tourism  Organization 
\  isii  www.visugicecc.jji 
Tourism  Malaysia 
Visit  www.tourismmalaysia.gov.my 
Turks  &  Caicos 

vvww.turksandcaicostourism.com 
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he  PGA  of  America  was  founded  in  1916  to  establish 
professional  standards  and  promote  interest  and 
^      participation  in  the  game.  Today  it  is  a  $62-billion-a- 
year  industry.  In  a  recent  interview,  Joe  Steranka,  the  28,000- 
member  organization's  second-ever  CEO,  spoke  about  the 
state  of  golf  for  the  average  player  and  the  future  of  the  game. 

It's  been  said  that  hitting  the  sweet  spot  on  a  golf  ball  is  the  best 
way  to  get  a  person  hooked.  True? 

The  research  demonstrates  exactly  that:  Ball-striking  is  the 
number-one  factor  in  terms  of  how  much  someone  measures 
their  enjoyment  of  a  round.  It's  not  their  score,  it's  not 
course  conditions  or  who  they  played  with.  Ball-striking  is 
three  times  more  important  than  any  other  element. 

How  do  you  interest  the  next  generation  of  kids  in  the  game? 
There  are  four  million  kids  who  now  play  at  least  once 
a  year  or  who  take  lessons.  We  have  to  work  on  that  market. 
We've  found  that  if  you  are  introduced  to  golf  as  a  junior, 
you  play  almost  60  percent  more  rounds  [as  an  adult]  than 
if  you  pick  the  game  up  after  college. 

Everyone  needs  lessons  to  improve,  but  has  the  message  reached 
the  average  consumer? 

Last  year  we  gave  160,000  free  lessons.  Thirty  percent  of  the 
people  who  came  out  were  new  customers  for  the  facilities 
they  visited.  We  also  ran  a  promotion  at  the  PGA  Grand 
Slam  of  Golf  with  Turner  Broadcasting  that  resulted  in 
85,000  iPod  downloads  of  golf  lessons.  You'll  see  the  PGA 
of  America  digitize  more  content  and  make  it  more  available 
to  more  consumers  on  devices  like  cell  phones  and  laptops. 

What  is  your  thinking  on  time-management  as  an  obstacle  to 
playing?  Jack  Nicklaus  said  recently  that  we  need  to  consider  three 
six-hole  rounds  instead  of  emphasizing  18. 
The  USGA  changed  its  handicap  system  to  accommodate 
nine-hole  scores.  Now  you  can  play  nine  and  still  calculate 
your  golf  handicap.  More  facilities  are  offering  nine-hole 
rounds,  so  you  car.  play  i;     ro  hours.  One  of  the  best- 
pra<  ice  items  that  we've  ;.        ted  is  a  two-ball  program  in 
w  hich  club-,  end  out  two?  -  opposed  to  foursomes, 


Above:  the  between  the  hours  of  7  and  8  a.m. 

Oakmont  That's  geared  toward  the  person  with  kids 

Country  Club  in      and  activities  on  the  weekends. 
Pittsburgh — 
home  of  the 

2007  U.S.  Open,     ^re  many  golf  courses  too  hard  these  days? 

We  went  through  a  period  when  there  was 
a  "slope-index  arms  race. "The  slope  index  measures  the 
difficulty  of  a  course.  There  was  a  competition  to  see  who 
could  build  the  toughest  course  with  the  highest  index.  It  wenl 
over  150  [Castle  Pines  in  Castle  Rock,  Colorado,  is  one  of 
eight  courses  at  155],  when  the  average  is  115  to  120.  People 
developers,  owners  eventually  realized  that  we're  competing 
for  a  share  of  leisure  time  and  attention,  and  you  want 
to  hit  shots  and  perform  well.  The  ego  race  is  over  now. 

This  month  the  U.S.  Open  will  be  held  at  Oakmont  Country 
Club  in  Pittsburgh.  What  are  you  expecting  to  see? 
We  haven't  been  back  to  Oakmont  in  ten  years.  Their  putting 
surfaces  are  among  the  most  challenging  in  the  world.  You 
see  how  a  particular  course  performs  every  decade  or  so,  and 
the  performance  of  the  players  changes  measurably  over  thai 
period  as  well.  They'll  have  a  250-yard  par  3,  which  could 
play  at  280.  That  would  be  a  new  milestone.  Then  again,  the 
competition  level  on  the  PGA  Tour  has  never  been  higher. 
[Surprise  Masters  winner]  Zach  Johnson,  for  example.  Tiger, 
too,  continues  to  set  the  bar  at  the  majors. 

Can  you  characterize  Tiger  Woods's  importance  to  golf  right  now? 

When  you  say  Sting  or  Madonna  or  Tiger  and  use 

one  word  to  describe  the  superstar  of  any  industry  it  speaks 

volumes.  Having  a  player  of  historical  significance, 

of  cross-generational,  cross-racial  star  power— he's  just  a 

phenomenon  in  the  entertainment  world. 

But  does  he  draw  too  much  attention  ?  Is  there  a  Tiger  Syndrome 
at  the  moment? 

If  there  is,  it's  a  good  problem  to  have.  • 


TOGETHERNESS 

La  Quinta  style 

All  for  one  and  one  for  all 

Golf  outings  are  a  great  way  to  connect  with 
family,  friends  and  colleagues,  particularly  at 
Ultimate  Resort's  spacious  residences  in  sunny 
La  Quinta.  Here,  the  pressures  of  work  melt  away 
with  every  round  of  world-class  golf  and  the  only 
item  on  the  agenda  is  whether  to  dine  in  or  out 
at  one  of  the  area's  many  fine  restaurants. 


Ultimate  Resort™  is  now  the  world's  second  largest  destination  club.  Our  valued  members  vacation  in  over 
100  beautifully  appointed  homes  in  26  spectacular  destinations  in  the  U.S.,  Mexico,  Europe  and  the  Caribbean. 
Join  today,  and  enjoy  the  intimate  style  and  world-class  amenities  of  Ultimate  travel.  It's  the  Ultimate  way 
to  bring  family  and  friends  together. 

Visit  UltimateResort.com/forbes  or  call  877.996.1900  for  details  and  to  request  your  complimentary  Membership  Portfolio 


Now,  Spectacular  Homes  in  26  Destinations! 


BEACHES  &  SHORES 
Abacos,  Bahamas 
Candlewood  Lake,  CT 
LakeTahoe,  NV 
Los  Cabos,  Mexico 
Maui,  HI 

Nevis, West  Indies 
Newport,  Rl 
Oahu,  HI 
St.  Thomas,  USVI 


MOUNTAINS  &  TRAILS 
Jackson  Hole.WY 
Park  City,  UT 
Steamboat  Springs,  CO 
Stowe.VT 
Sun  Valley,  ID 
Telluride.CO 
Vail,  CO 


GOLF  &  LEISURE 
Kiawah  Island,  SC 
La  Quinta,  CA 
Naples,  FL 
Orlando,  FL 
Palm  Beach,  FL 
Scottsdale,  AZ 


METROPOLITAN 
London,  England 
Miami  Beach,  FL 
New  York,  NY 
Paris,  France 


ULT  I  MATE 
RESORT™ 

LUXURY  DESTINATION  CLUBS 


Ultimate  Resort.  LLC.  is  registered  with  the  State  of  Florida  as  a  Seller  of  Travel.  Registration  No.  ST364 1 3. 


Nothing  can  make  the  air  perfectly  smooth  —  but  nothing  can  touch  the  incredible 
Falcon  7X  for  smooth  flying.  Fly-by-wire  technology  gives  it  the  reflexes  of  a  fighter, 
the  agility  of  a  bird.  And  its  all-muscle-no-fat  design  will  whisk  you  over  5,950  miles 
with  the  efficiency  of  a  smaller  plane  —  in  a  cabin  of  silken  quiet  —  within  a  whisper 
of  the  speed  of  sound.  Technology  not  just  on  the  leading  edge,  but  leading  the  edge. 


Vistf  iis  at Fakm7p(.cotii 

Or  call:  U.S.  201.541.46(10  France  +33.1.47,11.82.32 
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ENGINEERED    WITH  PASSION 
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07389593  7 

Short  REITs  Now 
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:elebrity100 

E  HOTTEST  MOVIE  STARS,  ^ 
ISICIANS  &  ATHLETES 


JAY-Z 


UNDCHEN 


HIP-HOP  IMPRESARIO 

$83  MIL 


TIGER  WOODS 
ATHLETE 

NICOLE  KIDMAN 

ACTRESS 
$28  MIL  RACHAELRAY 

^  $16  MIL 


1BKBCBG3  *#*##AUTG**SCH  5-DIGIT  34010 
iFRBQ075205773/2#  00022    10DEC07  5664 

Hiliiilnllli  Illl,.,,|„|||  Mil,,  ,,,,111 

BURLINGftME  PUBL  LIB  26801 
480  PRIMROSE  RD  P17S 
BURLINGAME  Cft    -34010-4010  77 


Total  Jolis  •386,900** 

Investment  $158 


They  say  thin&s  are 

i&|er  in  Texas 

Just  look  at  the  truck 

we  build  there 


w 


When  vou  think  Texas,  chances 
8 


are  you  think  big.  Which  is 
hy  we've  made  San  Antonio  the 
home  of  the  new  full-sized  Tundra, 
our  biggest  pickup  truck  yet. 

The  San  Antonio  plant,  Toyota's 
10th  in  the  U.S.,  is  a  vital  part  of  our 
U.S.  operations.  With  a  total  of  over 
4,000  team  member  and  on-site  supplier 
jobs,  it  represents  a  sizeable  investment 


in  the  local  community, 
bringing  Toyota's  total  U.S. 
investment  to  over  $15  billion 
Which  is  impressive,  even  by 
standards. 

This  new  plant  is  just  one  more 
example  of  our  commitment  to 
America.  It's  what  drives  us  to  think 
big-about  our  vehicles  and  the  people 
who  drive  them. 


nfltts  are  built  using  U.S.  and  glob 
dy.  Includes  direct,  dealer  and  supplier  employees,  am 


mo\>!  ng  forward 
toyota.com/usa 


THERE  ARE  TRIED  AND  TRUE  WAYS 

TO  RAISE  CAPITAL  IF  ONLY  THE  MARKETS 

WERE  TRIED  AND  TRUE. 


Managing,  vftfafifi 

WITH  WACHOVIA 

Your  company  has  plans.  Market  swings  shouldn't 
put  them  on  hold.  Wachovia  gives  you  the  power  to 
succeed  by  leveraging  an  integrated  corporate  and 
investment  banking  platform  and  the  nation's  third- 
largest  full-service  retail  brokerage  firm.1  By  combining 
our  strengths  and  expertise  with  a  highly  collaborative 
approach,  we  can  develop  a  solution  unique  to  your 
business.  A  solution  that  helps  you  perform  in  all 
market  conditions,  regardless  of  the  ups  and  downs. 


INVESTMENT  BANKING 
ADVISORY 

CORPORATE  BANKING 
EQUITY 

FIXED  INCOME 
RETAIL  BROKERAGE 


wvchovia 
Securities 


Wachovia  Securities  is  the  trade  name  for  the  corporate  and  investment  banking  services  of  Wachovia  Corporation  and  its  subsidiaries,  including  Wachovia  Capital 
Markets,  LLC,  and  Wachovia  Securities,  LLC,  members  NYSE,  NASD  and  SIPC,  and  Wachovia  Bank,  N.A.  'Ranking  is  based  on  client  assets  as  of  last  fiscal  quarter 
of  2006.  ©2007  Wachovia  Corporation 


Things  to  do  while  you're  alive: 

□  Go  to  the  Olympic  Games 

□  Tour  MoMA  with  a  personal  guide 

□  Visit  an  uninhabited  island 

□  Write  a  screenplay 

□  Run  with  the  bulls  in  Pamplona 

□  Go  scuba  diving  in  Belize 

□  Take  your  parents  on  a  vacation 

□  Experience  Mongolia's  Naadam  Festiva 

□  Bungeejump 

□  Read  and  finish  Moby-Dick 

□  Swim  in  all  five  oceans 

□  Celebrate  Mardi  Gras  in  New  Orleans 

□  Ride  the  Orient  Express 

□  Visit  the  Taj  Mahal 

□  Drive  on  the  autobahn 

□  See  Iguazu  Falls 

□  Heli-ski  in  British  Columbia 

□  Play  Pinehurst  No.  2 

□  Ski  first  tracks  at  Deer  Valley 

□  Go  to  the  Super  Bowl 


Whatever's  on  your  list  of  things  to  do  in  life,  do  it  better  with  Visa  Signature.  Benefits  like  early  access 


Presenting  Visa's  line  of  luxury  rewards  cards.  Benefits 
beyond  rewards.  Dozens  of  card  choices.  Visa.com/signature. 


©2007  Visa  U.S.A.  Inc. 
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CelebritylOO 


74  The  CelebritylOO: 
The  Hottest  Movie  Stars, 
Musicians  and  Athletes 

Oprah,  Tiger,  Spielberg,  Madonna  and 
the  rest  of  the  biggest  of  the  big  shots. 
Edited  by  Lea  Goldman,  Monte  Burke  and 
Kiri  Blakeley 

86  Reality  Check 

Mark  Burnett,  king  of  reality  TV,  has 
survived  a  litany  of  flops.  Now  he's  betting 
on  movies  and  new  fare  for  the  Internet. 
By  Monte  Burke 

92  Are  You  Smarter 
Than  a  Foxworthy? 

After  20  years  of  redneck  humor,  Jeff 
Foxworthy  woos  a  broader  base  on  Fox. 
By  David  Serchuk 

94  Horror  Show 

Box  office  "gross":  Eli  Roth's  films  are 
graphically  violent  and  extremely  profitable, 
and  deplored  by  critics  as  "torture  porn." 
By  Mary  Ellen  Egan 
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100  Miss  Practicality 

A  decade  after  she  popped  as  the  next 
"It"  girl  in  Hollywood,  Sandra  Bullock 
perseveres.  By  Kiri  Blakeley 

104  Fall  Back  Boy 

Rocker  Pete  Wentz  has  a  band,  a  plan 
and  a  clothing  line.  Why  sellouts  have 
more  fun.  By  Amanda  Schupak 

106  Go  Ahead,  Steal  Me 

Highbrow  author  Jonathan  Lethem 
declares  war  on  copyright  laws — in  a  bid 
to  sell  more  books.  By  Devon  Pendleton 

108  Rent-a-Star 

How  much  for  that  celebrity  in  the 
window?  By  Chaniga  Vorasarun 
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40  Millionaire  Exodus  At 
Google 

The  search  giants  young  rich  are 
cashing  in.  But  this  is  not  entirely  bad 
news  for  Google.  By  Quentin  Hardy 

50  Backseat  Driver 

Will  you  pay  $7  for  gas?  By  Jerry  Flint 

64  Short  REITs 
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Side  Lines  

A  Theory  Of 
Oligougic  Competition 

Monopolies  I  understand.  Lily  Tomlin  captured  the  business 
model  some  decades  ago  in  her  parody  of  the  pre-breakup  AT&T: 
"We  don't  care.  We  don't  have  to.  We're  the  phone  company." 

But  how  do  you  explain  oligopolies?  Companies  compete, 
sometimes  so  savagely  they  drive  themselves  into  bankruptcy. 
And  yet  they  often  stand  united  in  some  scheme  to  gouge  their 
customers.  When  the  scheme 
damages  the  customers  more 
than  it  enriches  the  perpetrators, 
you  wonder  how  it  can  go  on. 

The  mobile  phone  business  is 
an  oligopoly.  Evidently  there  are 
few  enough  competitors  that  they 
can  get  away  with  sabotaging  the 
feature  on  handsets  that  would 
enable  a  customer  to  cut  over  to  a 
free  Wi-Fi  connection  some  of 
the  time.  In  offering  a  fair  deal  on 
Wi-Fi,  T-Mobile  appears  to  be 
the  freak  case.  For  circumstantial 
evidence  of  a  conspiracy  by  the 

rest  of  the  providers  against  the  consumer,  see  the  story  by  Scott 
Woolley  and  Evan  Hessel  on  page  56. 

And  what's  with  the  battery  chargers  that  have  to  be  replaced 
when  you  upgrade  the  handset  or  switch  carriers?  Were  the 
designers  going  out  of  their  way  to  make  the  cord  tips  incom- 
patible (at  least  until  semistandardized  USB  ports  came  along)? 
You  know  what  these  guys  are  up  to.  Having  landed  a  captive 
customer,  the  carrier  and  the  handset  maker  each  aim  to  extract 
a  few  extra  bucks  from  the  transaction  by  overcharging  for  the 
accessories. 

I  don't  object  to  their  striving  for  revenue.  What's  unfortunate 
is  that  they  collect  it  in  this  particular  fashion,  which  entails 
sending  a  billion  chargers'  worth  of  copper  and  beryllium  into 
landfills.  The  system  hurts  us  more  than  it  helps  the  providers. 
It's  a  deadweight  loss. 

Hotels  engage  in  parallel  monkeyshines.  Standard  practice  is  to 
compete  on  the  room  rate,  then  gouge  on  the  long-distance  charges. 
Marriott  is  the  freak,  offering  customers  a  very  attractive  deal:  $10  a 
day  for  all-you-can-eat  long  distance  and  Internet.  I  am  mystified 
that  other  hoteliers  don't  match  this  offer.  With  them,  you  lean  out 
onto  the  balcony  so  your  cell  phone  will  work.  What  a  waste. 

Car  rental  firms  give  you  a  competitive  quote  on  the  daily 
rate,  then  take  it  back  with  obscene  refueling  charges.  To  cope, 
you  look  for  a  gas  station  on  the  way  back  to  the  airport,  squan- 
dering time  and  petroleum  in  the  process.  Environmentalists, 
where  are  your  boycotts? 

u  Editor 
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a  sign  of  PROGRESS.  ^ 


For  generations  we've  been  committed  to  fueling  our  way  of  life.  And  with  access  to  the  larges 
crude  reserves  in  the  Western  Hemisphere,  you  can  count  on  us  to  help  businesses  and  communities 
grow  well  into  the  future.  We're  the  people  of  CIT60,  and  we're  there  for  you  at  every  turn. 
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Shady  Samaritans 

Your  "Not  Very  Charitable"  table  (June  4,  p.  42)  lists 
eight  incidents  of  alleged  embezzlement  at  nonprof- 
its and  seems  to  imply  that  this  may  be  a  rampant 
problem  about  which  we  should  alJ  be  up  in  arms. 
This  is  8  nonprofits  out  of  more  than  1.6  million  in 
the  country,  or  less  than  1/2,000  of  1%. 

Is  there  dishonesty  and  corruption  in  nonprofits? 
Of  course.  Just  as  there  is  in  for-profits  and  in  govern- 
ment and  churches.  However,  it  is  not  rampant.  After  being  a  senior  for-profit  busi- 
ness executive  for  more  than  25  years,  I  switched  careers  one  year  ago  and  now  spend 
my  days,  every  day,  working  with  nonprofit  organizations  of  all  types  and  sizes  to 
help  them  operate  more  effectively  and  efficiently.  One  of  the  things  I  have  found  is 
that,  with  overwhelming  preponderance,  the  people  who  serve  our  most  needy  through 
our  nonprofit  agencies  are  inspiringly  hardworking,  well-motivated  and  dedicated 

And  yet  the  media  suggest  a  failure  in  our  nonprofit  system  and  rail  against 
nonprofits  for  spending  money  on  administrative  overhead  or  compensating  their 
employees  at  a  salary  on  par  with  the  level  of  responsibility  or  work  effort  required. 
You  can't  have  it  both  ways.  If  you're  going  to  attack  nonprofits  for  spending 
money  on  proper  administration  or  fair  wages,  how  can  you  also  expect  them 
to  maintain  operating  standards  that  exceed  any  other  sector?  These  are  fine 
and  admirable  people;  let's  not  ask  them  to  be  superheroes. 

SCOTT  B.  LEFF 
Director  of  Consulting 

Bayer  Center  for  Nonprofit  Management  at  Robert  Morris  University 

Pittsburgh,  Pa. 


Creating  Value 

I  had  a  particularly  good  laugh  after 
reading  Vahan  Janjigian's  Growth 
Investor  column  ("Here  Comes  the 
Bear,"  June  18,  p.  152).  I  sure  hope  that  all 
those  growth  investors  take  him  at  his 
word.  Long-term  value  investors  like  me 
would  love  to  get  our  hands  on  Starbucks 
or  Whole  Foods  on  the  cheap.  He  rec- 
ommends buying  AT&T,  which  is  trad- 
ing about  44%  over  fair  market  value, 
and  shorting  Whole  Foods,  which  is 
trading  at  a  54.5%  discount  to  fair  value. 
What  fools  these  market  timers  be. 

BRIAN  ROSS 
Boca  Raton,  Fla. 


Not  So  Easy 


"Easy  Money"  (June  4,  p.  54)  misled 
your  readers,  inaccurately  presenting 
both  my  client,  Dr.  Bryan  Zwan,  and 
Forge  ABS,  a  CDO  manager.  Here  is  one 


simple  fact  that  the  article  failed  to  share 
with  your  readers:  Forge  ABS  is  con- 
trolled and  managed  by  two  experts  in 
CDOs,  with  a  combined  42  years  of  fixed- 
income  and  research  experience.  The 
CDO  offering  document  referred  to  in 
the  article  made  this  clear,  as  it  did  the 
additional  17  years  of  experience  of 
another  key  Forge  employee.  For  its 
expertise  and  professionalism,  the  12- 
member  team  of  Forge  ABS  is  a  model 
CDO  manager.  Dr.  Zwan's  relationship 
with  Forge  is  solely  that  of  an  angel 
investor  who  proudly  recognized  tal- 
ented professionals  and  provided  them 
seed  money  to  succeed. 

ADAM  W.  GOLDBERG 
Orrick,  Herrington  &  Sutcliffe  LLP 
Washington,  D.C. 


I  Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
wvvw.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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10-Year  Corporate  Average  Fuel  Economy 


Honda  Average 
30.1  mpg 


The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker.*  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology.  And,  our 
ultimate  goal,  a  cleaner  environment. 


'Based  upon  the  average  s  tie 
light-truck  fleets  sold  in  the  US. 


ewhted  fuel  consumption  for  l9%--2005  model  year  passenger- car  and 
..  oay?d  on  CAFE  reports  ©  2007  American  Honda  Motor  Co  .Inc.  honda.com 


HONDA 

The  Power  of  Dreams 


Fact  and  Comment 

By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Do  Bad  Economic  Ideas  Ever  Die? 


HEADLINES  ARE  BLARING  ABOUT  RESURGENT  FEARS  OF  INFLATION. 
Our  publisher,  Rich  Karlgaard,  has  a  lively  debate  going:  Is  the  global 
flood  of  liquidity  coming  from  the  new  savings  of  hundreds  of 
millions  of  emerging  middle  classers  around  the  world  or  from  print- 
ing-press-happy central  banks  or  from  a  combination  of  both? 

Even  before  Ben  Bernanke  became  Federal  Reserve  chair- 
man, he  was  churning  out  papers  about  savings  growing  faster 
than  investment  opportunities.  But  he  is  wrong.  You  get  excess 
capital  only  when  politicians  put  obstacles  in  the  way  of  opportu- 
nities. The  classic  case  is  the  Great  Depression.  It  was  the 
horrific  antitrade  legislation,  massive  tax  increases  and  other  gov- 
ernment blunders  that  were  the  gene- 
sis of  the  Depression  in  the  1930s. 
People  and  companies  who  had  cash 
clutched  it.  Investment  plummeted. 

One  can  never  say  it  enough:  The 
only  monetary  measure  you  need  look 
at  is  the  price  of  gold.  The  yellow  metal 
is  constant  in  true  value,  a  monetary  version  of  the  fixed  North 
Star.  The  Federal  Reserves  mistaken  creation  of  excess  money  in 
2003-04  was  faithfully  reflected  in  the  price  of  gold,  which  went 
from  the  sound  level  of  $350  to  todays  $650-to-$700  range. 

None  of  this  is  to  gainsay  the  extraordinary  things  happening 
in  the  global  economy,  particularly  the  emergence  of  China, 
India  and  the  formerly  communist  countries  of  central  and  east- 
ern Europe.  But  that  kind  of  prosperity  and  globalization  does 
not  create  an  overabundance  of  money.  In  the  late  19th  century 
globalization  roared  ahead  while  monetary  policy  was  tight, 
which  helped  fuel  agricultural  dissent  in  the  U.S.  and  William 
Jennings  Bryan's  antigold  campaign  of  1896.  But  in  the  U.S.  and 
globally,  vast  amounts  of  new  wealth  were  created,  tens  of  mil- 
lions of  people  saw  living  standards  improve,  inventions  prolifer- 
ated and  life  expectancy  soared. 

Monetary  mistakes  helped  stoke  the  high-tech  boom  of  the  late 
1990s,  but  the  subsequent  crash  hardly  negated  the  extraordinary 
power  of  the  microchip  and  the  Internet  in  reshaping  the  economy 


and  creating  an  unimaginable  array  of  new  products  and  services. 

The  current  concern  about  inflation  sadly  confirms  the  stay- 
ing power  of  bad  ideas,  in  this  case  the  notion  that  economic 
growth  creates  inflation.  The  Phillips  curve,  which  posits  that 
there  is  a  tradeoff  between  inflation  and  unemployment,  has  long 
been  discredited  by  events  and  academic  research.  Since  Ronald 
Reagan  became  President  in  1981,  for  example,  the  U.S.  has  had 
a  fantastic  expansion,  and  inflation  virtually  disappeared  until 
recently.  Yet  the  media  are  full  of  stories  and  pundit  head  shaking 
that  global  capacity  for  producing  goods  could  soon  run  out. 
There  is  still  astonishing  confusion  between  price  changes  that 
reflect  normal  supply  and  demand 
and  those  that  reflect  monetary  blun- 
ders. Moore's  Law  says  that  the  real 
price  of  computing  power  decreases 
50%  every  18  months.  That's  produc- 
— wall  street  journal  tivity,  not  deflation.  When  ticket  prices 
for  a  hot  rock  concert  soar,  that's  not 
inflation,  it's  demand.  However,  when  the  cost  of  living  in  the  U.S. 
and  elsewhere  sharply  rose  in  the  1970s,  it  was,  as  the  late  Milton 
Friedman  never  tired  of  pointing  out,  the  result  of  excess  money 
creation.  Central  bankers  finally  began  to  grasp  that  inflation  was 
indeed  a  monetary  phenomenon,  but  the  lesson  still  hasn't  stuck. 

Investors  need  to  realize  that  monetary  misfires  have  political 
consequences,  usually  bad.  The  1970s  led  to  a  malaise  in  the  U.S., 
which  paved  the  way  for  fimmy  Carter's  election  as  President.  He 
gutted  our  military;  undermined  the  shah  of  Ira  /hich  led  to 
the  current  hideous  Iranian  regime;  and  engendered  a  passivity 
that  emboldened  the  Soviet  Union  to  invade  Afghanistan,  which 
in  turn  fueled  the  rise  of  the  Taliban  and  al  Qaeda.  Interest  rates 
rocketed,  and  the  stock  market  tanked.  The  only  good  to  come 
out  of  that  period  of  inflation  was  a  push  for  the  deregulation  of 
our  trucking,  railroad  and  airline  industries. 

This  inflation,  thankfully,  is  very  mild  compared  with  the  last 
one,  but  it  could  well  lead  to  political  mischief  in  the  form  of  pro- 
tectionism and  higher  taxes. 


Years  of  Global  Growth 
Raise  Inflation  Worries 


Venomous  Acts 


THE  SOONER  PRESIDENT  BUSH  PARDONS  SCOOTER  LIBBY,  THE 
better.  His  case  is  a  classic  example  of  prosecutorial  abuse.  Libby  has 
been  sentenced  to  30  months  in  jail,  a  $250,000  fine  and  400  hours 
of  community  service  for  the  crime  of  not  having  a  perfect  memory. 
The  whole  thing  is  so  preposterous  that  only  someone  with  a  Lewis 
Carroll-like  imagination  could  have  dreamt  it  up.  Alas,  though, 
the  case  is  symptomatic  of  the  poisonous  politics  in  the  U.S.  today. 
Patrick  Fitzgerald  was  appointed  special  prosecutor  more  than 


three  years  ago  to  find  out  who  leaked  the  information  to  a  jour- 
nalist that  the  wife  of  an  Administration  critic  worked  at  the  CIA. 
Fitzgerald  quickly  learned  the  identity  of  the  source.  However,  that 
individual,  Deputy  Secretary  of  State  Richard  Armitage,  was  never 
indicted.  Libby  s  crime:  He  said  he'd  heard  about  the  CIA  agent  from 
journalist  Tim  Russert,  but  Russert  said  Libby  hadn't.  Russert  him- 
self doesn't  have  a  perfect  memory.  In  one  instance  he  denied  hav- 
ing phoned  a  newspaper  reporter  to  complain  about  the  reporter's 
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story.  When  shown  evidence  to  the  contrary,  Russert  apologized 
for  his  error.  But  no  matter.  Fitzgerald  had  a  political  vendetta  against 
the  Bush  Administration.  After  all,  other  figures  in  the  case  also 
had  less-than-perfect  memories,  but  they  escaped  indictment— there 
were  no  political  points  to  be  scored  in  going  after  them. 

The  conduct  of  Judge  Reggie  Walton  was  also  a  disgrace.  He 
should  have  thrown  the  case  out  but  chose  not  to.  He  wouldn't 
allow  the  defense  to  argue  that 
no  one's  memory  is  infallible 
and  blocked  testimony  from  an 
expert  witness  who  had  made 
extensive  studies  of  memory — 
especially  what  happens  when 
a  person  handles  the  multitudi- 
nous tasks  Libby  was  tackling 
14  hours  a  day,  7  days  a  week. 

Then  the  judge's  dander  got 
up  when  he  realized  Libby  and 
Cheney  were  not  going  to  testify. 

Walton's  sentencing  ration- 
ale will  be  read  by  future  law  students  as  a  study  in  absurdity.  The 
judge  said  Libby  needed  to  be  punished  because  people  with  his 
responsibilities  shouldn't  create  problems!  Now  Walton  is  seri- 
ously considering  tossing  Libby  in  jail  while  he  pursues  appeals. 

The  Libby  case,  while  notorious,  is,  sadly,  not  unique.  In  these  pages 
a  year  ago  I  wrote  about  an  injustice  perpetrated  in  New  Hampshire. 
James  Tobin — die  New  England  chairman  for  President  Bush's  2004 
campaign  and  the  Northeast  field  representative  for  the  National  Re- 
publican Senatorial  Committee  in  2002's  congressional  elections — was 
sentenced  to  ten  months'  jail  time  and  two  years'  probation  for  sup- 
posedly being  part  of  a  conspiracy  that  for  about  two  hours  on  Elec- 
tion Day  2002  blocked  some  incoming  calls  to  Democratic  phone  banks 
arranging  transportation  for  voters.  Tobin  was  found  guilty  of  violat- 
ing a  federal  statute  that  bars  the  making  of  harassing  phone  calls. 

Tobin  had  nothing  to  do  with  this  activity.  He  did  not  oversee 


ft 


Samuel  Insull  (center)  does  perp  walk,  while  Andrew  Mellon  (left)  con- 
fers with  counsel.  Both  were  victims  of  Depression-era  political  vendettas. 


it,  participate  in  it  or  even  know  about  it.  The  prosecutors  alleged 
that  even  if  Tobin  hadn't  known  about  the  scheme,  he  should  have. 

During  the  trial  the  testimony  of  the  key  witness  for  the  prose- 
cution (who  had  cut  a  deal  with  the  government  for  less  jail  time  in 
return  for  pointing  a  finger  at  a  higher-up  like  Tobin)  was  effectively 
impeached.  Yet,  like  Judge  Walton  in  Libby's  trial,  the  federal  judge  in 
this  case,  Steven  McAuliffe,  gave  instructions  to  the  jury  that  virtu- 
ally demanded  a  guilty  verdict  He 
also  wanted  to  throw  Tobin  in  the 
clink  during  the  appeals  process, 
but  a  federal  court  granted  Tobin's 
request  for  release  pending  appeal. 

Several  months  later  a  federal 
appeals  court  threw  out  Tobin's 
conviction  on  the  grounds  that  the 
statute  under  which  he  had  been 
convicted  was  "not  a  close  fit,"  and 
the  court  questioned  whether  the 
government  had  shown  that  Tobin 
showed  an  intent  or  purpose  to 
harass.  Career  federal  prosecutors  are  preparing  to  go  after  Tobin  again. 

Thus,  a  Bush  pardon  of  Scooter  Libby  would  go  beyond  the 
Libby  case  itself.  The  President  would  send  a  clear  message:  We  as 
a  people  won't  tolerate  the  criminalization  of  political  differences. 

Not  since  the  1930s  has  there  been  such  widespread  use  of  pros- 
ecutors for  purely  political  ends.  At  that  time — to  grandstand  politi- 
cally— FDRs  Administration  went  after  those  who  allegedly  had  caused 
the  Great  Depression,  among  them  utilities  magnate  Samuel  Insull 
and  former  Treasury  Secretary  Andrew  Mellon.  Insull  and  Mellon  even- 
tually triumphed  but  not  before  their  reputations  had  been  destroyed. 

Too  many  career  prosecutors  in  the  Justice  Department  are  pur- 
suing their  own  private  agendas.  This  President  doesn't  have  the  po- 
litical authority  to  rein  them  in.  His  successor  will  have  to  tackle  the 
problem.  Come  to  think  of  it,  it  would  take  a  hard-driving  former 
prosecutor  such  as  Rudy  Giuliani  to  have  the  credibility  to  do  that. 


Political  Truism 


Warm,  gregarious,  personable  Fred  Thompson  will  discover  what  so  many  before  him  have:  You  often  look  bet- 
ter, more  formidable,  more  desirable  when  you  are  not  a  candidate  than  when  you  are  actually  in  the  fray.  By 
the  time  the  caucus/primary  season  is  over,  the  former  senator  will  wish  he  had  re-upped  with  Law  &  Order. 


RESTAURANTS:  GO, 


,STOP 


Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Blue  Fin— W  Hotel,  1567  Broadway,  at  47th  St.  (Tel.:  212-918- 
1400).  Spectacularly  stylish,  this  place  exudes  chic.  The  food  is  of 
the  moment  and  extremely  good.  The  menu  offers  some  simply 
prepared  seafood  (fantastic  crab  cakes,  perfect  lobster,  delicious 
grouper)  and  a  sampling  of  first-rate  Japanese  fare  (excellent 
sashirni).  The  pistachio  white  chocolate  creme  brulee  is  divine. 

BLT  Burger— 47i  c,  between  11th  and  12th  streets 

(Tel.:  212-243-8226).  Anoth  r  BLT  gets  it  right.  The  special  Tus- 
can burger  (avocado,  pesto,  balsamic)  is  a  sublime  confluence.  Try 


all  the  fabulous  fries:  classic,  waffle,  curry.  Combine  them  with 
a  funky,  yummy  shake,  but  save  room  for  the  brownie  a  la  mode. 
®  Gabriela's — 688  Columbus  Ave.,  between  93rd  and  94th 
streets  (Tel.:  212-961-0574).  This  delightful  Mexican  restaurant 
with  its  charming  patio  and  lovely  accoutrements  has  resur- 
faced just  uptown  of  its  original  spot.  The  ceviche  is  fresh  and 
beautifully  prepared,  the  guacamole  is  as  tasty  as  any  in  the  city, 
the  "Tres  Leches"  dessert  is  obscenely  good,  and  the  margaritas 
are  as  amazing  as  ever.  The  service,  similarly,  is  a  joy.  F 
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We  really  don't  know  how  long 
an  IWG  lasts.  We've  only 
been  around  for  139  years. 


SINCE  1868 


Around  for  119  years. 


Portuguese  Chrono-Automatic.  Ref.  3714:  An  IWC  is  made  to  be  passed 
on.  The  robust  case  is  water-resistant  to  a  depth  of  30  metres.  And  as  each 
of  our  Portuguese  watches  will  no  doubt  see  us  out,  each  individual  watch 
m     is  recorded  in  a  comprehensive  database.  So  that  following  generations  will 
be  able  to  find  out  where  the  watch  came  from.  Unfortunately,  this  does 
not  rule  out  the  usual  inheritance  disputes.  IWC.  Engineered  for  men. 


Mechanical  chronograph  movement  I 
Self-winding  I  Small  seconds 
with  stop  function  (figure)  I 
Antireflective  sapphire 
glass  I  Water-resistant  to  30  m  I 
40.9  mm  case  diameter  I  78  ct.  rose  gold 


IWC  Schaffhausen,  Switzerland,  www.iwc.com 
For  an  authorized  retailer  nearest  you,  please  call  (800)  432-9330,  or  visit  our  website. 


How  long  does  it  take  to  get  from  JFK  to  Wall  Street?  About  nine  minutes  if  you're  Keith  Tempro.  As  a  pilot  for  DHL's  Manna 
Helicopter  Service,  Keith  picks  up  international  documents  at  the  airport  and  delivers  them  straight  to  the  city.  More  proof  th 
whether  it's  International,  Ove.  night  or  Ground,  customer  service  is  back  in  shipping,  www.dhl.com/dedication 


»  KEITH  TEMPRO 

>>  DHL  HELICOPTER  PILOT 

REGION:  NEW  YORK  CITY 

ASSIGNMEWBfcoVE  AND  BEYOND  EXPRESS  SERVICE 


if 


Other  Comments 


Failure  is  the  opportunity  to  begin  again,  more  intelligently. 

—HENRY  FORD 

msnaammmammammimmmmmmmmmmmmmmmmmmmmmmmmmismmmmmmmmmmm 


Fed  Up  With  the  Fed  The  so-called  housing  bubble 
has  been  just  another  manifestation  of  the  general  inflationary  boom 
in  tangible  assets.  Given  the  continuing  inflationary  climate  reflected 
in  escalating  prices  in  commodities  and  commercial  real  estate — 
markets  that  promptly  reflect  the  depreciation  of  the  dollar 
relative  to  gold— it  would  be  highly  anomalous  if  housing  prices 
were  to  fall.  When  we  measure  the  price  of  homes  in  terms  of  an 
unstable  unit  such  as  the  dollar,  we  are  looking  at  only  nominal 
gains,  not  real  gains.  Measured  in  terms  of  a  stable  measure  of  value 
such  as  gold,  "real"  house  prices  have  been  stable  or  declining 
throughout  the  last  decade. 

The  data  are  telling  us  that  consumer  spending  is  continuing 
to  grow  without  showing  any  sign  of  weakness.  This  is  a  happy 
conclusion,  in  spite  of  the  heartburn  it  is  giving  to  the  Fed.  It 
shows  that  nothing  very  bad  is  happening  to  the  economy.  As 
long  as  consumers  experience  stability  or  net  gains  in  the  equity 
value  of  their  homes,  and  as  long  as  unemployment  remains  low 
in  the  face  of  Fed  tightening,  consumers  will  have  no  difficulty 
maintaining  the  steadily  rising  stream  of  spending  that  is  the 
underpinning  of  a  healthy  economy. 

—DAVID  RANSON  and  PENNY  RUSSELL, 
principals,  H.C.  Wainwright  &  Co.  Economics, 

Wall  Street  Journal 

Reform  Run  Amok  Beware  legislative  behemoths. 
Beware  "comprehensive  immigration  reform."  Any  bill  that  is  380 
pages  long  is  bound  to  have  nooks  and  crannies  reflecting  private 
deals,  quiet  paybacks  and  ad  hoc  arrangements  that  you  often  don't 
learn  about  until  it's  too  late.  The  main  provisions  of  the  immigra- 
tion reform  monster  are  well  known.  But  how  many  knew,  before 
reading  [the  Washington  Post  last  month],  that  if  Einstein  were  try- 
ing to  get  a  green  card,  he  would  have  to  get  in  line  with  Argentine 
plumbers  and  Taiwanese  accountants  to  qualify  under  the  new 
"point  system"  that  gives  credit  for  such  things  as  English  profi- 
ciency and  reliable  work  history?  Good  thing  Albert  was  a  patent 


office  clerk,  and  that  grooming  isn't  part  of  the  point  system. 

Until  now  we've  had  a  special  category  for  highly  skilled, 
world-renowned  and  indispensable  talent.  Great  musicians,  ath- 
letes and  high-tech  managers  come  in  today  under  the  EB-1  visa. 
This  apparently  is  going  to  be  abolished  in  the  name  of  an  idiotic 
egalitarianism. 

—CHARLES  KRAUTHAMMER,  Washington  Post 

Gimme  a  Break  If  there  is  anything  that  a  man  can  do 
and  do  well,  I  say  let  him  do  it.  Give  him  a  chance. 

—ABRAHAM  LINCOLN 

Beg  Your  Pardon  We've  been  troubled  all  along  by  the 
prosecution  of  Vice  President  Cheney's  top  aide.  Prosecutor  Patrick 
Fitzgerald  brought  a  case  based  mainly  on  conflicting  comments 
that  [Scooter]  Libby  made  during  the  investigation  of  his  alleged 
crimes.  Ultimately,  Fitzgerald  couldn't  make  any  of  his  charges  stick. 
So  he  used  the  tried-and-true  tactic  of  every  failed  government  pros- 
ecutor: He  charged  Libby  with  "obstruction."  But  a  look  at  what  Libby 
said  that  "conflicted"  with  others'  accounts  shows  no  pattern  of 
obstruction,  just  poor  memory  or  a  different  interpretation. 

More  obscene  is  that  [Libby's  harsh  sentencing]  comes  after 
former  National  Security  Adviser  Sandy  Berger  got  a  mild  slap 
on  the  wrist  for  his  criminal  acts.  Berger  stole  government  secrets 
and  may  well  have  destroyed  some  in  an  attempt  to  subvert  the 
9/11  Commission's  investigation.  Berger  got  no  time  for  his 
crime.  And  last  [month]  he  meekly  handed  in  his  license  to  prac- 
tice law  rather  than  be  subjected  to  further  questioning  in  the 
matter.  Looks  like  he'll  skate,  scot-free. 

We're  not  surprised  at  this  strange  double  standard.  Democrats 
always  seem  to  believe  no  government  secret  is  sacrosanct — unless, 
of  course,  a  Republican  is  involved.  As  we've  said,  Libby  is  guilty  of 
something  all  of  us  have  been  guilty  of:  a  bad  memory.  He  doesn't 
deserve  time  in  prison  for  that.  President  Bush  should  pardon  him 
right  away  and  put  an  end  to  this  perversion  of  justice. 

— Investor's  Business  Daily 

In  a  Rut  If  health-insurance  markets  don't  work  as  well  as 
they  should,  it's  because  state  and  federal  governments  are  doing 
too  much  planning  already.  Most  importantly,  the  federal  tax 
code  denies  workers  ownership  of  their  health  care  dollars  and 
slaps  a  huge  tax  penalty  on  those  without  job-based  coverage. 
Shouldn't  conservatives  be  rolling  back  those  government  inter- 
ventions instead  of  cooking  up  even  more? 

—MICHAEL  F.  CANNON,  Cato  Institute, 
National  Review  Online 

Welcome  Surprise  Nearly  all  the  best  things  that 
came  to  me  in  life  have  been  unexpected,  unplanned  by  me. 

—CARL  SANDBURG  F 


24      FORBES      JULY  2,  2007 


THE  NEW  OUATTROPORTE  AUTOMATIC 

"A  Dream  Car  for  the  Real  World." 

-MSN  Autos 


INTRODUCING  THE  NEW  2007  OUATTROPORTE  AUTOMATIC 


Finally,  the  dream  becomes  reality.  "Seriously  smooth,"  "A  supercar  disguised  as  a  glamorous  sedan,"  and  according  to  Top  Gear  magazine, 
"The  finest  automatic  offered  any-where."  Why?  The  new  Ouattroporte  Automatic  delivers  engineering  innovation  equally  at  home  on 
Fifth  Avenue  as  the  Nurburgring— it's  the  highest-revving  automatic  transmission  available,  designed  to  perfectly 
harness  the  Ouattroporte's  400  hp  Ferrari-engineered  V8.  It's  also  the  only  automatic  luxury  sedan  configured 
with  a  rearward  weight  bias  for  superior  traction  and  handling.  But  the  dream  doesn't  end  there— the  2007 
Ouattroporte  features  a  new  braking  system  so  powerful  that  it  surpasses  not  only  competing  sedans,  but 
many  of  the  world's  most  exotic  sports  cars  as  well.  The  newest  Ouattroporte  even  delivers  10%  better  fuel 
efficiency  without  sacrificing  its  legendary  performance  attributes.  Priced  from  $110,600*  To  experience  the 
dream,  visit  your  iocal  authorized  Maserati  dealer  today,  or  call  1-877-MY-MASERATI.  maseratiamerica.com/qpfb 


©2007  Maserati  North  America.  Ali  rights  reserved.  Maserati  and  the  Trident  logo  are  registered  trademarks  of  Maserati  SpA. 
•Standard  Ouattroporte  Car  shown  with  optional  automatic  transmission  and  19"  wheels.  Excludes  dealer  prep,  transportation  and  taxes. 


Current  Events 


By  Paul  Johnson 


Greed  Is  Safer  Than  Power-Seeking 


ABLE,  INDUSTRIOUS,  IMAGINATIVE  AND  CREATIVE  PEOPLE— 
the  top  5%  of  mankind — divide  into  two  broad  categories:  those 
who  make  money  and  those  who  make  trouble. 

It's  a  matter  of  opinion  which  do  more  harm  and  which  do  more 
good.  The  Bible— both  Old  Testament  and  New — tends  to  criticize 
the  successful  moneymakers.  Many  of  us  know  the  text  about  the 
rich  man  and  the  eye  of  the  needle.  But  not  all  the  wise  agree  with 
scripture  on  this  point.  Samuel  Johnson  posited:  "There  are  few  ways 
in  which  a  man  can  be  more  innocently  employed  than  in  getting 
[i.e.,  making]  money'  And  John  Maynard  Keynes,  the  most  influ- 
ential economist  of  the  20th  century,  commenting  on  the  tendency 
of  the  clever  and  strong-willed  to  bully,  said:  "It  is  better  that  a  man 
should  tyrannize  over  his  bank  balance  than  over  his  fellow-citizens." 

It  is  striking  that  the  hugely  wicked  are  quite  innocent  of 
avarice.  Hider  never  showed  any  interest  in  money.  Stalin  left  his 
salary  envelopes  unopened:  When  Stalin  died,  the  little  old  desk 
in  his  modest  office  was  found  stuffed  with  them.  Mao  Zedong, 
over  the  course  of  his  career,  killed  70  million  people,  but  toward 
the  end  of  his  life  Mao  failed  to  recognize  a  current  banknote. 
These  three  monsters  weren't  obsessed  with  wealth;  they  were 
obsessed  with  power. 

Then  there  are  the  troublemakers,  whose  activities  take  end- 
less forms. 

•Writers,  for  instance,  spin  words  that  force  people  to  think, 
debate  and  question  the  existing  order  and  way  of  doing  things. 
A  key  term  in  the  vocabulary  of  praise,  whether  for  plays,  novels, 
poetry  or  works  of  philosophy,  is  "disturbing."  It  is  assumed  that 
people  are  naturally  complacent  and  need  to  be  disturbed.  But 
the  process  is  inevitably  troubling. 

•  Lawyers,  another  important  group  in  this  category,  are — or  pro- 
fess to  be — concerned  with  justice.  Their  objective  is  to  create 
and  operate  a  system  of  rules  that  curb  natural  instincts  and  sub- 
ject all  human  actions  to  standards  of  fairness.  Clever  lawyers 
become  enthusiasts,  and  enthusiasm  creates  trouble — witness,  for 
instance,  the  vendetta  the  U.S.  Department  of  Justice  has  pursued 
against  many  successful  businessmen  post-Enron. 

•  Politicians  make  up  a  third  group.  Men  and  women  enter  poli- 
tics, or  so  they  say,  to  improve  humanity's  lot.  Politicians  are 
activists,  busy  at  devising  schemes  of  change  and  seeking  to  enact 
laws  to  make  those  changes  compulsory.  Their  schemes  tend  to 
expand  the  power  of  government,  thereby  contracting  the  area  in 
which  individuals  exercise  their  own  judgment. 

The  20th  century  saw  an  immense  increase  in  the  authority 
of  government  and  the  human  actions  it  regulated.  The  process 


seems  to  be  accelerating  in  the  21st  century.  In  the  decade  during 
which  New  Labour  has  ruled  in  Britain,  for  example,  more  than 
3,000  new  criminal  offenses  of  one  kind  or  another  have  been 
added  to  the  books,  many  involving  such  previously  unrestricted 
activities  as  smoking  or  the  voicing  of  opinions  (now  often  desig- 
nated as  "hate  crimes").  All  this  is  troubling. 
•  The  self-appointed  benefactors  of  mankind,  a  fourth  and 
increasingly  important  group,  constitute  organizations  such  as 
Greenpeace  and  Friends  of  the  Earth.  They  are  even  more  prone 
to  enthusiasm  than  are  politicians  and  are  buoyed  by  a  sense  of 
mission  and  high-principled  idealism  that  often  make  them  a  lit- 
tle careless  about  the  accuracy  of  their  assertions.  For  many  their 
causes  are  a  substitute  for  traditional  religion,  inclining  them  to 
martyrdom  and  self-sacrifice  in  the  extreme.  These  are  the  quin- 
tessential troublemakers  of  our  age. 

Whether  such  people  help  or  hinder  their  fellow  mortals  in 
search  of  a  better  life  is,  again,  a  matter  of  opinion.  I  recall,  more 
than  60  years  ago,  the  explosion  of  the  first  atomic  bomb.  I  was 
16,  and  soon  thereafter  I  entered  (and  won)  a  school  essay  com- 
petition on  "The  Consequences  of  Atomic  Energy."  My  theme 
was  the  huge  improvement  that  would  be  brought  about  by  the 
harnessing  of  nuclear  energy  for  peaceful  purposes. 

That  improvement  has  not,  on  the  whole,  taken  place.  What 
I  failed  to  allow  for  was  the  birth  of  an  entirely  new  group  of  well- 
intentioned  enthusiasts  whose  particular  troublemaking  activity 
is  directed  toward  nuclear  power  stations.  These  agitators  have 
been  remarkably  successful  in  preventing  their  construction.  As 
a  result,  the  world  has  drifted  into  an  energy  shortage  that  has 
raised  the  cost  of  living,  particularly  for  the  poor.  It  has  also  aided 
in  the  revival  of  Russian  power  and  ambition  under  Vladimir 
Putin's  authoritarian  regime. 

Here  is  just  one  example  of  troublemaking  as  opposed  to  mon- 
eymaking:  The  new  moneymakers  of  China  and  India  have  caused 
an  increased  demand  in  energy  that  producers  are  straining  to 
meet,  and  the  troublemakers  in  the  West  have  intensified  the  crisis. 

Stirring  the  Pot 

Of  course,  we  need  troublemakers.  The  ancient  Egyptians 
thought  Moses  was  a  troublemaker.  The  Romans  thought  the 
same  of  Jesus,  and  the  Popes  the  same  of  Martin  Luther.  Jean- 
Jacques  Rousseau,  Charles  Darwin,  Sigmund  Freud— they  all 
made  trouble  for  those  of  settled  opinion.  All  the  same,  I'm  glad 
the  majority  of  able  and  vigorous  people  opt  for  making  money. 
It  makes  the  world  an  easier  place  for  the  rest  of  us.  F 


!  Forbes 


Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  and  David  Malpass,  chief  economist,  Bear  Stearns  &  Co., 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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>  Low  Taxes  >  World's  Freest  Economy 

>  Gateway  to  China  >  World-class  Infrastructure 

>  Free  Flow  of  Information  >  Political  Stability 

>  International  Lifestyle  >  Rule  of  Law 

>  Clean  and  Open  Government  >  Skilled  Workforce 


Hong  Kong:  O 
Asia's  business  capital 

Use  our  checklist  of  advantages  to  compare  Hong  Kong  with  any  other 
Asian  city.  Then  your  choice  of  where  to  locate  should  be  a  simple 
one.  But  we'll  make  it  even  easier,  with  all  the  contacts  and  free  advice 
you'll  need  to  get  settled. 

For  all  the  details,  call  to  meet  with  our  team  of  experts,  or  visit  our 
website  today. 

www.  I  nvestH  K.gov.  hk 


Ihvestm 


The  Government  of  the  Hong  Kong  Special  Administrative  Region 

Suites  1501-9,  Level  15,  One  Pacific  Place  HONG 
88  Queensway,  Hong  Kong  KONG 
Tel:  (852)  3107  1000  Fax:  (852)  3107  9007 
Email:  enq@lnvestHK.gov.hk 


Invest  Hong  Kong's 
Dialogue  with  Investors 


£3* 


Dng  Kong's  ideal  location  in  the  heart 
50th  the  Asia  Pacific  and  Greater  China 
ions,  exceptional  pool  of  multi-cultural 
dia,  and  creative  talent  and  critical 
nmitment  to  press  freedom  have  made 
le  right  place  for  us." 
phen  Marcopoto 
'sident  and  Managing  Director 
ner  Broadcasting  System 
a  Pacific 

3  wanted  to  develop  our  R&D  capabilities 
\sia  close  to  our  end  customers  so 
have  a  better  understanding  of  their 
:ds  and  behaviour.  We  decided  to  stay 
Hong  Kong  for  many  reasons:  the  high 
ility  and  loyal  employees,  intellectual 
perty  protection  and  its  unbeatable 
ation  and  connectivity  with  the  region 
i  beyond." 
ier  Dutronc 

sident  Asia  Pacific  and 

naging  Director 

vecom  Asia  Pacific  Limited 


"Hong  Kong  is  an  attractive  place  to 
do  business  for  several  reasons: 
Infrastructure,  financial  services,  the 
legal  system  and  the  people  here, 
who  are  very  well-educated  with  an 
international  mindset." 
Wiebo  Vaartjes 
Chief  Executive  Officer 
Philips  Electronics  Hong  Kong 

"With  its  emphasis  on  international 
standards  of  corporate  transparency 
and  disclosure,  supported  by  world-class 
legal  and  taxation  systems,  a  flexible 
and  resilient  workforce,  and  a  long 
tradition  as  the  gateway  to  business  in 
China  -  these  advantages  add  up  to 
make  Hong  Kong  a  truly  international 
financial  centre  and  a  hub  for  the  global 
business  community." 
Peter  Sullivan 
Chief  Executive  Officer 
Standard  Chartered  Bank 
(Hong  Kong)  Limited 


"Hong  Kong  is  undoubtedly  the  true 
culinary  capital  of  Asia.  We  were  so 
impressed  with  the  overall  environment 
of  the  city  that  we  made  our  decision 
to  set  up  our  restaurant  here  without  a 
second  thought." 
Masazumi  Hayashi 
Managing  Director 
Japan-Dining-World  Co.  Ltd. 

"Hong  Kong  has  a  well-established 
design  industry  offering  local  talent  and 
sophisticated  facilities.  Through  the  new 
design  and  R&D  centre  in  Hong  Kong, 
we  will  be  able  to  attract  and  recruit 
world-class  designers  and  experts  in 
product  R&D  to  join  our  team." 
Li  Ning 

Chairman  of  Li  Ning  Company 
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By  Rich  Karlgaard,  Publisher 


The  Economy's  Trillion-Dollar  Question 


THE  BOTTOMLESS  POOL  OF  LIQUIDITY  AROUND  THE  WORLD  IS 
the  business  story  of  2007.  It  drives  everything:  low  borrowing 
rates,  high  stock  prices,  buybacks,  hedge  fund  growth,  the  private 
equity  boom.  So  here's  the  trillion -dollar  question:  On  balance, 
is  the  global  cash  glut  mainly  the  result  of  the  U.S.  Federal 
Reserves  loose  monetary  policy  (think  of  all  the  worlds  curren- 
cies that  are  pegged  to  the  U.S.  dollar),  or  can  it  be  explained  by 
a  new  force — rapidly  rising  prosperity  around  the  world? 

I  debated  this  recently  with  Forbes.com  editor  Paul  Maid- 
ment.  We  agreed  that  the  answer  is  "both."  Monetary  policy  is 
too  loose,  yes.  But  rising  prosperity  is  real,  too.  The  global  econ- 
omy has  grown  by  a  quarter  since  2002.  The  world  has  up  to  a 
billion  more  people  in  the  ranks  of  the  middle  class  than  it  did 
a  mere  20  years  ago.  So  the  question  is  not  binary:  loose  money 
or  rising  prosperity.  Since  both  are  contributing  to  the  global  liq- 
uidity surplus,  the  question  is,  which  is  contributing  more? 

The  answer  matters.  If  loose  money  is  causing  the  global 
liquidity  surplus,  then  both  economic  growth  and  the  bull  rally 
are  resting  on  thin  ice.  But  if  rising  productivity,  prosperity  and 
profits  have  brought  on  the  glut,  then  the  boom  is  durable. 

Cheap  Dollar  or  Global  Awakening? 

Spiking  commodity  prices  everywhere  imply  a  cheap  dollar.  Sure, 
you  can  argue  that  robust  industrial  demand  in  China  and  else- 
where drives  oil  and  aluminum  prices.  But  does  that  drive  gold 
prices?  Silver  prices?  No.  Therefore,  rising  commodity  prices 
across  the  board  have  something  to  do  with  a  cheap  US.  dollar 
and  all  those  trashed  currencies  that  are  linked  to  the  cheap  dollar. 

But  the  prosperity  explanation  for  the  growing  global  glut 
also  carries  weight.  In  20  years  global  prosperity  has  created 
scores  of  millions  of  newly  wealthy,  as  well  as  a  billion  or  so  new 
members  of  the  middle  class  around  the  world.  Astonishing. 
Revolutionary.  We  are  just  beginning  to  understand  it. 

As  I  was  thumbing  through  the  Financial  Times  recently  I 
came  across  a  letter  to  the  editor  by  Marc  Chandler  of  Brown 
Brothers  Harriman  and  Jim  Glassman  of  JPMorgan  Chase.  They 
were  responding  to  a  May  24  Financial  Times  article  by  Alan 
Ruskin,  entitled  "A  Weak  Dollar  Is  the  Driving  Force  Behind 
Global  Liquidity."  Chandler  and  Glassman's  response: 

"We  believe  there  is  a  more  profound  development:  the 
global  awakening  that  is  lifting  global  living  standards  by  more 
than  any  other  human  endeavor,  and  the  economic  liberalization 
enabling  economies  to  make  more  of  their  scarce  resources. 
Underpinning  this  development  is  the  integration  of  half  the 
world's  population  into  the  global  market  economy,  and  the 
deepening  and  broadening  of  the  capital  and  derivative  markets." 

This  question— cheap  dollar  or  global  awakening?— is  a  huge 


deal.  If  the  cheap  dollar  has  mostly  caused  the  global  cash  sur- 
plus, then  the  endgame  is  not  a  happy  one.  Stagflation.  Followed 
by  a  Paul  Volcker-like  response.  Followed  by  recession.  Pen  your 
own  scenario.  It's  hard  to  see  a  soft  landing  or  an  easy  way  out.  But 
if  Chandler  and  Glassman  are  right— that  the  liquidity  surplus  is 
mostly  due  to  a  global  awakening — then  the  good  times  aren't  over. 
We're  in  for  a  long  boom.  Maybe  the  S&P  will  hit  2000  in  two  years. 

Recently  I  posed  the  question — cheap  dollar  or  global  awak- 
ening— to  two  of  the  smartest  guys  I  know:  David  Malpass,  chief 
economist  for  Bear  Stearns  &  Co.;  and  Arjuna  Mahendran,  chief 
investment  strategist  for  Credit  Suisse. 

Malpass  says,  "Both  are  correct.  Central  banks  are  the  start- 
ing point  for  the  liquidity.  [But  liquidity  is  also]  provided 
by  efficiency  gains  and  innovations  in  the  financial  system,  as 
well  as  by  the  robust  gains  generated  outside  the  financial  system. 
As  people  and  companies  produce  more  they  are  creating  more 
lendable  resources,  adding  to  liquidity''  Malpass  is  optimistic  about 
growth:  "The  huge  new  pools  of  liquidity — in  corporations,  central 
banks,  petro-dollars,  private  equity,  hedge  funds,  foreign  savings 
and  the  U.S.  household  sector  (the  largest  pool  of  liquidity  by  far) — 
will  take  time  to  use  up.  We  expect  more  U.S.  and  global  growth  in 
2007  than  the  consensus,  in  part  due  to  this  overhang  in  liquidity." 

Malpass  worries  about  inflation,  but  he  thinks  die  US.  economy 
is  strong  enough  to  take  the  medicine  of  tighter  Fed  policy.  He  rejects 
the  idea  that  Americans  are  living  beyond  their  means,  suckered  by 
teaser  mortgages  and  in  hock  to  makers  of  60-inch  flat-panel  TV  screens. 

Mahendran  says,  "Rising  prosperity  seems  the  key  to  the  growth 
in  liquidity.  Growth  of  the  middle  class  in  emerging  markets  is 
for  real.  I  reckon  China  could  have  a  middle  class  the  size  of  the 
total  U.S.  population  by  201 5,  and  India  a  similar  number  by  2025." 

I  also  posed  the  question  in  my  Forbes.com  Digital  Rules 
daily  blog: 

•  "Why  can't  it  be  a  little  of  both?  Look  at  commodity  prices. 
They're  out  of  control.  Evidence  of  excess  liquidity.  On  the  other 
hand,  very  little  of  that  commodity  cost  seems  to  be  getting  into 
final  goods  prices.  Evidence  of  productivity." 

•  "Cheap  capital  necessarily  builds  excesses  in  credit,  liquidity  and 
expectations,  and  it  pummels  risk  aversion  to  a  silly  oldfangled 
convention.  I  mean,  how  many  consumers  could  handle  three 
months  without  a  paycheck?" 

•  noney  enables  reckless  borrowing  and  spending  that 
inevitably  provides  an  economic  stimulus,  but  this  will  not  last." 

My  blog  readers  are  more  cautious  than  Malpass  or  Mahendran. 
What  do  you  think?  Write  me  at  publisher@forbes.com.  F 


Forbes 


Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  e-mail  him 
at  publisher@forbes.com. 
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A  Taxing 
Situation 

The  American  boss  of  a 
Chinese  news  outfit 
makes  news  herself. 


LORETTA  FREDY  BUSH,  THE  HIGH- 
profile  American-born  head  of  Shang- 
hais  Xinhua  Finance  Media,  recently 
settled  long-running  litigation  with  the 
U.S.  government  by  acknowledging  she 
had  filed  personal  tax  returns  understat- 
ing her  liability  by  97%.  She  also  admitted 
in  court  documents  that  she  "incorrectly" 
stated  on  those  returns  that  she  had  no  authority 
over  or  interest  in  any  foreign  financial  accounts.  In  the  civil  settle- 
ment, filed  in  U.S.  Tax  Court  in  Washington,  Bush  agreed  that  her 
combined  liability  for  1999  and  2000,  including  penalties,  was 
$853,717,  or  36  times  the  $23,501  shed  declared.  Any  interest  that 
Bush  owed  came  on  top  of  this  settlement  amount. 

Word  of  the  settlement  surfaces  at  a  difficult  time  for  Bush  and 
XFM,  an  offshoot  of  the  official  Chinese  propaganda  agency,  Xin- 
hua, which  aspires  to  become  the  major  provider  of  Chinese- 
themed  financial  data  and  news.  XFMs  chief  financial  officer  just 
left  amid  claims  that  the  company  did  not  disclose  hed  previously 
run  a  brokerage  firm  under  a  cease-and-desist  order  from  regula- 
tors. Bush  felt  compelled  to  announce  she  would  "continue 
enhancing"  corporate  governance.  An  executive  of  U.S. 
proxy  adviser  firm  Glass  Lewis,  which  an  XFM  affili 
ate  also  headed  by  Bush  bought  last  year,  resigned, 
charging  a  lack  of  corporate  transparency.  Since 
XFM's  U.S.  public  offering  in  March,  at  two 
shares  for  each  American  Depositary  Receipt, 
the  twofers  have  fallen  40%  to  a  recent  $7.79. 
Shareholders  have  filed  lawsuits. 

In  a  statement  to  FORBES,  XFM  says  the 
settlement  was  a  "personal  tax  matter"  that 
"has  no  bearing  whatsoever  on  Ms.  Bush's 
successful  leadership"  of  the  company  and  was 
entered  into  "to  avoid  costly  and  protracted  litiga- 
tion" with  the  Internal  Revenue  Service. 

Raised  in  Utah,  Bush,  now  48  (and  no 
kin  to  George  W  Bush),  moved  to 
Taiwan  in  the  mid-1980s  and 
began  a  career  in  trade  and 
financial  services  there  and 
later  in  China.  In  2004  the 
Wall  Street  Journal  included 
her  among  the  "top  50 
women  to  watch"  globally. 
Last  year  the  American 
Chamber  of  Commerce 
in  Hong  Kong  named 
her  its  "entrepreneur 
of  the  year." 

Her  U.S.  tax 
difficulties  had 


Wheeling 
and  dealing: 
Loretta  Fredy  Bush. 
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been  looming  for  some  time.  In  2004  a  Xinhua  unit  Bush  ran  at 
the  time  unsuccessfully  asked  a  New  York  federal  court  to  block 
an  IRS  summons  for  records  about  her.  After  the  IRS  later 
declared  that  she  really  had  taxable  income  of  $4.8  million  (ver- 
sus her  claimed  $86,000)  and  owed  another  $1.8  million  plus 
$1.4  million  more  in  penalties,  Bush  filed  her  Tax  Court  lawsuit 
in  2005.  She  asserted  that  her  numbers  were  accurate  as  filed. 

The  IRS  said  Bush  hid  taxable  income  by  calling  it  loans  and 
transfers  of  assets  for  others.  The  two  tax  years  at  issue,  during 
which  Bush  listed  addresses  in  Hawaii,  coincided  with  her  early 
planning  for  Xinhua  Financial  Network,  an  affiliate  she  later 
would  head.  Bush,  the  feds  stated,  "fraudulently  and  with  intent 
to  evade  tax  purchased  her  interest . . .  using  loans,  offshore  enti- 
ties and  conduits."  In  a  filed  reply  Bush  flatly  denied  this.  The 
eventual  tax  settlement  included  penalties  for  inaccuracy  and  late 
filing  but  not  for  fraud.  As  for  her  failure  to  declare  foreign 
accounts  two  years  running,  Bush  blamed  her  accountant. 

In  support  of  its  case  the  IRS  filed  in  court  dozens  of  docu- 
ments, including  faxes,  e-mails,  account  statements  and  other 
internal  material  depicting  considerable  wheeling  and  dealing  by 
Bush.  The  trove  contains  references  to  Cayman  Islands  entities, 
purported  efforts  to  hide  business  ownerships  and  the 
movement  of  funds  across  national  borders  using 
traveler's  checks.  A  2001  organizational  chart  for 
"Bush  Holdings"  listed  37  businesses,  although  an 
XFM  spokesman  says  she  was  a  consultant  work- 
ing for  clients.  Bush  signed  a  construction  con- 
tract for  a  Hawaiian  ranch  that  on  one  page 
called  her  a  co-owner  with  a  man  listed  on 
another  page  as  owning  the  property  as  part  of  a 
"Mr.  and  Mrs."  She  filed  a  court  response  deny- 
ing they  ever  had  been  married.  The  XFM 
spokesman  says  the  man  was  just  a  friend  and  that 
Bush  was  the  sole  owner. 

One  memo  described  a  plan  for  Bush  and  an 
associate  to  borrow  $1  million  to  buy 
stock  in  a  Xinhua  unit.  In  filings  she 
wrote  that  "some  steps"  were  taken 
but  that  she  got  stock  another 
way  (by  buying  cheap  shares  as  a 
founder,  the  spokesman  says). 
Bush  refused  to  authenticate 
much  of  the  IRS-obtained 
paperwork,  saying  that  her 
own  business  records  had 
been  stolen  in  2000. 

The  tax  settlement 
came  the  same  month 
Bush  got  $9.75  million 
selling  XFM  shares.  She 
retains  a  holding  worth 
$31  million. 

— Janet  Novack 
and  William  P.  Barrett 
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We're  defined  by  what  we  pass 
on  to  the  next  generation. 
That's  why  ConocoPhillips  is 
funding  college  and  university 
programs,  like  biofuels  research 
at  Iowa  State  University,  to 
develop  new  energy  sources. 
And  we're  stepping  up  our  own 
research  to  create  new,  cleaner 
fuels  and  improve  environmental 
performance.  So  we  can  pass 
on  what  matters  ...  to  the  ones 
who  matter  most. 


ConocoPhillips 

www.conocophillips.com 
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On  My  Mind 


By  Douglas  W.  Kmiec,  professor  of  constitutional  law  at  Pepperdine  University  and  former  constitutional 

LEGAL  COUNSEL  TO  PRESIDENTS  RONALD  REAGAN  AND  GEORGE  H.W.  BUSH. 


The  Silent  Shrug 


Corporations  still  don't  know  how  to  deal  with  working  women  who  just  might 

want  to  raise  a  family. 


THE  CONTROVERSY  OVER  THE  SUPREME 
Court's  recent  ruling  on  sex  discrimina- 
tion got  me  thinking  about  the  future  of 
my  own  children.  My  twin  daughters  are 
headed  to  college  and  their  older  sister 
recently  graduated  from  law  school.  Their 
commencements  included  moments  of 
achievement  and  pride  but  also  moments 
of  consternation  that  were  not  present  as 
my  sons  marched  across  similar  platforms 
a  few  years  back. 

Some  editorial  writers  mistakenly 
assailed  the  Supreme  Court  for  making  a 
cockeyed  call  when  it  said  that  a  woman 
alleging  shed  been  paid  unfairly  because  of 
her  gender  had  to  file  that  claim  within  180 
days  of  the  initial  wrong.  The  law  in  ques- 
tion, Title  VII  of  the  1964  Civil  Rights  Act, 
dictates  that  result.  What  much  of  the  pop- 
ular press  left  out  in  its  coverage  of  the  case: 
Another  statute,  the  Equal  Pay  Act,  doesn't 
insist  on  such  a  tight  filing  window. 

To  me,  the  importance  of  the 
court's  ruling  was  not  in  technical- 
ities about  filing  deadlines  or  even 
in  the  broader  point  about  how 
difficult  it  may  be  for  a  woman  to 
prevail  in  a  wage  discrimination 
claim.  What's  important  is  the 

practical  reality:  The  opportunities,  and  not  just  the  pay,  awaiting 
my  daughters  and  the  young  women  of  America  are  simply  not 
as  great  as  those  available  to  young  men. 

There's  still  a  wide  gap  between  salaries  paid  to  women  and 
salaries  paid  to  men.  But  discrimination  of  the  sort  that  can  be 
attacked  by  lawsuits  explains  only  a  small  part  of  this  gap.  The 
big  problem  has  to  do  with  the  conflict  between  family  and 
career;  if  you  look  only  at  childless  workers  in  similar  jobs,  the 
gap  all  but  vanishes.  And  in  our  society  that  tension  between 
child-rearing  and  career  advancement  is  still  more  likely  to  afflict 
a  woman  than  a  man. 

This  issue  cropped  up  in  the  brouhaha  over  ex- Harvard  presi- 
dent Lawrence  Summers'  remarks  about  the  dearth  of  highly 
placed  women  scientists.  As  Harvard  prof  Steven  Pinker  has 
pointed  out,  one  reason  women  make  up  only  20%  of  the  work- 
force in  science  and  engineering  is  that  "child- rearing,  still  dispro- 


Indiff erence  is  the  ultimate 
form  of  sex  discrimination, 
since  men  seldom  face  the 
same  vexing  questions. 


portionately  shouldered  by  women,  does 
not  easily  coexist  with  professions  that 
demand  Herculean  commitments  of  time." 

In  30  years  of  teaching  law  I've  seen 
scores  of  female  grads  struggle  with  this 
quandary.  The  answer  given  by  many 
businesses  or  law  firms  has  been  a  silent 
shrug.  That  indifference  is  the  ultimate 
form  of  sex  discrimination,  since  males 
seldom  face  the  same  vexing  questions. 
The  solution  is  unlikely  to  turn  on  court 
decisions  or  new  laws  or  pat  prescriptions 
like  flexible  time  or  changes  in  the  tax 
code  to  reward  the  full-time  person  at 
home.  These  are  expensive  benefits,  and 
companies  don't  go  out  of  their  way  to 
encourage  workers  to  take  advantage  of 
them.  In  reality,  missing  work  to  care  for  a 
child  is  only  grudgingly  accepted  by  those 
who  must  manage  production  in  the 
worker's  absence. 

So  what?  you  may  ask.  We  all 
face  choices  and  opportunity  costs. 
Maybe.  But  don't  we  preach  from 
church  pulpit  to  schoolhouse  that 
work  is  for  family  and  not  the  other 
way  round?  As  it  stands,  Skadden 
and  Cravath  will  tell  my  daughter 
and  your  son  that  the  firms  expect 
all  associates  to  log  the  same  outrageously  high  number  of  bill- 
able hours  per  year  if  they  want  to  have  a  shot  at  becoming  a  part- 
ner. And  if  I  try  to  tell  my  26-year-old  daughter  that  when  she  has 
her  first  baby,  it  will  be  nearly  impossible  to  keep  billing  those 
hours,  she  will  justifiably  sense  betrayal. 

It's  time  for  businesses  to  think  seriously  about  whether  they 
genuinely  value  family  and  to  be  honest  with  their  rookie  hires 
about  this.  Of  course,  that  men  seldom  have  to  consider  such 
matters  doesn't  mean  they  shouldn't.  At  the  very  least  the  corpo- 
rate burden  of  lobbying  for  workplace  accommodation  of  a  well- 
balanced  family  life  should  not  be  borne  by  women  alone. 

Let's  stop  pretending  that  these  work-family  pressures  don't 
exist.  My  daughters,  and  yours,  should  not  have  to  navigate  these 
issues  alone.  It  is  better  for  business  to  face  them  squarely,  since, 
if  we  are  candid,  our  success  depends  as  much  upon  the  success 
of  our  daughters  as  on  that  of  our  sons.  F 
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Return  of  the  King? 

We  described  how  unkempt  New  Zealand 
filmmaker  Peter  Jackson  had  become  one 
of  the  richest,  most  powerful  people  in  the 
movie  business,  landing  the  No.  12  spot 
on  the  Forbes  Celebrity  100  list.  Jackson 
was  basking  in  the  blockbuster  success  of 
his  Oscar-winning  Lord  of 
the  Rings  trilogy,  racking 
up  one-year  income  of 
$35  million.  Since  our 
story    Jackson  has 
become  embroiled  in  a 
legal  fight  with  New  Line 
Cinema,  the  subsidiary 
Time    Warner  that 
financed  and  distrib- 
uted  Lord   of  the 
Rings.  Because  Jack- 
son hasn't  released  a 
new  movie  in  the 
last  year  (his  hit 
King  Kong  came 
out  in  2005),  his 
income  dipped, 
and  he  fell  off  our 
list  this  year. 

As  for  his  dis- 
pute with  New  Line, 

Leaner,  meaner  New 
Zealander:  Peter  Jackson. 

FLASHBA 


Jackson  claims  in  a  2005  suit 
that  the  company  committed 
fraud  in  its  handling  of- rev- 
enues generated  by  The  Fellow- 
ship of  the  Ring  and  underpaid  him  by 
millions.  No  trial  date  has  been  set,  New 
Line  isn't  commenting,  and  the  company 
is  moving  forward  on  plans  to  produce  a 
Lord  of  the  Rings  prequel,  The  Hobbit, 
without  Jackson.  But  the  New  Zealander, 
who  shed  70  pounds  while  shooting  King 
Kong,  is  moving  on.  He's  directing  a 
DreamWorks  production  of  bestselling 
novel  The  Lovely  Bones,  and  he's  renting 
out  his  Wellington  studio  to  Titanic  pro- 
ducer James  Cameron  for  a  sci-fi  thriller 
called  Avatar.  In  addition,  Jackson  is 
collaborating  with  Steven  Spielberg 
on  a  three-part  series  of  3-D  films 
and  is  planning  a  joint  videogame 
venture  with  Microsoft.  Expect 
him  back  on  the  Forbes  Celeb- 
rity list  before  long. 

— Suzanne  Hoppough 

JULY  3,  2006 

Givin'  50  the  Digits 

Coca-Cola's  agreement  to  buy 
Glaceau,  maker  of  VitaminWater, 
for  $4.1  billion,  is  making  Curtis 
Jackson  $100  million  richer.  Our 
story  last  year  on  the  rapper 
known  as  50  Cent  described  how 


the  32-year-old  former  cocaine  dealer  had 
parlayed  his  thug  image  into  a  thriving 
business  empire  with  investments  in 
everything  from  sneakers  to  videogames. 
One  of  his  more  creative  ventures:  A  deal 
with  Glaceau  (also  known  as  Energy 
Brands)  to  sell  a  flavor  named  for  him — 
Formula  50 — in  exchange  for  an  equity 
stake  in  the  company  A  year  ago  50  Cent 
told  FORBES  he  thought  the  label  had 
promise  and  could  one  day  get  bought  by 
Coke.  Good  call.  — Lea  Goldman 

MARCH  26,  2007 

Fightin'  Words 

Score  one  for  celebrities'  freedom  to  utter 
obscenities  on  the  air.  In  March  we 
detailed  how  the  Federal  Communications 
Commission  was  seeking  to  extend  its  reg- 
ulatory control,  expanding  its  purview 
from  broadcast  to  cable  channels  and  rul- 
ing that  both  Nicole  Richie  and  Cher  had 
violated  federal  obscenity  law  and  agency 
rules  by  blurting  naughty  words  at  Bill- 
board Music  Awards  shows.  Though 
broadcasting  profanity  has  long  been  for- 
bidden, until  recently  the  FCC  did  not  chal- 
lenge fleeting,  unscripted  expletives  that 
aired  live.  In  June  the  Second  Circuit 
Court  of  Appeals  shot  down  the  FCC's 
decision.  The  commission's  actions  were 
"arbitrary  and  capricious,"  ruled  the  court, 
and  "divorced  from  reality."    — Tim  Doyle 


25  YEARS  AGO  IN  FORBES  |  JUNE  7, 1982 

Funny  Lady  For  more  years  than  she  probably  likes  to 
remember,  Carol  Burnett  has  been  knocking  us  out  with  her 
comedy  routines.  In  contrast  to  Richard  Pryor,  who  can  send  a 
message  with  just  a  twitch  of  facial  muscle,  Carol  Burnett's 
whole  face  explodes  in  contortions  conveying  pain,  joy, 
disbelief,  or  whatever. 

20  YEARS  AGO  IN  FORBES  |  SEPTEMBER  21, 1987 

Star  Power  America's  top-grossing  executive  last  year 
was  Chrysler's  Lee  lacocca,  who  earned  just  short  of  $21  mil- 
lion, stock  options  included.  A  handful  of  other  executives 
earned  more  than  $5  million.  But  all  these  numbers  were 
dwarfed  by  people  in  entertainment.  FORBES  figures  that  ten 
entertainers  annually  are  earning  $20  million  or  more.  Bill 
Cosby,  if  you  credit  the  discounted  present  value  of^riis  syndi- 
cation rights  from  this  year's  28  episodes,  will  make'ftearly 


$100  million  in  1987.  The  top  ten  for  1986-87:  Bill  Cosby, 
Sylvester  Stallone,  Bruce  Springsteen,  Charles  Schulz,  Eddie 
Murphy,  Steven  Spielberg,  Madonna,  Whitney  Houston, 
Michael  Jackson  and  Johnny  Carson.  These  people  are  more 
than  entertainers.  They  are  businesses. 

15  YEARS  AGO  IN  FORBES  |  SEPTEMBER  28, 1992 

Oprah  Rising  For  six  years  running  FORBES  has  estimated 
the  earning  power  of  the  world's  top  enter- 
tainers.  Second  to  TV  star  Bill  Cosby  is  TV 
talk-show  hostess  Oprah  Winfrey.  Winfrey's 
show  is  seen  in  over  99%  of  the  nation's  TV 
markets,  as  well  as  in  55  countries.  Her  new 
deal  with  King  World  should  make  her  a 
near-lock  for  the  top  slot  next  year. 

Oprah  Winfrey,     Oprah  occupies  the  number  one  slot  on  the 
15  years  ago.      Forbes  Celebrity  100  this  year. 
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BRAIN  DRAIN 


Close  to  the  Vest 

The  search  giant's  young  millionaires  are  cashing  in  and  checking  out. 
This  is  not  entirely  bad  news  for  Google  |  By  Quentin  Hardy 


GOOGLE  WAS  GOOD  TO 
Bismarck  Lepe.  He  started 
working  there  in  2003  when 
he  was  23.  But  he  left  in  April 
with  a  few  million  dollars, 
enough  to  start  his  own  company.  It's  going 
to  produce  a  high-definition  Web  video  site 
called  Ooyala.  In  gratitude,  he  says,  "I'm 
going  to  build  a  company  that  is  bigger 
than  Google." 

Over  the  past  year  a  trickle  of  Google 
alums  like  Lepe  have  left  the  Mountain 
View,  Calif.  Internet  search-and-adver- 
tising  company  to  start  or  invest  in  com- 


panies of  their  own.  Get  ready  to  see  a 
torrent. 

The  reason  is  simple:  Their  money  is 
turning  a  nice  ripe  green.  Two  big  batches 
of  stock  options  granted  before  the  com- 
pany went  public  in  August  2004  have 
fully  vested  in  the  last  12  months.  A  2002 
grant  that  was  priced  at  30  cents  a  share 
vested  a  year  ago.  Another,  priced  at  $4  a 
share  in  2003,  vested  in  April.  With 
Google's  stock  now  above  $500  again, 
that's  happy  math.  Insiders  figure  there 
are  at  least  700  people  roaming  the  halls 
worth  a  minimum  of  $5  million,  many  of 


them  worth  multiples  of  that. 

Google's  torrid  growth  has  changed 
the  place.  There  were  350  employees  five 
years  ago.  Now  there  are  13,000.  Craig 
Silverstein  was  the  first  hire  by  founders 
Larry  Page  and  Sergey  Brin.  He's  still 
there,  as  director  of  technology,  but  says 
the  chaotic  pace  of  product  development 
means  "it's  harder  for  the  people  at  the 
top  to  keep  things  straight."  Silverstein 
has  made  well  over  $100  million  in 
Google  stock  and  says  that  for  old-timers 
like  him,  "economically,  you  are  volun- 
teering to  be  here."  What  keeps  him  going 
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"if"  your  money 
has  to  last  and  last. 


Retirement.  Let's  make  the  most  of  it. 

There's  a  mighty  big  "if"  in  each  of  our  lives  and  it  has  to  do  with  retirement.  "If"  you  want  to  protect  what  you've  worked  so 
hard  to  accumulate,  you  need  the  right  partner.  As  a  leader  in  individual  insurance  and  employee  benefits,  MetLife  helps  you 
map  out  a  smooth  transition  from  work  to  retirement  and  beyond.  Starting  with  your  existing  coverage,  our  representatives 
work  with  you  to  create  your  personal  retirement  safety  net.  Protecting  retirements  for  over  100  years,  MetLife  has  the  expertise 
and  financial  strength  to  make  guarantees  for  the  "if"  in  life. 

•  m  ® 


Call  1-888- MetLife  or  visit  our  new  website: 
www.metlife.com/retirement 


MetLife 


Guarantees  for  the  if  in  life! 


Guarantees  apply  to  certain  insurance  (not  securities  and  investment  and  advisory)  products  and  are  subject  to  product  terms,  conditions,  exclusions  and 
limitations  and  the  insurer's  claims-paying  ability  and  financial  strength.  Metropolitan  Life  Insurance  Company,  New  York,  NY  10166.  MetLife  Investors  USA 
Insurance  Company,  Irvine,  CA  92614.  ©2007  MetLife,  Inc.  PEANUTS  ©UFS,  Inc.  L04076634(exp0408)MLIC-LD 


Outfronl 

is  his  interest  in  solving  hard  computa- 
tional problems  alongside  other  smart 
Googlers. 

Not  everyone  feels  the  same  way.  Vet- 
erans complain  of  wasted  effort  on  over- 
lapping projects  and  disaffection  with 
endless  work  on  glorified  ad  schemes. 
Bismarck  Lepe  left  almost  immediately 
after  his  options  fully  vested  on  their 
four-year  anniversary.  Colin  Wong,  who 
started  at  Google  in  November  2002,  quit 
in  December  to  do  angel  investing  in 
Seattle.  He  left  over  "the  boredom  of  just 
looking  at  Internet  advertising." 

Google  made  the  exodus  inevitable  by 
hiring  bright,  young  and  confident  people 
who  are  all  too  likely  to  bolt  at  the  chance 
to  run  their  own  show  or  maybe  even 
start  the  next  Google.  Besides  Ooyala, 
recent  births  include  Twitter,  a  social-net- 
working site  founded  by  the  people  who 
made  Google's  blog  service,  and  Weather- 
Bill,  a  site  that  lets  you  hedge  business  risk 
against  downpours.  At  least  a  half-dozen 
more  startups  are  in  the  works,  with  other 
plans  under  discussion  by  people  still 
inside  Google. 

Many  Googlers  are  also  starting  com- 
panies through  venture  investment. 
Aydin  Senkut,  who  left  with  tens  of  mil- 
lions of  dollars  after  Google's  initial  pub- 
lic offering,  has  funded  some  22  compa- 
nies, including  Mashery,  a  service  for 
combining  different  Web  software  pack- 
ages, and  BuzzLogic,  a  service  for  spot- 
ting trends  on  the  Web.  A  Boston  venture 
fund  called  Y  Combina- 
tor,  which  has  seeded  58 
startups  with  $15,000  to 
$  20,000  each,  often  taps 
several  Googlers  to 
invest  later  in  its  more 
promising  ideas. 

Alberto  Savoia  left 
Google  in  2002  to  start 
a  software  testing  com- 
pany called  Agitar.  He 
left  240,000  unvested 
options  on  the  table, 
worth  $120  million  had 
he  stayed.  "I  loved  it 
there,  but  I  would  never 
get  to  be  Larry  Page," 
says  Savoia.  "For  an 
entrepreneur,  $10  mil- 


Any  Upside  Left? 


Google's  back  above  $500.  New  hires 
crowd  the  halls.  Veterans  with  cheap 
options  are  eyeing  the  door. 


EMPLOYEES 

(IN  THOUSANDS) 

12 


EXERCISE  PRICE 
MARCH  2007 

$462 


10 


EXERCISE  PRICE 
APRIL  2003 


$4 


EXERCISE  PRICE 
JUNE  2002 

$.30 


J 


I 


Bismarck  Lepe  quit  Google  in  April 
just  after  his  $4  options  vested.  His 
next  gig:  outdoing  Google  Video. 


'97      '99      '01      '03      '05  '07 

Sources:  Google;  Forbes  estimates. 

lion  from  scratch  is  better  than  $100  mil- 
lion from  someone  else's  company." 
Before  you  send  him  a  check,  know  that 
still  private  Agitar  was  recently  valued 
between  $50  million  and  $100  million. 

Brain  drains  are  usually  a  bad  thing, 
but  the  latest  exodus  of  veterans  may 
make  more  of  a  contribution  to  Google 
than  they  would  have  if  they  were  rich 
and  bored  inside  the 
company.  Ooyala's  Lepe 
says  his  company  may 
use  Google's  AdSense 
service  for  part  of  its 
revenue.  He  and  others 
are  also  running  their 
businesses  on  Google 
Apps,  a  competitor  to 
Microsoft  Office  that 
runs  over  the  Web. 
Google  Apps  are  free, 
but  Lepe  is  paying  for 
the  premium  version  of 
the  service.  And  any- 
thing they  do  to 
increase  the  size  of  the 
Internet  helps  Google, 
since  the  math  of  search 


dictates  that  a  larger  sample  gives  a  better 
result,  yielding  more  targeted  ads. 

"Our  mission  is  not  to  make  Google 
as  big  as  possible;  it  is  to  organize  the 
world's  information,"  says  Laszlo  Bock, 
vice  president  of  people  operations  at 
Google.  "If  we  seed  the  next  200  great 
startups,  that's  no  bad  thing." 

Bock  says  the  company  is  prepared  to 
see  a  number  of  people  move  on  and  has 
identified  the  people  it  feels  it  must  keep, 
particularly  in  Google's  core  business  of 
Internet  search.  The  company  has  an 
advantage  there,  as  search  now  requires 
vast  computing  resources  that  no  startup 
seems  able  to  match  and  Google  is  still  in 
a  good  place  to  address  the  intellectual 
challenges  of  making  search  better.  A  core 
of  some  200  search  veterans  are  said  to 
be  rich  and  happy  where  they  are. 

Some  of  Google's  marquee  names  on 
the  business  side  have  been  given  new 
chores  to  keep  them  happy:  Sheryl  Sand- 
berg,  who  developed  Google's  ad  busi- 
ness, now  also  helps  run  its  charitable 
foundation,  while  whiz  salesman  Omid 
Kordestani  is  heading  Google's  interna- 
tional expansion. 

The  company  has  continually  tinkered 
with  its  incentives  for  people  to  stay.  Early 
on  Page  and  Brin  gave  "Founders' 
Awards"  in  cash  to  people  who  made 
significant  contributions.  The  handful  of 
employees  who  pulled  off  the  unusual 
Dutch  auction  public  offering  in  August 
2004  shared  $10  million.  The  idea  was  to 
replicate  the  windfall  rewards  of  a  startup, 
but  it  backfired  because  those  who  didn't 
get  them  felt  overlooked.  "It  ended 
up  pissing  way  more  people  off  says  one 
veteran. 

Google  rarely  gives  Founders'  Awards 
now,  preferring  to  dole  out  smaller  execu- 
tive awards,  often  augmented  by  in- 
person  visits  by  Page  and  Brin.  "We  are 
still  trying  to  capture  the  energy  of  a 
startup,"  says  Bock. 

Next  May  will  see  the  full  vesting  of 
another  round  of  options,  exercisable  at 
$35.  Not  quite  as  exciting,  in  percentage- 
gain  terms,  as  a  30-cent  option.  "But  who 
cares  what  any  of  those  prices  were?"  says 
one  alum  who  bolted.  "The  stock  is  so 
high,  the  economic  incentives  for  staying 
are  fading  away."  F 
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Innovations  from  Siemens  can  be  found  everywhere.  From  the  underground  substation  in 
California  to  the  advanced  clean  coal  technology  used  for  generating  power.  And  as  a  leading 
supplier  of  power  and  energy  solutions,  our  focus  is  on  developing  technology  that  is  more 
powerful,  more  efficient,  more  competitive  and  more  environmentally  compatible.  We  are 
constantly  investing  in  research  and  development  to  meet  the  country's  ever-changing 
energy  demands  and  push  our  technology  to  the  highest  possible  limits.  At  Siemens,  our 
innovations  have  the  power  to  make  a  difference  in  our  planet's  future. 


automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com 
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SPIFF  STOP 


Fast  Money 

TV  ratings  falling,  Nascar  team  owners  are  taking  on 
partners  who  can  better  exploit  the  rolling  assets. 

By  Jack  Gage 


NASCAR  TEAM  FOR  SALE:  ONE  OWNER; 
2.1  million  miles.  That's  what  a  clas- 
sified ad  might  look  like  if  Nascar 
team  owners  get  any  more  anx- 
ious to  sell  stakes  to  investors.  In 
just  the  last  12  months  3  owners 
out  of  15  with  multicar  teams, 
including  iconic  stock  car  maven 
Jack  Roush,  have  sold  big  chunks, 
and  a  fourth  deal  is  imminent. 
Before  these  there  hadn't  been  a 
deal  since  2003. 


4 
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Owner  Jack  Roush. 


Nascar  is  running  into  bumps  after  years 
of  high-octane  rises  in  revenues  from  tele- 
vision deals  and  sponsors.  The  sport  will 
1^  g^.  fetch  $4.4  billion  in  a  new  eight- 
year  contract  with  ABC,  ESPN,  Fox 
and  TNT,  40%  more  than  in  its 
previous  one.  Sounds  good,  but 
the  money  is  back-end-loaded; 
the  annual  payout  wont  exceed 
the  2006  payout  until  2012. 
Spending  by  sponsors  has  also 
stalled.  The  cost  to  sponsor  a  car 


The  Winner's  Circle 

The  most  valuable  teams  in  Nascar  earn  their  keep  by  pouring  income  from 
winnings  and  sponsorship  back  into  new  technology  and  testing. 

VALUE1      REVENUE2  OPERATING 
RANK    NASCAR  TEAM  (number  of  Nextel/Busch  cars)    (SMIL)        ($MIL)     INCOME3  (SMIL) 

1      ROUSH  FENWAY  RACING  (5/4) 

$316 

$189 

$39.1 

2      HENDRICK  MOTORSPORTS  (4/2) 

297 

163 

38.9 

3      JOE  GIBBS  RACING  (3/2) 

173 

110 

23.6 

4      EVERNHAM  MOTORSPORTS4  (2/1 ) 

128 

89 

17.8 

5      RICHARD  CHILDRESS  RACING  (3/3) 

124 

98 

19.1 

6      DALE  EARNHARDT  INC  (3/1 ) 

118 

96 

16.6 

7      ROBERT  YATES  RACING  (2/1 ) 

103 

77 

14.0 

8      CHIP  GANASSI  RACING  (3/2) 

94 

80 

7.5 

9      MICHAEL  WALTRIP  RACING  (3/1 ) 

91 

75 

-2.7 

10     PENSKE  RACING  (2/1) 

75 

65 

9.7 

11     GINN  RACING  (3/1) 

74 

60 

-1.7 

12     TEAM  RED  BULL  (2/0) 

53 

41 

-5.9 

1 3     BILL  DAVIS  RACING  (2/0) 

53 

44 

4.3 

14     PETTY  ENTERPRISES  (2/0) 

48 

41 

6.6 

1 5     HAAS  CNC  RACING  (2/0) 

46 

37 

-1.9 

AVERAGE 

120 

84 

12.3 

All  data  for  2006  season.  'Estimates  based  on  multiples  of  sales  and  operating  income,  includes  all 
Nascar-related  income.  Earnings  before  interest,  taxes,  depreciation  and  amortization.  "Includes  50% 
stake  in  Valvoline  Evernham  Racing.  Sources:  Teams;  Forbes. 
For  expanded  Nascar  coverage  visit  www.forbes.com/nascar/. 


remains  pegged  at  $  1 5  million  for  an  upper- 
tier  car,  with  few  exceptions.  At  the  same 
time,  owners  are  spending  ever  more  on 
technology  to  keep  up  with  rivals  and  to 
build  safer  cars  under  a  Nascar  mandate  that 
could  cost  them  a  combined  $100  million 
over  two  seasons. 

Hence,  owners  are  looking  for  part- 
ners— people  already  in  the  business  of 
landing  sports  sponsorships.  An  eye-open- 
ing transaction  came  in  February  when 
Roush  sold  50%  of  his  eponymous  Nascar 
team  for  $60  million.  The  buyer  was  an  out- 
fit run  by  John  Henry,  the  hedge  fund  man- 
ager and  owner  of  baseball's  Boston  Red 
Sox.  The  price  looks  like  a  steal.  We  figure 
Roush's  nine-car,  three-truck  stable  is  worth 
$316  million  on  revenues  of  $189  million, 
both  the  highest  in  Nascar. 

But  Roush  is  selling  at  a  discount  for  the 
prospect  of  vastly  larger  revenues.  By  hook- 
ing up  with  Henry's  New  England  Sports 
Ventures,  he  says,  his  team  can  now  offer 
potential  sponsors  access  to  coveted 
New  England  sports  fans,  where  TV  rat- 
ings for  racing  are  minimal.  Sponsors  can 
now  advertise  on  the  Red  Sox  cable  net- 
work or  put  up  signs  at  Fenway  Park 
through  a  deal  with  Roush  Fenway  Rac- 
ing, marketing  prowess  other  teams  can't 
offer.  "We  believe  sponsors  will  want  to 
be  affiliated  with  our  team  in  the  future 
as  we  can  offer  them  a  powerful  platform 
to  reach  a  broader  audience,"  says  Roush. 

The  same  strategy — leveraging  a 
Rolodex — is  also  at  work  in  another 
likely  deal.  Raymond  Evernham  is  close 
to  selling  a  piece  of  his  team,  Evernham 
Motorsports,  to  the  owner  of  hockey's 
Montreal  Canadiens,  George  Gillett.  "If 
it  was  just  about  recapitalizing  the  com- 
pany, I  could  go  borrow  money,"  Evern- 
ham says.  "I  want  a  partner  that  knows 
how  to  capitalize  and  activate  around 
professional  sports."  One  goal  Gillett  has 
set  is  to  try  to  sell  sponsors  of  his  Cana- 
diens on  stock  car  racing  in  Canada. 

Sponsors,  who  get  their  logos  plas- 
tered on  racecars  and  driver  uniforms, 
typically  account  for  75%  of  a  team's 
revenue.  One  vehicle  can  attract  some 
20  different  sponsors.  So  it's  no  surprise 
that  teams  have  tried  all  sorts  of  gim- 
micks to  get  a  marketer  like  PepsiCo 
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Polycom  Telepresence: 

EXPERIENCE    THE     REAL  THING 


The  world  leader  in  collaborative  communications 
is  the  real  presence  in  Telepresence. 


Telepresence  is  a  key 
solution  for  communication. 
Polycom  RealPresence™ 
Experience  delivers  an 
unprecedented  immersive 
Telepresence  environment. 


We  deliver  HD  solutions 
from  Telepresence  to 
meeting  rooms  to 
desktops  -  and  they  all 
work  together. 


Take  your  organization  to  the 
next  level  of  communication 
and  realize  the  positive 
benefit  to  your  top  and 
bottom  line. 


Let  Polycom  show  your  organization  how  to  improve  your  productivity  and  competitive  edge. 

Contact  us  to  schedule  a  briefing  at  www.polycom.com/rpx/forbes 
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or  Best  Buy  to  fork  over  the  bucks  for  a 
sponsorship.  Penske  Racing  is  considering 
a  plan  to  let  people  picked  by  sponsors  take 
test  rides  in  the  passenger  seat  alongside  a 
famous  driver. 

The  sponsorship  is  a  tougher  sale  now 
that  TV  ratings  are  drooping— down  9%  so 
far  this  season  and  11%  for  the  sports  big- 
gest race,  the  Daytona  500.  According  to  mar- 
ket research  firm  Joyce  Julius  &  Associates, 


several  Nascar  sponsors  are  getting  dramat- 
ically less  exposure  value.  Pricing  that  logo 
whizzing  by  on  the  side  of  a  car  at  the  amount 
that  a  30-second  TV  commercial  would  fetch 
during  the  race,  it  calculates  that  Budweiser 
got  $183  milhon  in  exposure  value  last  sea- 
son, off  by  4%  from  three  seasons  ago. 

This  is,  like  Hollywood,  a  business  of 
celebrity.  Dale  Earnhardt  Jr's  announcement 
in  May  that  he  was  leaving  the  company  his 


father  founded  set  off  a  frenzy  among  team 
owners  to  sign  him.  Earnhardt  hasn't  an- 
nounced his  choice  yet  but  at  least  one  spon- 
sor has  offered  $28  million  to  splash  their 
logos  on  his  new  car.  Trouble  is,  any  short- 
term  upside  of  the  Earnhardt  deal  won't  spill 
over  to  other,  lesser  teams,  says  Ardy  Arani, 
head  of  the  Championship  Group,  an  At- 
lanta marketing  agency.  The  easy  money  in 
this  business  is  over.  F 


FISTFUL  OF  DOLORS  

Drug  Problem 

American  Express  gets  caught  up  in  a  money  laundering  probe. 


FOR  AMERICAN  EXPRESS  CO.,  MEMBERSHIP  BEGINS  WITH  ... 
Colombian  drug  lucre,  a  black  market  in  pesos  and  a  passel 
of  federal  agents.  It  could  end  with  the  largest  money  laun- 
dering penalty  ever  imposed  on  a  U.S.  financial  institution. 

In  its  most  recent  10-Q  the  $27  billion  (2006  revenues)  Ameri- 
can Express  disclosed  a  big  misstep  at  its  American  Express  Bank 
International.  It  was  reserving  $60  million  to  deal  with  regulatory 
and  legal  matters  related  to  money  laundering,  and  it  was  cooper- 
ating with  the  Justice  Department.  "That's  our  investigation,"  says  a 
senior  official  at  the  Drug  Enforcement  Administration.  "It  involves 
black  market  exchange  accounts." 

Cocaine  exporters  have  gotten  quite  creative  in  moving  money 
across  borders.  One  technique  involves  finding  a  businessman  in 
Colombia  who  needs  dollars  to  purchase  imported  goods — cig- 
arettes, say.  The  cigarette  importer,  using  a  middleman,  buys 
access  to  the  dollars,  paying  with  pesos  that  eventually 
wind  up  in  the  hands  of  the  drug  lords.  The  importer 
then  uses  the  dollars  to  pay  the  invoice  of  a  to- 
bacco wholesaler  in  the  U.S. 

Sometimes  financial  institutions 
^     W  get  entangled  in  these  peso- 

dollar  trades.  Sometimes 
they  get  caught. 
The  Amexco 


S 
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case  grew  out  of  a  DEA  investigation  that  has  already  ensnared  BankAt- 
lantic  Bancorp,  a  small  bank  in  Fort  Lauderdale,  Fla.  The  sting  went 
after  Colombian  drug  and  money  brokers  and  resulted  in  the  arrest 
of  55  people,  as  well  as  the  seizure  of  36  bank  accounts  from  Colom- 
bia, 353  kilograms  of  cocaine  and  21  kilograms  of  heroin. 

Posing  as  money  launderers,  DEA  agents  picked  up  bags  of  cash 
from  the  bad  guys  at  hotels  and  parking  lots  and  sent  the  funds  into 
the  U.S.  financial  system  after  getting  wire  transfer  instructions  from 
money  brokers.  The  feds  noted  that  "more  than  $50  million  in  sus- 
picious transactions  were  conducted  through  certain  accounts  at 
BankAdantic,"  including  "more  than  $10  million  of  identified  drug 
proceeds."  BankAdantic  paid  a  $10  million  penalty  last  year. 

American  Express  decided  to  help  the  feds  after  receiving 
subpoenas  in  2004  relating  to  anti-money-laundering  compliance 
programs.  (The  company  declines  to  comment  on  the  continuing 
investigation.) 

Not  the  first  time  American  Express  Bank  International  has  had 
a  run-in  with  drug  money.  In  1994  the  unit  paid  a  $7  million  penalty 
and  forfeited  $25  million  of  dirty  money  to  setde  a  laundering  case 
involving  cash  from  the  Juan  Garcia  Abrego  drug  gang  in  Mexico. 
Two  bank  employees  were  convicted  of  bank  fraud  and  money  laun- 
dering; the  bank  promised  to  spend  $3  million  to  improve  its  weak 
compliance. 

The  unit  has  now  reportedly  been  put  up  for  sale,  along 
with  the  rest  of  Amexco's  private  banking  operations. 
Good  riddance.  F 
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Sex,  Pranks  and  Reality 

Second  Life's  virtual  Web  world  can  be  a  weird, 
chancy  place  for  real-life  brands  |  By  Allison  Fass 


■  N  APRIL  A  HELICOPTER  CRASHED  INTO 
I  a  Nissan  building,  starting  a  fire  that  left 
I  a  couple  of  dead  bodies.  The  explosion 
took  place  on  Altima  Island  in  Second  Life, 
a  Web  fantasy  world  where  users  create 
customized,  cartoonlike  characters  called 
avatars.  The  crash,  whether  an  accident  or 
an  intentional  prank,  wasn't  exactly  an 
image-enhancing  moment  for  a  carmaker. 
Nissan's  online  reps  cleaned  up  the  virtual 
mess,  coffins  and  all. 

Marketers  have  flocked  to  Second  Life 
since  it  went  live  in  2003.  Coca-Cola,  H&R 
Block,  IBM  and  Toyota  are  among  80  com- 
panies that  have  set  up  a  virtual  presence 
there  to  capture  eyeballs — Second  Life 
boasts  a  population  of  7.1  million  registered 
users — and  experiment  with  online  brand- 
ing. It's  cheap:  Linden  Lab,  the  sites  creator, 
charges  $1,675  plus  $295  a  month  to  occupy 
an  island.  Visitors  pay  nothing. 

But  this  leasehold  doesn't  fence  out 
troublemakers.  It  turns  out  that  avatars 


Not  good  for  brand-building:  A  fire  erupts  at 
a  Nissan  building  after  a  helicopter  crash. 

seem  more  interested  in  having  sex  and 
hatching  pranks  than  spending  time  warm- 
ing up  to  real-world  brands.  "There  is  noth- 
ing to  do  in  Second  Life  except,  pardon  my 
bluntness,  try  to  get  laid,"  blogged  David 


Churbuck,  Web- marketing  vice 
president  for  computer  maker 
Lenovo.  (Lenovo  isn't  represented 
on  Second  Life.) 

Earlier  this  year  an  S&M  sex 
parlor,  opened  by  a  naughty  Sec- 
ond Life  visitor,  carried  the  NBC 
Universal  name.  Around  the  same 
time  political  bloggers  caught  "Bush 
'08"-tag-wearing  vandals  defacing 
former  senator  John  Edwards'  Sec- 
ond Life  headquarters  with  excre- 
ment and  covering  his  photo  in  blackface. 
And  there  is  still  a  twittering  among  online 
gawkers  about  the  flying  penises  that  inter- 
rupted a  virtual  interview  between  a  CNET 
reporter  and  Anshe  Chung,  the  Second  Life 
name  for  Ailin  Graef,  who  buys  and  sells  Sec- 
ond Life  real  estate  on  the  site.  Such  antics 
are  called  "griefing"  in  Second  Life  parlance. 

"If  brands  go  into  a  space  like  this  they 
have  to  go  in  with  their  eyes  open  about  the 
hazards  they  might  have  to  deal  with,"  says 
Gregory  Verdino,  vice  president  of  emerging 
channels  at  Digitas,  an  online  agency. 

Some  marketers  are  disappointed  that 
there  aren't  as  many  people  cruising  the  site 
as  they'd  expected.  The  number  of  residents 
who  logged  in  over  a  recent  seven-day  pe- 
riod is  360,000.  At  any  given  time  it's  more 
like  30,000.  Starwood  Hotels  &  Resorts  con- 
sidered hotel-design  feedback  from  Second 
Lifers  when  it  launched  the  virtual  proto- 
type of  its  Aloft  chain  last  fall.  (It's  adding 
radios  to  guest-room  showers  at  Second  Lif- 
ers' suggestions.)  Now  focused  on  getting 
Aloft  launched  in  the  real  world,  Starwood 
plans  to  hand  over  its  Second  Life  real  es- 
tate to  another  user.  "We  need  a  compelling 
reason  for  people  to  stop  by— that  s  hard  to 
keep  coming  up  with,"  says  Brian  McGuin- 
ness,  an  Aloft  vice  president. 

American  Apparel,  the  first  retailer  to  set 
up  a  virtual  store  on  the  site,  in  June  2006, 
is  all  but  shuttering  its  Second  Life  shop, 


A  weapon-toting  character  in  an  American 
Apparel  store  in  Second  Life  (above). 
The  store  was  bombed  last  August. 

which  attracted  more  critics  than  shoppers. 
Not  long  after  it  opened,  a  group  called  the 
Second  Life  Liberation  Army — its  members 
are  grumpy  about  commercialization  on  Sec- 
ond Life,  among  other  things — shot  Amer- 
ican Apparel  customers  with  virtual  guns. 
Rasmus  Schionning,  Web  director  for  the 
company,  says  the  retailer  is  disappointed  by 
"insignificant"  sales  from  the  site. 

The  anything-goes  nature  of  Second 
Life  makes  it  unique,  says  Catherine 
Smith,  Linden  Lab's  marketing  director. 
"If  you're  worried  about  relinquishing  a 
little  control,  then  Second  Life's  probably 
not  for  you,"  she  says.  Indeed,  mayhem 
like  a  helicopter  crash  doesn't  scare  Nis- 
san. "This  is  a  virtual  world— its  the  peo- 
ple who  control  what  happens  in  it," 
shrugs  Stephen  Kerho,  its  North  America 
director  for  interactive  media. 

Wells  Fargo  stopped  using  Linden  Lab's 
clunky  technology  to  run  the  financial  com- 
pany's virtual  Stagecoach  Island  (from  its  own 
Web  site)  four  months  after  setting  it  up  in 
September  2005.  It  no  longer  has  any  con- 
nection with  Second  Life.  Laughs  Erik 
Hauser,  creative  director  of  Swivel  Media, 
Wells  Fargo's  digital  agency:  "Going  into  Sec- 
ond Life  now  is  the  equivalent  of  running  a 
field  marketing  program  in  Iraq."  F 
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Still  haven't 
rolled  over  your 
old  401  (k)? 


With  the!  Rowe  Price  SmartChoice  Rollover"  it's  easy. 


With  the  SmartChoice  Rollover  IRA,  doing  the  right  thing  with  your  401  (k) 
savings  is  easy.  A  SmartChoice  Rollover  makes  it  easy  to  choose  a  fund, 
and  it's  easy  to  open. 

Easy  to  choose  a  mutual  fund — Our  Retirement  Funds  make  it  simple  to 
choose  a  fund  for  your  rollover  that  fits  your  needs.  Just  choose  the 
Retirement  Fund  that's  closest  to  the  year  you  plan  to  retire. 

Easy  to  open — Just  call  our  Rollover  Specialists.  They'll  take  you  through  the 
entire  rollover  process  step  by  step  and  open  your  account  right  over  the 
phone.  They'll  even  handle  most  of  the  paperwork  for  you.  Or  you  can 
open  an  account  online. 

Low  expenses — Our  Retirement  Funds  have  no  loads  or  commissions, 

and  with  low  expenses,  your  investment  goes  even  further.  Call  our  Rollover 

Specialists  or  visit  our  Web  site  today. 


Just  choose  the  fund 
closest  to  your 
retirement  date: 


Retirement 
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Retirement 
Retirement 
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INVEST  WITH. CONFIDENCE 

Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses, 
and  other  information  that  you  should  read  and  consider  carefully  before  investing. 

The  funds'  investment  in  many  underlying  funds  means  that  they  will  be  exposed  to  the  risks  of  different 
areas  of  the  market.  There  are  many  considerations  when  planning  for  retirement.  Your  retirement 
needs,  expenses,  sources  of  income,  and  available  assets  are  some  important  factors  for  you  to  consider 
in  addition  to  the  Retirement  Funds.  Before  investing  in  one  of  these  funds,  also  be  sure  to  weigh  your 
objectives,  time  horizon,  and  risk  tolerance.  The  funds  assume  a  retirement  age  of  65. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRARSC075417 


Backseat  Driver 


WANNA  PAY 
$7  A  GALLON? 

WHAT  WILL  CURE  OUR  ADDICTION  TO  GASOLINE 
and  save  the  atmosphere?  There's  only  one 
thing  that  will  work.  But  I  can't  say  I'm  for  it. 
No,  this  cure  is  worse  than  the  disease.  It  won't 
happen.  So  we  are  going  to  keep  filling  the  air 
with  carbon  dioxide  for  a  while. 

It  would  be  nice  if  there  were  some  painless  way  to  change 
our  fuel  consumption.  People  are  looking  for  miracles  in  fuel-cell 
engines,  plug-in  hybrids,  hydrogen  fuel,  ethanol  fuel,  biodiesel. 
They  are  all  possible — possible,  but  I  wouldn't  say  likely.  It  would 
be  a  mistake  to  count  on  any  of  them. 

The  best  way,  the  one  and  only  sure  way,  to  reduce  fuel  use  is 
to  get  us  into  smaller,  lighter  cars.  And  the  way  to  do  that  is  with 
a  very,  very  stiff  gas  tax. 

I'm  not  saying  we're  guzzlers.  We  like  the  bigger  vehicles 
because  they  make  sense.  We  are  big,  we  drive  a  lot,  we  vacation 
in  our  cars,  we  carry  loads  of  stuff.  We  want  to  be  comfortable 
and  safe,  which  is  why  it's  tough  to  get  us  out  of  our  SUVs  and 
into  smaller  cars. 

But  if  you  are  serious,  the  quickest  way  to  push  Americans 
into  small,  fuel-efficient  cars  is  to  raise  the  gasoline  tax. 

Alas,  a  quarter  a  gallon  won't  do  it.  Even  $1  won't  do  it.  I  esti- 
mate that  it  would  take  a  fuel  price  of  $7  or  $8  a  gallon  to  do  the 
trick.  Please  don't  laugh;  the  Europeans  are  paying  almost  $7  a 
gallon  now  at  today's  exchange  rate.  At  $3.25  for  regular  now, 
we're  talking  new  taxes  of  $4  a  gallon. 

Add  on  $1  a  year  for  four  years.  This  would  push  Ameri- 
cans into  smaller,  more  efficient  vehicles  despite  the  discom- 
fort. High  prices  work  in  Europe.  We  also  would  be  pushed 
into  spending  thousands  of  dollars  more  for  other  fuel-saving 
technologies:  more  diesel  engines,  more-sophisticated  engine 
controls,  more  six-,  seven-  and  eight-speed  transmissions,  that 
sort  of  thing. 

And  the  tax  revenue  would  pour  in.  We 
use  400  million  gallons  of  gasoline  a  day,  146 


Jerry  Flint 


billion  gallons  a  year.  At  $4  a  gallon  that's  nearly  $600  billion 
in  new  government  revenue.  Of  course,  that  number  assumes 
that  the  tax  fails  to  have  its  intended  effect,  getting  us  to  junk 
the  SUVs.  But  it  would  have  that  effect  over  time.  It  would  also 
make  us  drive  less.  We'd  carpool  more,  and  we'd  consolidate 
shopping  trips. 

It  would  work,  believe  me.  Plus  the  auto  industry's  design  and 
engineering  dollars  would  go  into  fuel-efficient  cars. 

I  don't  like  it. 

While  I'm  not  going  to  argue  that  the  global  warming  theory 
is  wrong,  I'm  not  ready  to  wreck  the  economy  for  it.  Most  of  our 
driving  is  to  work  and  back,  and  I  don't  like  the  idea  of  taxing 
people  to  go  to  work. 

A  stiff  gasoline  tax  might  wipe  out  General  Motors,  Ford 
and  Chrysler.  The  Japanese  are  just  ahead  of  Detroit  in  fuel- 
efficient  cars,  and  as  the  tax  went  up,  more  buyers  would  flock 
to  them.  Thousands  of  jobs,  tens  of  thousands,  gone.  The  coun- 
try could  be  thrown  into  recession  and  maybe  a  stock  market 
collapse. 

If  you  were  paying  $15  for 
fuel  a  year  ago  and  are  paying 
$30  a  week  now,  it  would  be  $60 
a  week  in  four  years.  That's  $30  a 
week  less  to  spend  in  Wal-Mart 
or  in  restaurants,  to  see  Spider- 
Man  7  or  to  save  up  for  Christ- 
mas. Over  time,  with  mileage 
increases  from,  say,  1 5  miles  per 
gallon  to  30,  the  fuel  spending 
would  go  down.  But  it  would 
take  time,  a  decade,  to  get  us  all 
into  those  smaller  cars. 
In  addition,  we  would  pay  more  for  cars  despite  their  smaller 
size.  The  transition  involving  the  tooling  costs  and  technology 
changes  would  push  prices  up. 

We  could  see  chaos  in  the  oil  producer  states — Mexico,  Iran, 
Nigeria,  the  Emirates,  Russia,  Norway,  Venezuela,  Texas,  Okla- 
homa, Alaska  and  others.  They've  gotten  used  to  $60-a-barrel  oil. 
High  taxes  on  gasoline  would  depress  demand  and  sink  the  price 
to  maybe  $35  a  barrel  again.  Cheap  oil  would  starve  certain 
terrorist-loving  nations,  which  is  good.  But  are  we  ready  to  bring 
on  chaos  in  Texas  and  poverty  in  Nigeria? 

The  big-taxers  would  promise  to  have  the  federal  govern- 
ment rebate  the  $600  billion  so  that  we  can  go  back  to 
Wal-Mart.  The  rebate  won't  happen.  Politicians  will  spend 
the  money. 

So  that's  the  dilemma.  Small  measures  won't  change  driving 
habits,  and  drastic  measures  could  produce  economic  disaster.  I  think 
that,  for  now,  we  will  go  back  to  dreaming  of  miracle  cures  and 
maybe  lecturing  people  to  drive  55mph.  But  we'll  probably  melt 
the  whole  darn  ice  cap  before  we  slow  down.  F 


You  could  cut 
gasoline  use,  if 
you  don't  mind 
destroying 
Detroit  and 
bringing  chaos 
to  Nigeria. 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile  industry 
since  1958.  Visit  his  home  page  atwww.forbes.com/flint. 
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Keep  the  CEO's  dream  of  growth  from 
becoming  the  GO's  integration  nightmare. 
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INTRODUCING  THE  SHARP  MX-SERIES.  Sharps  Open  Systems  Architecture 
delivers  the  first  truly  customizable  multifunction  product.  With  its  seamless  integration,  Sharp 
OSA  offers  a  broad  array  of  value-added  functionality.  It  also  gives  you  unparalleled  control, 
right  at  the  LCD  screen.  All  of  which  makes  the  MX-Series  a  powerful  resource  that  grows  with 
your  business.  It's  no  wonder  Sharp  won  the  BLI  award  for  "IT  Friendliness"  and  the  BERTL  5-Star 
Exceptional  rating  for  product  usability. To  learn  more,,  visit  sharpusa.com/documents 
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Fight  the  Jerks 

Lars  Dalgaard  can  be  a  bit  nutso, 
but  it's  all  part  of  running  the  hottest  software  firm  you've  never  heard  of. 

By  Victoria  Murphy  Barret 


BUSINESS  SOFTWARE  HAS 
been  starved  for  a  hit  lately.  The 
last  splashy  success  was 
Salesforce.com,  which  in  eight 
years  has  grown  to  $500  million 
in  sales  and  a  $5  billion  market  capitaliza- 
tion. Founder  Marc  Benioff  legitimized  the 
idea  that  software  can  be  rented  over  the 
Web.  When  asked  who  the  next  Benioff  is, 


many  venture  capitalists  point  to  a  39-year- 
old  entrepreneur  from  Denmark  named 
Lars  Dalgaard. 

"Please  don't  compare  me  to  him,"  says 
Dalgaard.  "That's  what  my  p.r.  people  told  me 
to  do,  and  it  is  a  stupid  idea.  So  infantile." 

Dalgaard's  privately  held  company, 
SuccessFactors,  sells  software  to  help  com- 
panies track  employee  performance,  man- 


age succession  planning  and  align  pay 
with  company  goals.  Its  revenue  will  reach 
$100  million  this  year  (per  analysts),  hav- 
ing doubled  every  year  for  the  past  three. 
Its  1,300  customers  include  plenty  of  big 
names  such  as  Wachovia,  Kimberly-Clark 
and  Applied  Materials. 

SuccessFactors  is  nearly  twice  the  size 
Salesforce  was  just  before  it  went  public, 
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With  complex  business  communications, 


reliability  is  not  optional 
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The  more  critical  the  technology  to  your  business,  the  more  reliable  it 
must  be  Youroperationsaremorecomplicated  than  ever.  Many  users,  devices  and 
locations.  Many  technologies,  needs  and  applications.  Alcatel-Lucent 
delivers  communication  solutions  where  downtime  is  not  an  option. 
More  on  business-critical  communications  at  Alcatel-Lucent.com 
Because  the  world  is  always  on. 


Alcatel-Lucent 
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but  Dalgaard  insists  he  has  no  desire  to 
float  the  stock.  He's  forgoing  profits  to 
grow  faster.  "I  am  not  obsessed  with  cash- 
ing out.  Tech  culture  is  disgustingly  short- 
sighted," he  says. 

Audacious  and  kooky  (see  Superman 
belt  buckle),  Dalgaard  is  a  package  that  Sil- 
icon Valley  hasn't  seen  in  quite  a  while.  He 
signs  e-mails  to  customers  "Semper  Fi"  to 
show  loyalty  and  devotion,  even  though  he 
was  never  a  Marine  and  has  a  noticeable 
Danish  accent.  "People  will  trust  me  because 
I  am  as  quirky  and  real  as  they  are,"  he  says. 

If  Google  can  have  the  slogan  "Don't 
be  evil,"  SuccessFactors  can  promulgate 
its  catchphrase,  "No  Assholes,"  referring 
to  the  kiss-ups,  grousers  and  backstabbers 
that  hold  companies  back.  SuccessFac- 
tors' software  is  meant  to  reward  truly 
valuable  employees  at  the  expense  of  the 
creeps  who  too  often  end  up  with  the 
promotions  and  bonuses.  Every  new  hire 
at  SuccessFactors  signs  a  contract  featur- 
ing the  "15  Rules  of  Engagement"  that 
sum  up  Dalgaard's  management  philoso- 
phy. Rule  7:  "I  will  approach  every  day  as 
an  opportunity  to  do  a  better  job."  Rule  1 1: 
"I  will  be  transparent." 

Sometimes  Dalgaard  takes  his  philoso- 
phy a  little  too  far.  Last  year  he  installed  Web 
cameras  throughout  SuccessFactors'  offices 
in  San  Mateo,  Calif.  He  thought  customers 
would  want  to  "see  the  energy''  But  staffers 
nixed  the  idea  in  an  all-company  meeting, 
and  Dalgaard  had  the  cameras  removed.  "I 
was  a  little  hurt.  I  thought  I'd  built  up  enough 
credibility  to  not  have  to  ask  for  these  things. 
But  I  also  realized  it  was  a  bad  call,"  he  says. 

Dalgaard  is  as  self-conscious  as  he  is 
brash.  His  desk  is  democratically  placed 
among  dozens  of  others  in  a  large  room 
without  walls,  but  during  a  recent  tour  a 
reporter  noticed  his  was  the  only  space 
with  black  leather  couches.  "For  customer 
meetings,"  he  quipped.  But  the  couches 
were  moved  that  afternoon.  "I  shouldn't 
be  the  only  one  with  a  couch." 

SuccessFactors  is  Dalgaard's  first  tech- 
nology startup.  He  came  to  the  U.S.  in 
1988  after  dropping  out  of  Copenhagen 
Business  School.  Within  months  he  was 
driving  a  truck  for  a  Manhattan  moving 
firm  and  chatting  up  the  customers  in 
between  hauls.  One,  the  owner  of  the 
Topol  brand  of  smoker's  toothpaste,  told 


him  he  had  to  go  to  college  to  succeed  in 
the  U.S.  Months  later  he  moved  back  to 
Copenhagen  and  finished  his  studies. 

For  seven  years  Dalgaard  worked  in 
sales  and  marketing  for  Novartis  and 
Unilever,  rising  quickly  through  the  ranks, 
but  he  grew' frustrated.  "My  boss  once 
pulled  out  a  chart  of  various  countries  and 
told  me  where  I  could  end  up  if  I  just 
stuck  around.  Yuck.  That's  not  a  career 
path,  that's  a  data  field,"  he  says. 

He  put  himself  through  Stanford's 
Sloan  management  program  (typically, 
participants  are  sponsored  by  employers), 
and  a  year  later  a  classmate  introduced 
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billion 
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Sources:  U.S.  Bureau  of  Labor  Statistics; 
Watson  Wyatt;  SuccessFactors. 


him  to  a  small,  struggling  firm  selling  per- 
sonnel software.  He  wasn't  sure  if  he  could 
fix  it,  so  he  spent  three  months  on  the 
road  talking  to  customers. 

In  July  2001  he  raised  $1  million  from 
Greylock  Partners  and  relaunched  the 
firm  as  SuccessFactors,  taking  advantage 
of  the  tech  bust  to  acquire  complex  soft- 
ware architecture  for  $60,000  that  would 
have  taken  millions  of  dollars  and  a  year 
to  build.  "It  was  a  good  time  to  be  bar- 
gain-hunting," he  says.  A  tough  time, 
though,  to  line  up  customers.  Yet  Dal- 
gaard's hustling  won  him  eight  deals  total- 
ing $1  million  in  his  first  three  months  of 
selling  performance  management  tools. 

SuccessFactors  competes  in  a  crowded 
field — 30  companies,  including  Oracle,  SAP 


and  ADP,  sell  employee  performance  man- 
agement software.  The  $673  million  category 
is  one  of  the  fastest-growing  in  business 
software.  Research  firm  AMR  predicts  20% 
annual  growth  through  2012. 

SuccessFactors'  software,  which  runs 
over  the  Web,  pulls  together  data  buried 
in  spreadsheets,  employee  histories  and 
performance  reviews.  Executives  can  peer 
deep  down  to  see  if  a  product  manager's 
objectives  for  the  year  are  aligned  with  the 
company's  strategy  and  how  his  or  her  pay 
compares  with  peers'. 

After  rolling  out  SuccessFactors,  phar- 
maceuticals services  firm  Quintiles  Trans- 
national saw  its  turnover  drop  from  23%  to 
16%  and  completion  of  performance  reviews 
rise  from  40%  to  97%.  Staffers  answering 
affirmatively  that  they  feel  "part  of  the  team" 
jumped  from  49%  to  81%.  Dalgaard  has  not 
consistently  polled  other  firms,  but  believes 
these  results  are  typical. 

Last  year  auto  parts  retailer  Pep  Boys 
began  using  SuccessFactors  to  suggest  pay 
raises  based  on  whether  staffers  had  met 
their  goals.  Surprisingly,  managers  didn't 
spend  their  full  budgets  devoted  to  pay 
hikes.  "Companies  have  no  clue  how  to 
hold  on  to  their  people.  At  most  places  the 
promotion  goes  to  whoever  kisses  butt  the 
most.  Forget  that,  and  find  out  who  is 
really  doing  a  good  job,"  says  Dalgaard. 

Direct  Energy,  a  $7.6  billion  firm  that 
sells  natural  gas  and  electricity  (and  is  a 
subsidiary  of  British  firm  Centrica),  has 
grown  from  300  employees  to  5,000  in  the 
past  six  years.  Most  new  management 
positions  were  filled  by  outsiders  until 
SuccessFactors'  talent-tracking  tools 
showed  that  Direct  Energy  could  do  more 
internal  promotions.  Half  of  managers  got 
a  bump  last  year,  compared  with  10%  pre- 
viously. Voluntary  turnover  for  managers 
fell  from  20%  to  10%.  "We  consider  this  a 
massive  retention  tool,"  says  Executive 
Vice  President  Janice  Thomson. 

Dalgaard  plans  to  continue  chipping 
away  at  the  broader  $6.3  billion  market  for 
personnel  software  dominated  by  Oracle  and 
SAP.  Last  year  he  raised  another  $25  million 
in  venture  money,  sending  ultimatums  to  six 
firms  with  a  two-week  deadline  to  pony  up 
on  his  terms.  Granite  Global  Ventures  took 
the  bait,  as  did  his  original  investors.  This 
guy  is  a  born  salesman.  F 
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How  much  of  your  stored  data  can  you  afford  to  lose? 
At  CDW,  none  sounds  good  to  us. 


HP  ProLiant  DL380  G5  Rack-mount  Server 

Intel®  Quad-Core8  Xeon  Processors  E5310  (1.60GHz) 
Memory:  1 GB  std,  32GB  max.  (PC2-5300) 
Data  storage:  none  ship  standard,  up  to  eight  hot-pluggable  SAS 
hard  drive  bays  (576GB) 
•8MB  Level  2  Cache 

•  Embedded  Dual  NC373i  Multifunction  Gigabit  network  adapters 
Hot-pluggable  redundant  fans 


HP  Smart  Buy  Memory  Upgrades' 

•  For  HP  ProLiant  DL380  G5  Servers 


$255499  mar 

rnw  wcnnm  ^kfc^^B 


1GB  (2  x  512MB) 
2GB  (2  x  1GB) 


$289  CDW  1133900 
$499  CDW  1133904 


HP  SAS  Universal  Hard  Drives 

Internal,  hot-pluggable  hard  drives 
Works  with  the  HP  ProLiant  BL460c  Series  Blade  Servers 

36GB,  10,000  rpm  $309.99  CDW  817847 
72GB,  10,000  rpm      $369.99  CDW  813363 


We're  there  with  the  storage  solutions  you  need. 

Today,  with  more  data  being  stored,  more  assets  are  at  stake.  And  that  makes  the  difference  between 
storage  and  secure  storage  much  more  important.  At  CDW,  we're  there  with  storage  and  backup  specialists 
that  will  work  with  you  to  find  the  right  solution  for  your  setup.  Then,  we'll  draw  from  a  full  line  of 
top-name  storage  technology  so  you  can  increase  capacity  and  reduce  risk.  So  call  today  and  make  sure 
/our  data  and  your  company  are  secure. 

CDW.com  I  800.399.4CDW 


After  HP  Smart  Buy  instant  savings;  savings  may  vary  based  on  channel  and/or  direct  standard  pricing;  available  as  open  market  purchases  only;  call  your  CDW 
iccount  manager  for  details.  Core  Inside,  Intel,  Intel  Logo,  Intel  Core,  Intel  Inside,  Intel  Inside  Logo,  Xeon  and  Xeon  Inside  are  trademarks  of  Intel  Corporation  in  the 
J.S.  and  other  countries.  Offer  subject  to  CDWs  standard  terms  and  conditions  of  sale,  available  at  CDW.com.  ©2007  CDW  Corporation 


The  Right  Technology.  Right  Away.  ' 
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HAT  IF  YOUR  CELL 
phone  had  a  "turbo" 
mode?  Engage  it  and  the 
phone  switches  from  a 
pricey,  slow  cellular  net- 
work to  a  cheap,  fast  Wi-Fi  network  for  voice 
calls  and  Web  surfing.  Britain,  France,  Taiwan, 
Austria  and  Canada  already  have  networks  that 
can  do  this.  The  idea  certainly  has  support 
among  cell  phone  makers.  At  least  86  phone 
models  from  the  likes  of  Nokia,  Samsung  and 
Motorola  are  equipped  with  Wi-Fi. 

But  in  the  U.S.,  where  there  are  15,000 
public  Wi-Fi  hotspots,  the  turbo  mode  is  still 
a  dream.  The  only  U.S.  carrier  that  lets  callers 
hop  between  cellular  and  Wi-Fi  is  T-Mobile — 
and  that  service  doesn't  go  national  until  late 
lime.  Apples  forthcoming  iPhone  has  a 
Wi-Fi  chip  in  it,  but  neither  Apple  nor  its  part- 
ner AT&T  would  confirm  whether  it  will 
work  as  a  hybrid. 

William  Howe  is  out  to  break  that  impasse. 
Howe,  a  20-year  veteran  of  Intel,  is  chief 
executive  of  four-year-old  Azaire  in  Santa  Clara, 
Calif.  Azaires  hardware  plugs  into  a  cellular 
network  and  switches  calls  between  cellular  and 
Wi-Fi  hotspots.  Howe  says  he  has  been  hag- 
gling with  the  four  biggest  U.S.  cellular  carri- 
ers but  hasn't  inked  a  deal  with  any.  Azaire  won't 
disclose  revenue,  but  it  counts  as  customers 
Optus  in  Australia,  Rogers  Wireless  of  Canada 


Free  My 
Phone 

Bill  Howe  is  trying 
to  persuade  the  cellular 
industry  to  love  Wi-Fi, 
not  fear  it. 

By  Scott  Woolley 
and  Evan  Hessel 


and  Mobilkom  Austria  Since  2003  Azaire  has 
raised  $33  million  in  venture  funding. 

If  the  U.S.  carriers  are  dragging  their  feet 
it  could  be  because  they  aren't  thrilled  with 
the  idea  of  letting  a  customer  who  might  be 
paying  25  cents  a  minute  for  additional 
airtime  waltz  over  to  a  freebie  alternative. 
Vodafone  and  Orange  in  the  U.K.  recently 
disabled  the  Voice-over- Internet  calling 
feature  on  the  popular  Wi-Fi-equipped 
Nokia  N95  phone.  Two  years  ago  Verizon 
Wireless  left  out  the  feature  in  a  Motorola 
phone  that  let  it  link  directly  to  a  PC  via  the 
Bluetooth  wireless  standard.  Verizon's  ex- 
cuse: Allowing  downloads  to  the  PC  would 


violate  agreements  with  content  partners. 

Carriers  are  doing  all  they  can  to  stanch 
declining  voice  revenue.  In  the  past  three  years 
the  average  Verizon  Wireless  customer's 
monthly  voice  bill  has  dropped  from  $46  to 
$4 1 .  Verizon  has  made  up  the  difference  with 
revenue  from  data  services  such  as  video,  Web 
and  text  messaging,  but  still  its  average  total 
bill  is  just  barely  keeping  pace  with  inflation. 

Howe  says  cellular  carriers  should  em- 
brace Wi-Fi,  not  fight  it.  Wi-Fi  is  ten  times 
faster  than  the  typical  cellular  network  and 
can  free  up  space  on  crammed  cellular  net- 
works for  higher-quality  calls  and  faster 
downloads.  A  Wi-Fi  chip  costs  just  $10,  and 
it  is  getting  ever  cheaper.  Four  years  from  now 
325  million  Wi-Fi-capable  phones  will  be  sold 
worldwide,  according  to  ABI  Research. 

Azaires  routers  are  installed  back  in  the 
carrier's  data  center.  Software  inside  the 
router  measures  the  strength  of  cellular  sig- 
nals between  a  phone  and  nearby  cellular 
towers,  and  between  the  phone  and  nearby 
Wi-Fi  hotspots.  If  a  Wi-Fi  signal  is  stronger 
Azaires  router  can  switch  the  phone's  connec- 
tion to  the  hotspot. 

Howe  insists  that  the  U.S.  carriers'  boy- 
cott of  Wi-Fi  will  end  soon.  "They're  being 
very  coy  about  what  they  are  going  to  an- 
nounce and  when,"  he  says.  "But  they  are  way 
past  the  denial  mode."  F 
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ArcelorMittal 


Do  you  believe  in  the  power  of  boldness?  Those  who  put  a  man  on  the  moon  did.  At  ArcelorMittal, 
we  believe  in  boldness.  Because  boldness  can  change  everything.  It  creates  opportunities  to  redefine 
excellence,  to  lead  our  industry  and  to  transform  tomorrow. 


transforming 
tomorrow 


www.arcelormittalcom 
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WEB  VIDEO 


First  Kill  All  the  Pirates 

Can  a  notorious  Web  video  site  go  straight? 

By  Andy  Greenberg 


JOY  MARCUS  HAS  GUTS.  IN 
December  the  fast-rising  media 
executive  left  a  senior  marketing 
post  at  Time  Warner  to  run  the 
U.S.  operations  of  Dailymotion,  a 
two-year-old  Web  site  that  claims  to  be 
the  Internet's  busiest  video-sharing  site 
not  owned  by  a  giant  media  company. 
Dailymotion  has  25  million  unique  visi- 
tors a  month,  up  eightfold  in  the  past  year. 

But  there's  a  seamy  side  to  that  explo- 
sive growth.  Dailymotion  is  one  of  the 
biggest  sources  of  streamed  pirated 
movies  and  TV  shows  on  the  Web.  More 
than  15,000  files  are  uploaded  to  Daily- 
motion  every  day. 

Dailymotion  won't  reveal  how  many 
of  its  clips  may  be  infringing  copyright, 
but  you  can,  with  a  bit  of  work,  find  plenty 
of  freshly  updated  commercial-free 
streams  of  entire  episodes  of  The  Daily 
Show,  The  Office  and  South  Park  and  first- 
run  movies  such  as  Grindhouse  and 
Spider-Man  3.  "Its  the  go-to  site  for  full- 
length  pirated  content,"  says  an  executive 
at  a  large  media  company. 

Technically,  the  site  is  not  infringing 
copyright  unless  it  fails  to  take  down  pirated 
content  when  asked  to  do  so. 
YouTubes  struggles  to  take 
down  copyrighted  mate- 
,  rial  earned  it  a  lawsuit  from 
Viacom  for  $1  billion. 


career  on  her  ability  to  clean  house  at 
Dailymotion,  jettisoning  the  pirated  con- 
tent without  stunting  the  site's  massive 
traffic  growth.  "We  want  to  be  copyright 
holders'  best  friend,"  she  says. 

Dailymotion  got  started  in  March 
2005  by  Parisians  Benjamin  Bejbaum  and 
Olivier  Poitrey  with  $340,000  of  private 
funds.  The  site  grew  quickly,  thanks  in 
part  to  controversial  political  content  such 
as  videos  of  Paris  street  riots  in  the  fall  of 
2005.  That  got  the  attention  of  venture 
firms  Atlas  Ventures  and  Partech  Interna- 
tional, which  pitched  in  $9.5  million. 

But  video  pirates  soon  swarmed  past 
the  site's  liberal  uploading  rules.  There  was 
very  little  copyright  policing  and  no  caps 
on  the  length  of  clips  ( YouTube  has  always 
limited  clip  size).  Uploaders  would  hide 
content  with  obfuscating  tags.  One 
Simpsons  Christmas  special,  for  instance, 
was  uploaded  with  its  name  spelled  back- 
wards. You  have  to  type  in  "snospmis"  to 
find  it.  Shrewd  portals  like  TVlinks.co.uk 


and  AllofTV.net  began  linking  to  full-length 
movies  and  entire  seasons  of  shows  stashed 
deep  within  Dailymotion's  servers. 

Only  this  year  did  Dailymotion  begin 
to  get  serious  about  ejecting  pirates.  In 
February  it  set  20-minute  time  limits  on 
new  uploads.  This  summer  it  will  begin 
using  "audio  fingerprinting"  software 
from  Audible  Magic,  a  company  which 
also  counts  MySpace  and  MSN's  Soapbox 
as  customers.  The  software  matches  the 
audio  patterns  in  the  soundtrack  of  Web 
videoclips  with  its  own  registry  of  copy- 
righted materials  and  automatically  strips 
out  infringing  videos.  Dailymotion  also 
plans  to  develop  its  own  registry  of  copy- 
righted content  for  filtering  and  to  intro- 
duce video  fingerprinting. 

The  site's  rehabilitation  is  showing 
signs  of  success.  Traffic  continued  to  rise 
even  after  instituting  the  20-minute  limit. 
And  earlier  this  year  Universal  Music  and 
Warner  Music  agreed  to  let  Dailymotion 
host  their  music  videos  and  share  in  rev- 
enue from  adjacent  ads.  The  company 
sells  display  advertising  on  its  French  site 
and  Google  AdSense  ads  globally,  and  will 
soon  host  banner  ads  in  the  U.S.  from 
Tribal  Fusion's  ad  network. 

Dailymotion's  credibility  with  big 
media  depends  on  how  soon  it  imple- 
ments its  filtering  systems.  "They  have 
access  to  an  enormous  online  audience. 
But  it's  difficult  to  imagine  being  in  a  rela- 
tionship with  a  site  that  facilitates  the  theft 
of  content,"  says  Richard  Cotton,  general 
counsel  for  NBC  Universal. 

Marcus  is  confident  that  Dailymotion 
will  be  accepted.  "Once  we  were  perceived 
as  cowboys,"  she  says.  "Now  we're  seen  as 
leaders  in  this  movement."  F 
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The  vulnerability  of  your  business 


is  connected  to  the  enormity  of  your  IT  infrastructure 

is  connected  to  an  accurate  assessment  of  the  risks  involved 


is  connected  to  solutions  that  manage  security,  availability,  and  compliance 


Manage  IT  risk  and  cost  across  your  entire  operation  with  the  unmatched  expertise  of  Symantec. 

Fhe  first  step  in  dealing  with  IT  risk  is  to  quantify  it  precisely.  Our  expert  assessments  quickly  give  you  the  necessary 
nput  to  select  the  appropriate  solution  to  fit  your  needs  and  budget.  And  once  IT  risk  is  mitigated,  the  cost  advantages 
throughout  your  enterprise  can  be  dramatic.  Realize  the  potential  in  your  operation  with  the  help  of  the  Global  Services 
team  from  Symantec.  To  contact  a  representative  call  1-877-870-5700  or  visit  symantec.com/confidence 


Confidence  in  a  connected  world. 


Symantec 


Beyond  Borscht 

Russians  seem  to  be  hungry  for  Western-style  growth  companies 
and  American-style  grub  |  By  Michael  Freedman 


THERE  IS  NO  PRECISE  RUSSIAN 
translation  for  buffalo  wings  or 
potato  skins.  But  by  serving  up 
this  kind  of  pub  grub  and 
other  fare,  Rostislav  Ordovsky- 
Tanaevsky  Blanco,  a  man  with  a 
mouthful  of  a  name  himself,  has  put 
together  a  chain,  large  by  Russian  stan- 
dards, of  194  restaurants,  operating  under 
such  familiar  names  as  T.G.I.  Fridays  and 
Benihana.  The  chain  hauled  in  $219  mil- 
lion in  revenue  from  12.5  million  meal 
tabs  last  year. 

Now  his  Rosinter  (as  in  Ros  Interna- 
tional) Restaurants  is  in  expansion  mode. 
He  aims  to  open  hundreds  more  eateries 


over  the  next  five  years  and  in  June 
floated  the  company  on  the  Russian 
exchange,  becoming  the  nation's  first 
publicly  listed  restaurant  chain.  The  offer- 
ing raised  $100  million,  valuing  the  com- 
pany at  $320  million,  or  12  times  trailing 
Ebitda.  Through  a  separate  business  Rostik, 
as  he  is  known,  has  also  signed  a  contract 
with  Yum  Brands  to  cobrand  restaurants 
with  KFC  and  bring  the  Colonels  recipe  to 
hundreds  of  locations.  "The  possibility  to 
grow  is  unlimited,"  he  says. 

Not  without  a  few  bruises  along  the 
way.  A  descendant  of  Russians  born  and 
raised  in  Venezuela,  Rostik,  48,  has  been 
plying  various  businesses  in  Moscow  since 


1984,  a  year  before  Mikhail  Gorbachev 
moved  into  the  Kremlin.  Rostik's  great- 
grandfather was  governor  of  the  Tobolsk 
region  in  Siberia,  where  Tsar  Nicholas  II 
and  his  family  were  taken  during  the  rev- 
olution. Rostik's  ancestors  saved  them- 
selves by  heading  to  Yugoslavia.  But  his 
father  ultimately  landed  in  Caracas,  mar- 
ried a  Spaniard  there  and  opened  what 
became  the  nations  first  department  store. 
By  the  time  Rostik  was  a  teenager,  he  was 
in  business  himself,  buying  and  selling 
books.  In  his  early  20s  he  and  three  part- 
ners began  what  he  claims  was  the  biggest 
video  studio  in  Latin  America,  entering 
into  a  50-50  joint  venture  with  Kodak 
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Entrepreneurs 


Venezuela,  with  exclusive  rights  to  dis- 
tribute Disney  videos. 

In  1984  he  visited  the  Soviet  Union 
for  a  film  festival  and  ended  up  buying 
the  rights  to  a  children's  cartoon,  which 
he  sold  back  home.  The  videos  did  okay. 
But  two  things  about  Russia  stuck.  The 
paucity  of  tourists  left  the  country  with 
no  places  to  buy  film.  Moreover,  in 


El  Rincon  Espanol,  "The  Spanish  Cor- 
ner,' importing  seafood  from  Spain,  tak- 
ing in  dollars  from  business  travelers  and 
expats  and  paying  most  of  his  expenses  in 
cheap  rubles.  Le  Chalet,  a  Swiss-themed 
restaurant  serving  things  like  crepes 
suzette  and  Caesar  salads,  followed. 
Given  his  need  to  expand — his  restau- 
rants had  $6  million  to  $7  million  in  sales 
by  the  early  1990s— and 
swelling  competition,  Rostik 
sought  help.  Parting  amicably 
with  Kodak  (though  he  still 
has  some  photo  shops),  he 
looked  for  funds,  swapping 
15%  of  his  business  for  $7  mil- 
lion from  Baring  Vostok  Capi- 
tal Partners,  a  Russian  private 
equity  group.  (It  sold  out  for 


By  the  Numbers 


Taste  of  Tokyo:  a  Planet  Sushi  in  Moscow. 

Moscow,  a  city  of  10  million,  there  were 
very  few  restaurants,  and  you  had  to 
know  a  manager  to  get  in.  The  fare  was 
as  dreadful  as  the  service,  says  Henrik 
Winther,  one  of  Rostik's  top  executives. 
"This  was  not  food  that  could  be  digested 
or  even  eaten  by  normal  people." 

Rostik  got  to  work  filling  both  gaps.  In 
the  late  1980s  he  became  Kodaks  distribu- 
tor for  the  entire  Soviet  Union.  In  1988  he 
opened  Russia's  first  one-hour  photo  lab. 
One  problem:  The  ruble  was  not  convert- 
ible, making  it  difficult  to  buy  supplies  and 
inventory  from  his  American  partner. 
Solution:  the  restaurant  business,  where 
customers,  mostly  foreign  businessmen, 
paid  in  dollars  and  European  currencies. 

Rostik  moved  to  Moscow,  where  he 
still  lives,  and  leased  space  in  a  hotel  near 
Red  Square.  But  he  couldn't  find  anyone 
to  build  out  the  interior,  because  nobody 
knew  how  to  sign  a  contract  with  a  for- 
eigner. So  in  1989  he  spent  $400,000  to 
have  a  2,200-square-foot  restaurant  built 
in  Venezuela,  cut  into  pieces,  shipped  in 
containers  to  St.  Petersburg  and  trucked 
overland  to  Moscow,  where  it  was  recon- 
structed inside  the  hotel. 

Fast  food  caught  on.  McDonald's  put 
a  unit  in  Moscow's  Pushkin  Square  to 
lines  literally  miles  long.  Rostik  opened 


Check,  Please! 


Russian  incomes  are  up  27%  a  year, 
but  restaurants  are  pricey. 


Russia's  average 
monthly  per  capita  income. 

The  cost,  as  a 
fraction  of  per  capita  monthly- 
income,  of  seafood  risotto  at  a 
trendy  Moscow  restaurant. 


The  average  tab  at  Rosinter. 

The  value  of  the 
Russian  food-service  market 
versus  that  of  the  U.S. 


Sources:  Rosstat;  Vogue  Cafe;  Rosinter; 
Euromonitor. 


an  undisclosed  sum  a  few  years  ago.)  He 
was  still  a  novice  in  business.  "Back  in 
1993  I  first  heard  the  word  'Ebitda,'"  he 
recalls.  "This  was  Chinese  to  me." 

His  new  partners  were  pure  Ameri- 
can— T.G.I.  Friday's,  a  unit  of  the  Carlson 
Cos.,  the  giant  restaurant  and  hotel  opera- 
tor. Among  other  things  Friday's  intro- 
duced his  Russian  employees  to  a  foreign 
concept:  customer  service.  To  hire  more- 


outgoing  waiters  they  held  auditions, 
requiring  applicants  to  sing  a  song  or  per- 
form a  short  skit.  "We  had  to  warm  them 
up  a  little  bit,"  says  Richard  Snead,  Carlson 
Restaurants'  chief.  "There  was  a  reluctance 
to  speak  the  'May  I  help  yous?'" 

Rostik  opened  his  first  Friday's  in 
mid-1997,  paying  a  franchise  fee  of 
$100,000  or  so  plus  2%  to  4%  of  annual 
sales.  The  restaurant  did  very  well  at  first, 
selling  huge  plates  of  ribs  slathered  in  bar- 
becue sauce  and  giant  burgers  with  onion 
rings.  Then  came  the  devaluation  of  the 
ruble  in  1998,  nearly  devastating  the  busi- 
ness. Rostik  had  tens  of  millions  in  dollar- 
denominated  debt,  including  an  unse- 
cured loan  from  Credit  Suisse.  "Every  day 
you  woke  up  and  thought  you  would  end 
the  day  having  lost  the  company,"  he 
recalls. 

Credit  Suisse  sold  his  bad  debt,  and 
Rostik  renegotiated  the  terms,  agreeing  to 
pay  a  smaller  amount,  at  a  discounted  rate, 
in  three  years.  By  2000  he  was  back  on 
track  with  80-odd  restaurants,  mostly  in 
Moscow,  and  began  to  push  into  Russia 
and  the  former  Soviet  states  of  Ukraine, 
Kazakhstan  and  Belarus.  He  launched  two 
new  chains — Planet  Sushi  and  II  Patio,  an 
Olive  Garden-like  concept — and  in  2003 
turned  to  another  well-known  brand: 
Benihana.  The  restaurant  has  struggled, 
since  it  involves  sharing  tables  with  other 
customers,  anathema  to  people  all  too 
accustomed  to  fighting  over  scarce 
resources.  "They  used  to  share  apartments 
and  houses  and  everything  during  com- 
munist times,"  says  Rostik.  "So  here  people 
wanted  a  lot  of  privacy" 

Rostik  himself  has  to  share  nowadays 
with  the  likes  of  McDonald's,  Sbarro  and 
a  planned  venture  by  Church's  Chicken, 
as  well  as  with  homegrown  chains  like 
Yolki-Palki  (loosely,  "Fiddlesticks").  But  a 
strong  economy  should  keep  all  competi- 
tors chugging  along.  Rostik  aims  to 
achieve  economies  of  scale  by  setting  up 
adjoining  theme  restaurants  under  one 
roof  to  share  kitchens,  restrooms  and 
food  storage  areas.  This  year  he  plans  to 
open  four  dozen  restaurants,  not  count- 
ing the  KFC  outlets  held  outside  Rosinter. 
The  stock  offering  took  Rostik's  share  of 
his  chain  from  86%  to  61%  but  left  him 
worth  perhaps  $200  million.  F 
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REAL  ESTATE 


Shorting  Skyscrapers 

REITs  have  had  their  run,  says  the  grand  vizier  of  real  estate 
stocks,  so  you  should  short  them  |  By  Matthew  Rand 


■  F  THERE'S  ANYBODY  WHO  KNOWS 
I  what  he's  talking  about  in  the  wonder- 

■  ful  world  of  real  estate  investment  trusts, 
I  it  is  Jon  A.  Fosheim.  And  he  says  REITs' 
I  long  run  is  coming  to  an  end.  Time  to 

dump  them,  or  if  you're  daring  enough, 
short  them.  That's  what  he's  doing. 

REITs'  upward  momentum  has  slowed, 
for  sure.  According  to  the  FTSE  National 
Association  of  Real  Estate  Investment 
Trusts  (Nareit)  index,  these  trusts  delivered 
a  mere  4%  in  total  return  (appreciation 
plus  dividends)  this  year  through  May.  Last 
year  they  gained  35%;  over  the  past  decade 
they  have  averaged  a  15%  annual  return. 

Fosheim,  56,  earned  his  reputation  for 
real  estate  analysis  at  Green  Street  Advi- 
sors, the  Newport  Beach,  Calif,  firm  he 
founded  with  Michael  Kirby  in  1985.  The 
firm  claims  that  its  REIT  buy  recommen- 
dations, which  started  in  1993,  have 
returned  an  average  of  30%  per  year.  (That 
number  includes  dividends  but  is  before 
taxes  or  transaction  costs.)  Its  sell  picks 
gained  just  3%  per  year,  it  says. 

Green  Street's  outperformance  has 
come  from  its  valuation  model.  While 
some  real  estate  analysts  discount  expected 
cash  flows  (generally  rent  payments)  from 
commercial  properties  that  REITs  own, 
Green  Street  goes  a  step  beyond.  Several 
steps.  After  coming  up  with  a  valuation  for 
underlying  real  estate,  for  example,  the  firm 
calculates  how  much  value  management 
might  add  or  subtract  from  that. 

One  part  of  the  Green  Street  analysis  is 

finding  a  capitalization 

.     f  Oak  Hill's  Jon 

rate  tor  commercial     -  .  .  . 

Fosheim-  once  of 

buildings  in  a  property  6reen  street 
portfolio— that  is,  the      knows  property. 
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cash  return  divided  by  a  places  value. 
While  cap  rates  vary  around  the  nation,  they 
have  pretty  consistendy  come  down  recendy 
to  midsingle  digits,  which  means  values  of 
real  estate  is  getting  very  high  for  the  income 
it  generates. 

Green  Street  is  a  research  outfit  and 
takes  zilch  from  the  REITs  it  covers. 
Fosheim  left  Green  Street  in  2004,  part- 
nering with  billionaire  Robert  Bass  to 
form  a  hedge  fund  specializing  in  real 
estate,  Oak  Hill  REIT  Management. 
They've  been  shorting  REITs  lately,  with 
not  much  success.  But  give  them  time. 

REITs  are  akin  to  closed-end  funds, 
and  their  shares  trade  like  stocks.  They 
own  such  assets  as  malls,  apartment  com- 
plexes or  office  buildings,  and  pay  out 

Building  Collapse 


Worse,  REITs  have  gotten  overvalued. 
In  2000  they  traded  at  a  third  the  earnings 
multiple  of  S&P  500  stocks.  But  that's  flip- 
flopped,  and  now  REITs  trade  at  25  times 
earnings,  a  higher  multiple  than  the  S&P  s 
17.  (In  this  price/earnings  ratio,  moreover, 
REIT  earnings  have  depreciation  minus 
upkeep  costs  added  back  in.) 

Fosheim  says  that  the  industry  isn't 
paying  attention  to  those  out-of-control 
valuations.  At  Nareit's  REITWeek  con- 
ference in  June  Fosheim  questioned  why 
everyone  seems  to  think  REIT  prices  can't 
go  down,  as  they  are  supported  by  a  floor, 
in  the  form  of  high  net  asset  values.  He  dis- 
agrees: "Who  says  NAVs  can't  go  down?" 

Fosheim's  Oak  Hill  has  been  shorting 
REITs  since  January  2005;  two-thirds  of  its 


real  estate  fund.  Alternative:  Buy  an 
exchange-traded  fund  called  ProShares 
Ultrashort  Real  Estate  fund.  This  ETF 
doubles  on  the  upside  any  movement 
down  in  the  Dow  Jones  U.S.  real  estate 
index,  and  vice  versa,  so  you'd  lose  money 
if  the  index  rose.  Unlike  the  still  profitable 
FTSE  Nareit  gauge,  this  index  mixes  in 
some  home  builders  with  REITs.  Hence 
the  Dow  Jones  index  has  lost  7%  since  the 
ETF  debuted  in  February,  and  the  ETF  is 
returning  14%. 

You  could  also  try  your  hand  at  short- 
ing individual  REITs  or  REIT  ETFs,  but  be- 
ware that  this  strategy  has  a  special  prob- 
lem. As  a  short-seller  you  owe  the  lender  of 
the  stock  any  dividends  declared  on  it.  That's 
only  fair;  you  are  obliged  to  make  the  lender 


The  un-fantastic  four  REITs  here  are  overvalued,  says  Fosheim,  and  are  due  for  a  really  painful  correction. 


REIT/MAJOR  PROPERTIES 

PRICE 

MARKET 
VALUE 
(SBIL) 

PRICE/ 
AFFO1 

PREMIUM 

TO  NAV2 

COMMENT 

COUSINS  PROPERTIES/offices 

$31.93 

$1.7 

36 

3% 

 ■ 

Trading  at  a  premium  to  other  office  properties. 

FIRST  INDUSTRIAL  ndusti  il 

44.70 

2.0 

43 

18 

Much  of  its  earnings  come  from  asset  sales,  not  rent. 

KIMCO/strip  malls 

45.43 

11.4 

23 

26 

Well-managed  company  but  too  much  of  a  premium. 

VENTAS/health  care 

41.85 

5.6 

17 

18 

Recently  issued  stock  at  lower  price  than  expected. 

Prices  as  of  June  5.  'Adjusted  funds  from  operations  are  2007  estimates  and  include  net  income  plus  depreciation,  less  nonrecurring  items  and 
maintenance-level  capital  spending.  2Net  asset  value.  Sources:  Oak  Hill  REIT;  Green  Street  Advisors;  Reuters  Fundamentals  via  FactSet  Research  Systems. 

90%  of  earnings  to  shareholders.  The  high 
dividends  let  the  REITs  avoid  paying  cor- 
porate income  tax.  Downside:  You  don't 
get  the  favorable  15%  tax  treatment  on  the 
disbursements  that's  the  happy  lot  of  other 
kinds  of  dividends. 

As  attractive  as  REIT  yields  are  (if  you 
ignore  the  tax  treatment),  they  have  a  built- 
in  damper  on  them.  A  bank  like  Wells 
Fargo,  says  Fosheim,  is  paying  out  33%  of 
its  earnings  as  a  dividend.  The  rest  goes 
back  into  die  business  for  growth.  Paying 
out  almost  all  their  earnings  is  the  condi- 
tion REITs  must  satisfy  to  preserve  their 
tax-free  status  (at  the  coi-porate  level),  but 
this  limits  their  growth. 

During  any  ten-year  period,  Fosheim 
notes,  rents  have  traditionally  gone  up 
only  at  the  rate  of  inflation.  Corporate 
earnings,  in  contrast,  beat  inflation  over 
time.  In  the  past  few  years,  he  says,  "the 
S&P  500  has  killed  REITs  in  earnings 
growth.  Killed  them." 


REIT  holdings  are  for  bets  on  price 
swoons.  Unfortunately  for  him,  REITs  still 
haven't  dipped  in  that  time. 

According  to  its  biggest  investor,  Oak 
Hill  REIT  Management's  short  fund  stayed 
out  of  the  red,  if  barely,  because  of  its  long 
picks  and  also  a  position  in  an  S&P  500 
fund.  That  investor,  Anthony  Arnerich, 
who  runs  Arnerich  &  Massena,  a  $15  bd- 
lion  Portland,  Ore.  money  management 
firm,  says  that  a  few  years  ago  he  noticed 
that  his  favorite  small-cap  value  fund 
managers  were  selling  REIT  holdings. 
From  that  he  concluded  that  the  commer- 
cial real  estate  securities  were  overvalued. 
He  says  he's  pleased  Oak  Hill  hasn't  lost 
money— in  fact,  its  gained  9%  in  the  last 
three  months— and  that  he  plans  to  add  to 
his  holding  of  the  fund  this  year. 

Unless  you're  an  "accredited  investor," 
meaning  you  have  $1  million  in  net 
investable  assets,  don't  bother  thinking 
about  investing  in  Oak  Hill's  short-biased 


whole.  Offsetting  that  is — or  should  be — the 
interest  earned  on  the  proceeds  of  the  short 
sale.  Big  hedge  funds  are  usually  allowed  to 
keep  most  of  this  interest.  But  retail  investors 
are,  according  to  Wall  Street  custom,  usu- 
ally denied  the  interest.  In  short,  you  are  at 
a  tactical  disadvantage  to  the  pros  when  you 
sell  short. 

If  you're  game  nonetheless,  we  have  a  list 
of  Fosheim's  most  prominent  shorts.  In  the 
table  we  show  the  modified  earnings  figure 
commonly  used  for  REITs,  called  "adjusted 
funds  from  operations."  It's  defined  as  net 
income  (before  nonrecurring  gains)  plus 
depreciation  minus  maintenance.  We  also 
show  Green  Street's  estimate  of  how  much 
of  a  premium  over  net  asset  value  the  REIT 
shares  trade  at. 

Kimco  runs  1,400  properties,  mainly 
strip  shopping  centers.  While  Fosheim 
calls  its  boss,  Milton  Cooper,  "one  of  the 
best  REIT  managers  going,"  he's  put  off  by 
the  company's  26%  premium  to  net  asset 
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value.  The  strip-center  sector  is  at  a  9% 
premium  on  average. 

Fosheim  is  less  complimentary  about 
First  Industrial,  which  owns  manufacturing 
and  warehousing  properties.  He  says  it 
pumps  up  earnings — the  ones  the  REIT  re- 
ports to  investors,  not  the  more  realistic  takes 
from  the  likes  of  Green  Street— by  adding  in 

EQUITIES   


gains  from  sales  of  its  buildings.  First  Indus- 
trial says:  So  what?  This  REIT  freely  admits 
it  bought  and  sold  256  properties  last  year 
and  calls  the  turnover  a  basic  part  of  its  busi- 
ness. Profits  from  property  sales  have  grown 
each  year  since  2000. 

Another  Fosheim  short  is  Ventas,  which 
owns  251  retiree  living  sites,  197  nursing 


homes  and  42  hospitals.  Ventas  is  expand- 
ing: It  recently  acquired  another  retiree- 
living  REIT,  Sunrise,  for  $1.8  billion.  With 
baby  boomers  nearing  retirement,  investors 
love  the  oldster  health  sector.  But  Oak  Hill 
thinks  the  18%  premium  to  NAV  is  too  high, 
since  peers  average  14%.  There  will  be  a 
reckoning.  F 


MONEY  MANAGERS  WILL 
trot  out  asset  allocations 
galore  for  you.  They'll 
plug  in  your  age,  income 
and  risk  tolerance  to 
arrive  at  the  "right"  mix  supposedly 
designed  to  build  your  wealth.  But  maybe 
you  don't  need  all  these  formulas  or  the 
formulaic  answers  they  give.  Maybe  all 
you  need  is  a  little  commonsense  advice  in 
restoring  balance  to  a  lopsided  portfolio. 
Curtis  Macnguyen,  an  accomplished 
hedge  fund  manager,  follows  some  simple 
rules  that  can  help  investors  insulate  their 
portfolios  against  misfortune. 

Macnguyen,  38,  started  his  fund,  Ivory 
Flagship  Strategy  (assets:  $2.9  billion),  in 
1998.  Since  then,  he  says,  it  has  returned  a 
compound  annual  14%  after  fees,  versus 
3%  for  the  S&P  500.  He  says  Ivory  has 
lost  only  2.6%  in  its  worst  month  (Sep- 
tember 2001),  versus  -14.6%  for  the  broad 
market  (August  1998). 

You  can't  replicate  his  portfolio,  which 
has  up  to  100  positions  and  a  fair  amount 
of  turnover  (between  100%  and  150%  in  a 
typical  year).  But  you  can  copycat  his  core 
philosophy,  which  is  to  avoid  needless 
risk.  Avoid  risk,  that  is,  that  you  don't  get 
paid  to  take.  And  that  risk  often  hides  in 
plain  sight. 

Macnguyen,  who  works  out  of  offices 
in  Los  Angeles  and  New  York,  used  to  be 
an  analyst  for  a  hedge  fund  run  by  Siegler, 
Collery.  During  his  apprenticeship  there 
he  noticed  that  the  firm  tended  to  short 
momentum-driven  growth  stocks  while 
owning  unpopular  old-school  issues. 
Though  he  won't  discuss  his  old 
employer's  trades,  a  typical  scenario  he 
saw  at  the  time  was  for  an  investor  to  buy 
a  traditional  bookseller  like  Borders 
Group  while  shorting  then-hot 
Amazon.com. 


How  to  Limit 
Your  Risks 

Inattentive  investors  can  wind  up  with 
lumpy  and  lopsided  portfolios.  Hedge  funder 

Curtis  Macnguyen  knows  six  ways  to 
get  the  balance  back  By  Michael  Maiello 
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Promise  what  we  deliver. 
Deliver  what  we  promise.That's 


certainty 


Critical  situations.  Ruthless  competition.  Unforgiving  customers.  Thankfully  you  can  be  absolutely 
sure  of  your  IT  solutions  with  Tata  Consultancy  Services  (TCS).  As  one  of  the  world's  fastest  growing 
technology  and  business  solutions  providers, TCS  has  built  a  reputation  of  delivery  excellence  based 
on  world-class  IT  solutions  that  are  on  time,  within  budget  and  consistently  deliver  superior  quality. 
So,  it  comes  as  no  surprise  that  we  pioneered  the  concept  of  the  Global  Network  Delivery  Model. 
Developed  Innovation  Labs  and  Solution  Accelerators.  Achieving  a  level  of  deiivery  excellence  that 
provides  greater  value  to  our  customers  and  is  the  industry  benchmark.  Enabling  our  clients  to 
experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  ■  Outsourcing 


To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 


&   .  

Taken  individually,  ever)'  position  told 
a  rational  tale.  "If  you're  right  on  the  stock, 
you  will  make  money  on  it  over  time,"  Mac- 
nguyen  says.  "But  in  the  short  term,  say  12 
to  24  months,  you  can  lose  your  business." 

In  a  new  book,  Capital  Ideas  Evolving, 
the  noted  Wall  Street  author  Peter  Bern- 
stein describes  the  high  art  of  risk  man- 
agement at  Goldman  Sachs,  which  has 
managed  to  trade  for  its  account  pretty 
successfully  in  fair  times  and  foul.  Gold- 
man knows,  Bernstein  says,  that  your 
odds  are  better  selecting  the  right  individ- 
ual securities  than  trying  to  time  markets 
or  make  sector  bets.  But  don't  get  so  pre- 
occupied with  trees  that  you  don't  see  the 
forest.  Here  are  some  strategic  mistakes 
that  people  make. 

OVERCONCENTRATION  This  goes  beyond 
tilting  toward  a  hot  sector  like  tech.  What 
Macnguyen  fears  is  laid  out  in  a  2007  work- 
ing paper  by  Washington  University  finance 


professor  Hong  Liu,  "A  New  Explanation  for 
Underdiversification." 

Liu  says  that  the  median  number  of 
stocks  held  by  an  investor  with  a  stock 
portfolio  is  only  three.  Three?  That's  up 
from  two  in  2000.  Why  this  is  so  low  has 
vexed  academics  for  years.  One  reason 
may  be  inertia:  You  inherit  two  stocks 
from  your  grandmother,  buy  two  more, 
then  lose  one  in  a  merger.  Liu  suggests 
that  a  lot  of  investors  view  owning  more 
stocks  as  adding  rather  than  reducing 
portfolio  risk.  The  right  number  of  stocks 
to  own  is  more  like  20. 
SMALL-CAP  TILT  Since  2001  small  com- 
panies (as  measured  by  market  capitaliza- 
tion) have  outperformed  large  ones.  In  the 
last  six  and  a  half  years  the  S&P  SmallCap 
600  index  has  averaged  a  total  return  of 
8.4%  a  year,  compared  with  3.1%  for  the 
large-company  S&P  500.  Investing,  as  they 
are  wont  to  do,  with  a  rearview  mirror, 
people  have  crowded  into  small-company 
funds.  Some  celebrated  portfolios  have 
closed,  notably  Third  Avenue  Small-Cap 
Value,  Royce  Premier  and  William  Blair 
Small  Cap  Growth.  So  the  money  rushes 
into  other  funds  with  lesser  pedigrees. 
Meanwhile,  hedge  fund  managers,  seek,  ng 


to  justify  their  fees  by  finding  obscure 
stocks,  have  also  been  chasing  the  sector. 

Is  the  outperformance  of  small  stocks 
axiomatic?  Far  from  it.  During  the  1990s 
big  companies  did  much  better.  Perhaps 
the  next  decade  will  be  a  repeat  of  the 
1990s,  not  the  2001-07  period. 

If  you  define  as  "small"  a  capitalization 
below  $2.5  billion  and  as  "large"  one  that 
tops  $12  billion,  then  the  U.S.  market  is 
8%  small,  72%  large.  If  your  portfolio  has 
a  small-company  weighting  well  above 
that  8%,  shrink  it. 

TOO  MANY  OR  TOO  FEW  JUNKY 
COMPANIES  In  2002  highly  leveraged 
companies — defined  here  as  those  whose 
credit  ratings  are  below  investment  grade, 
meaning  junk  bond  level — got  beaten 
down  as  default  rates  spiked  to  well  above 
historical  norms,  according  to  Moody's. 
Default  rates  tend  to  peak  right  after 
recessions,  and  2002  was  no  different  (the 


last  recession  started  in  March  2001  and 
ended  that  November).  In  2002,  19%  of 
junk  bond  issuers  defaulted,  and  Moody's 
considered  another  21%  of  them  to  be 
"distressed,"  meaning  they  had  a  just- 
above-default  credit  rating  of  C. 

A  year  later  conditions  improved. 
Though  the  junk  default  rate  inched  down 
only  to  18%,  Moody's  considered  just 
4.7%  of  high-yield  issuers  to  be  distressed. 
In  2003,  says  Macnguyen,  the  market  ral- 
lied and  indebted  companies'  stocks  were 
taken  for  the  ride,  even  outperforming 
companies  in  better  financial  condition. 

You  don't  know  about  recessions  in 
advance,  so  it's  hard  to  time  your  entrance 
and  exit  from  the  junk  universe.  Instead, 
keep  your  presence  there  at  a  reasonable 
level.  You  can  find  free  bond  ratings  by 
Fitch  at  www.fitchratings.com. 
VALUE  BIAS  Since  2000,  the  end  of 
growth  stocks'  reign  (and  the  start  of  a 
two-and-a-half-year  bear  market),  value 
stocks  have  outpaced  growth  stocks.  The 
average  value  fund  has  a  10.5%  annual 
return,  compared  with  2%  for  growth, 
says  research  outfit  Lipper.  This  is  some- 
what related  to  the  small-cap/large-cap 
issue:  Many  outperforming  small-cap 


stocks  are  fallen  angels,  onetime  large 
stocks  that  took  a  tumble  and  are  now 
coming  back. 

These  things  move  in  cycles,  however, 
usually  lasting  five  to  seven  years.  Growth 
got  five  years  between  1995  and  2000. 
Now  value  has  had  seven  years.  It  stands 
to  reason  that  the  ground  will  shift  before 
too  long.  While  Macnguyen  is  agnostic  on 
how  much  to  put  in  each,  a  heavy  position 
on  value  now  is  likely  unwise  (see  "Sell 
Your  Value  Stocks,"  FORBES,  Apr.  9). 
OWNING  THINLY  TRADED  STOCKS  Best 
to  avoid  them.  Define  this  group  as  com- 
panies with  market  capitalizations  below 
$400  million  or  an  average  daily  volume 
below  50,000  shares.  There  are  indeed 
some  undiscovered  gems  here,  but  there  is 
also  a  lot  of  overhyped  garbage.  The  Pink 
Sheets,  a  price  listing  for  smaller  stocks, 
has  seen  its  volume  balloon  1 ,560%  from 
five  years  ago.  Irrational  exuberance. 

light  on  them. 

GOING  SHORT  Short  interest  on  the  New 
York  Stock  Exchange  stands  at  1 1.8  billion 
shares,  up  from  8.6  billion  a  year  ago, 
according  to  Shortsqueeze.com.  Why? 
The  plethora  of  hedge  funds.  "Thousands 
of  new  hedge  funds  out  there  have  no 
experience  shorting,"  says  Macnguyen. 
"So  they  just  shorted  what  everyone  else 
was  shorting."  A  lot  of  those  funds  were 
clobbered  when  the  market  rocketed  in 
2003.  A  good  number  of  individual 
investors  try  to  latch  on  to  this  trend,  to 
their  ultimate  sorrow. 

One  of  the  risks  of  a  heavily  shorted 
stock  is  the  short  squeeze.  Bulls  on  a  stock 
ask  their  brokers  to  remove  their  shares 
from  the  pool  available  for  lending.  The 
short-sellers  who  can't  borrow  elsewhere 
are  forced  to  liquidate  their  positions  by 
buying  shares.  That  buying  drives  the 
price-  higher  and  puts  the  remaining 
short-sellers  in  more  of  a  bind. 

There's  a  temptation  to  dive  into 
short-selling  because  that's  what  the  pros 
do  with  their  hedge  funds.  If  you  must 
play  the  bear  game,  look  for  a  safer  alter- 
native. Buy  either  put  options  or  else  one 
of  those  new  bearish  exchange-traded 
funds  from  ProShares.  F 


Value  and  small  caps  are  hot  so  go 
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The  stars  of  Hollywood  commandeer 
the  headlines  and  command  the 
biggest  bucks.  Some,  like  Oprah 
Winfrey  and  Steven  Spielberg,  are  Top 
Ten  perennials  in  the  Forbes  Celebrity 
100  list  of  actors,  athletes  and 
personalities.  This  year  the  third 
Pirates  of  the  Caribbean  film  let 
Johnny  Depp  bank  more  in  a  single 
year  than  almost  any  film  actor  in 
Tinseltown  history.  And  Jay-Z,  the 
rapper  turned  record  exec,  rejoined 
the  top  of  the  music  charts.  The  view 
from  on  high?  Green,  of  course. 

Edited  by  Lea  Goldman,  Monte  Burke  and  Kiri  Blakeley 

Reported  by  Kurt  Badenhausen,  Peter  Beller,  Alex  Davidson, 
Timothy  Doyle,  Gail  Goldfarb,  Evan  Hessel,  Peter  Hoy, 
Lauren  Kerensky,  Dorothy  Pomerantz,  Amanda  Schupak, 
David  Serchuk,  Lauren  Streib  and  Chaniga  Vorasarun. 
Photo  research:  Gail  Toivanen. 


74 


FORBES      JULY  2,  2007 


POWER 

RANK   NAME  /  CATEGORY 


MONEY 
RANK 


PAY 
(SMIL) 


1 

2 


7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 


OPRAH  WINFREY  /  Talking  head  1 
Media  queen  gets  ready  for  prime  time  this  fall  with  two  reality  shows  for  ABC. 


$260 


TIGER  WOODS  /  Athlete  ■  4  $100 

First  jock  to  bank  $100  million  in  a  year,  thanks  in  part  to  renewed  Nike  endorsement  deal. 


MADONNA  /  Musician  9 
Over  1  million  fans  saw  her  Confessions  tour  live;  it  grossed  $260  million. 

ROLLING  STONES  /  Musicians  6 
A  Bigger  Bang  tour,  kicked  off  in  2005,  still  gathers  no  moss,  grossing  $437  million. 

BRAD  PITT  /  Actor  25 
Hunky  actor  a  newsstand  mainstay  thanks  to  his  hotter  half  and  their  new  brood. 

JOHNNY  DEPP  /  Actor  5 
Pirates  3  opens  at  $344  million,  second-highest  opening  weekend  ever. 


$72 
$88 

~$3!f 
$92 


ELTON  JOHN  /  Musician  14  $53 

A  sellout  crowd  celebrates  his  60th  birthday  at  his  60th  Madison  Square  Garden  concert. 

TOM  CRUISE  /  Actor  36  $31 

Dumped  by  Paramount  he  tries  comeback  as  head  of  MGM-owned  United  Artists  studio. 

JAY-Z  /  Hip-hop  impresario  7  $83 

Def  Jam  chief  jumps  back  onto  the  charts,  sells  his  Rocawear  clothing  line  for  $204  million  in  cash. 

STEVEN  SPIELBERG  /  Director-producer  3  $110 

Tinseltown's  mightiest  filmmaker  at  work  on  sequels  to  Indiana  Jones  and  "Jurassic  Park." 

TOM  HANKS /Actor  8  $74 

"Da  Vinci  Code"  gets  panned  by  critics  but  finishes  second  at  2006  box  office.  Sequel,  anyone? 

CAST  OF  "GREY'S  ANATOMY" /Actors  26  533 

Contract  disputes,  on-set  feuds  mar  second  season;  fans  debate  who  won't  return  this  fall. 

HOWARD  STERN  /  Talking  head  10  $70 

Sirius  shock  jock  urges  fans  to  undercut  "American  Idol"  by  voting  for  Sanjaya. 

ANGELINA  JOLIE /Actress  59  $20 

Sexy  stunner  adopts  a  third  child,  visits  refugees  in  Chad  and  stars  in  Daniel  Pearl  biopic. 

DAVID  BECKHAM  /  Athlete  26  $33 

Soccer  superstar  joins  Los  Angeles  Galaxy  this  summer,  with  fashionable  wife  and  kids  in  tow. 

PHIL  MICKELSON /Athlete  18  $42 

Over  his  crushing  loss  at  last  year's  U.S.  Open,  he  nabs  $1.6  million  win  at  Players  Championship. 


DAVID  LETTERMAN  /  Talking  head  19  $40 

Late-night  host  has  Britney  Spears  drop  in  for  interview  a  day  before  she  files  for  divorce. 

BON  JOVI  /  Musicians  12  $67 

Have  a  Nice  Day  tour  grosses  $133  million;  Jersey  boys  go  country  on  new  album,  "Lost  Highway. " 

DONALD  TRUMP  /  Personality  32  $32 

Brazen  billionaire  gets  mean  with  Rosie  O'Donnell;  "Apprentice"  ratings  nose-dive. 

CELINE  DION  /  Musician  15  $45 

Canadian  songstress'  five-year  deal  with  Caesars  Palace  in  Las  Vegas  ends  in  December. 

SIMON  COWELL  /  Personality  15  $45 

"American  Idol " 's  resident  brute  is  Sony  BMG  music  exec  who  also  produces  six  reality  shows. 

U2  /  Musicians  40  $30 

Booked  $113  million  in  ticket  sales  for  Vertigo  tour  in  2006. 

KOBE  BRYANT /Athlete  26  $33 

Top  scorer  in  the  NBA  two  years  running  fronted  Sony's  NBA  '07  videogame. 


MICHAEL  SCHUMACHER  /  Athlete  24 
Boasted  seven  championship  titles  and  91  race  wins  when  he  retired  last  year. 


$36 


SHAQUILLE  O'NEAL  /  Athlete  32  $32 

Miami  Heat  center  in  deal  with  Chinese  sportswearmaker  before  injuries  benched  him  last  season. 


JAY  LENO  /  Talking  head  32 
Still  a  top  earner  at  NBC,  passes  "Tonight  Show"  to  Conan  O'Brien  in  2009. 


$32 


POWER  MONEY  PAY 
,;ANK   NAME  /  CATEGORY  RANK  (SMIL) 


27 

NICOLE  KIDMAN  /  Actress                                            48  $28 
Newly  remarried  Aussie  has  three  movies  on  deck;  "The  Invasion,"  a  thriller,  is  set  for  summer. 

28 

BEN  STILLER  /  Actor                                                21  $38 
Scores  big  on  stake  in  "Night  at  the  Museum,"  which  grossed  $573  million  worldwide. 

29 

ALEX  RODRIGUEZ  /  Athlete                                        46  $29 
Yankee  third  baseman  may  soon  opt  out  of  his  ten-year,  $252  million  contract. 

30 

DR.  PHIL  MCCRAW  /  Talking  head                                 40  S30 
Like  his  mentor,  Oprah  protege  cracks  prime  time  this  year  with  a  new  special. 

31 

RONALDINHO  /  Athlete                                              36  $31 
Disappoints  sponsors  Nike  and  Pepsi  after  his  Brazilian  team  flames  out  in  World  Cup  quarterfinals. 

32 

50  CENT  /  Hip-hop  impresario                                          26  $33 
Third  album,  "Curtis,"  due  in  September;  flips  stake  in  VitaminWater,  bought  by  Coke  for  $4.1  billion. 

33 

BRIAN  CRAZER  &  RON  HOWARD  /  Producer-directors       10  $70 
Imagine  Entertainment  duo  produced  "Da  Vinci  Code,"  which  grossed  $758  million. 

34 

JUSTIN  TIMBERLAKE  /  Musician                                 59  $20 
Latest  disc  sells  3.1  million;  launches  his  own  record  label  with  Interscope. 

35 

MICHAEL  JORDAN  /  Athlete                                      36  $31 
Retired  champ  buys  a  minority  stake  in  the  NBAs  Charlotte  Bobcats. 

36 

RUSH  LIMBAUGH  /  Talking  head                                    26  $33 
Right-wing  radio  host  accuses  Michael  J.  Fox  of  exaggerating  his  illness,  then  apologizes,  sort  of. 

37 

TIM  MCGRAW  /  Musician                                            22  S37 
With  bombshell  wife,  Faith  Hill,  McGraw  was  the  third-highest-grossing  tour  stateside  last  year. 

38 
39 

ROGER  FEDERER  /Athlete                                        46  $29 
Top-ranked  tennis  star  nails  three  Grand  Slam  tournament  titles  for  the  second  time  in  three  years. 

JERRY  BRUCKHEIMER  /  Director-producer                        2  $120 
Pirates  producer  also  cashes  in  with  CBS  hit  crime  trifecta,  "CSI,"  "Cold  Case"  and  "Without  a  Trace." 

40 

GEORGE  CLOONEY /Actor                                       52  $25 
"The  Good  German"  flops,  but  he  get  millions  to  pal  around  with  Brad  Pitt  in  "Ocean's  13." 

41 

KIMI  RAIKKONEN  /Athlete                                      19  $40 
Ferrari  makes  him  highest-paid  Formula  One  driver  after  retirement  of  Michael  Schumacher. 

42 

JERRY  SEINFELD  /  Comedian                                     13  $60 
Syndication  revenues  flow  in,  $440,000  flows  out  for  limited-edition  Carrera  GT  bought  last  year. 

43 

SEAN  (DIDDY)  COMBS  /  Hip-hop  impresario                      55  $23 
Hip  hop's  dapper  don  returns  to  "Billboard"  charts  after  four-year  hiatus,  with  "Press  Play." 

44 

JENNIFER  ANISTON  /  Actress                                    69  $14 
Has  fling  with  "The  Break-Up"  costar  Vince  Vaughn,  breaks  out  of  box-office  losing  streak. 

45 

ADAM  SANDLER  /  Actor                                         40  $30 
"Click"  disappoints,  Sandler  seeks  blockbuster  in  summer's  "I  Now  Pronounce  You  Chuck  and  Larry." 

46 

OSCAR  DE  LA  HOYA  /  Athlete                                   17  $43 
His  losing  fight  against  Floyd  Mayweather  in  May  shatters  box  office  and  pay-per-view  records. 

47 

CAST  OF  "DESPERATE  HOUSEWIVES"  /  Actors           65  $16 
ABC's  Sunday  night  dish  hangs  on  despite  a  26%  drop  in  ratings  from  2004  high. 

48 

LEBRON  JAMES  /  Athlete                                         50  $27 
Cleveland  Cavs  forward  also  cycles;  acquires  stake  in  bicycle  maker  Cannondale. 

48 

J.K.  ROWLING  /  Author                                            32  $32 
Braces  for  media  maelstrom  in  summer  release  of  the  final  Harry  Potter  novel. 

50 

DEREK  JETER  /  Athlete                                            48  $28 
Yankee  captain  adds  Movado  and  Avon  to  his  Nike  and  Ford  endorsement  deals. 

51 

MARIA  SHARAPOVA  /  Athlete                                  55  $23 
Tennis  stunner  wins  five  events,  including  her  second  Grand  Slam  at  the  U.S.  Open. 

52 

MATT  DAMON /Actor                                            54  $24 
Earns  raves  for  his  role  in  "The  Departed"  but  earns  bigger  paycheck  for  summer  Bourne  sequel. 
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POWER  MONEY  PAY 

RANK   NAME  /  CATEGORY  RANK  (SMIL) 

GISELE  BUMDCHEN  /  Model  26  $33 

She  splits  with  Victoria's  Secret,  prompts  collective  whimper  from  men  across  the  planet. 


53 
54 


VINCE  VAUGHN  /  Actor  52  $25 

"The  Break-Up"  grosses  $205  million,  no  small  thanks  to  his  relationship  with  costar  Jennifer  Aniston. 


55    BILL  CLINTON  /  Speaker  90  $7 

Commands  as  much  as  $350,000  per  speech;  scales  back  schedule  to  shill  for  Hil's  presidential  run. 

GORE  VERBINSKI  /  Director-producer  22  $37 

Former  music  video  director  finds  buried  treasure  directing  all  three  Pirates  films. 


57 


WILL  SMITH  /  Actor  36  $31 

Treacly  "Pursuit  of  Happyness"  grosses  $305  million,  earns  him  second  Oscar  nomination. 


58 


VALENTINO  ROSSI  /  Athlete  40  $30 

Italy's  richest  sportsman  misses  eighth  motorcycle  racing  world  championship,  finishes  second  last  yeai 


59    JUDGE  JUDY  SHEINDLIN  /  Talking  head  40  $30 

Singlehandedly  revives  reality  courtroom  genre;  highest-paid  judge  on  television. 


£q    JESSICA  SIMPSON  /  Personality  90  $7 

Blonde  bombshell  sings  and  acts,  hawks  her  own  line  of  shoes,  swimwear — and  hair  extensions. 

g1     TYRA  BANKS  /  Personality  63  $18 

Talk  show  host  also  presides  over  "America's  Next  Top  Model,"  CW's  highest-rated  show. 

g2    ANTHONY  BOBBINS  /  Self  help  40  $30 

Self-proclaimed  life  coach  reaps  revenues  from  seminars,  infomercials  and  books. 


63 


CATE  BLANCHETT  /  Actress  72  $13 

Scores  an  Oscar  nod  for  "Notes  on  a  Scandal";  plays  Bob  Dylan  (yep)  in  this  fall's  "I'm  Not  There." 


£4    REGIS  PHILBIN  /  Talking  head  58  $21 

Triumphantly  returns  to  "Live  With  Regis  and  Kelly"  in  April,  six  weeks  after  triple  bypass. 


65 
66 


SANDRA  BULLOCK  /  Actress  78  $10 

"Premonition,"  a  supernatural  thriller,  opens  at  $18  million  first  weekend,  highest  of  her  career. 

RACHAEL  RAY  /  Chef  65  $16 

Perky  gourmet  claims  Oprah  as  a  mentor;  now  has  talk  show,  magazine  and  endorsement  deals. 

gy    ALAN  GREENSPAN  /  Speaker  65  $16 

Sphinx-like  former  Federal  Reserve  chief  newly  gabby,  earns  $8  million  advance  for  memoirs. 

gg    JULIA  ROBERTS  /Actress  82  $9 

Ends  three-year  break  to  star  in  "Charlie  Wilson's  War"  opposite  Tom  Hanks,  due  in  December. 

gg    SERENA  WILLIAMS  /Athlete  69  $14 

Bounces  back  from  injuries  last  year  to  win  eighth  Grand  Slam  title  at  Australian  Open. 

yQ    MICHELLE  WIE  /  Athlete  62  $19 

Grabs  $16  million  in  endorsement  deals  but  hasn't  yet  won  a  professional  event. 

7<|    KEIRA  KNIGHTLEY /Actress  82  $9 

Pirates  of  the  Caribbean  starlet  gets  raise,  earns  $5  million  for  third  installment  this  summer. 

12    HILARY  DUFF  /  Personality  74  $12 

Young  mogul  owns  Stuff  by  Hilary  Duff,  clothing  line  sold  in  Kohl's,  Claire's  and  Wal-Mart. 

73  GEORGE  LOPEZ  /  Comedian  51  $26 
ABC  cancels  his  sitcom  in  May;  he  eases  rejection  with  rich  syndication  deal. 

74  KATE  MOSS  /  Model  82  $9 
As  fleeting  cocaine  scandal  fades,  superwaif  keeps  lucrative  contracts  with  Burberry  and  Dior. 

75  BARBARA  WALTERS  /Talking  head  74  $12 
Queen  of  "The  View"  sees  ratings  soar  on  Rosie  ruckus,  but  now  what? 

7£    RYAN  SEACREST  /  Personality  69  $14 

"American  Idol" 's  good-cop  host  debuts  "Paradise  City,"  a  reality  show  on  E! 

77    SCARLETT  JOHANSSON /Actress  95  $5 

Luminous  ingenue  earns  more  off-camera  in  deals  with  Louis  Vuitton,  Reebok  and  L'Oreal. 

jo    JESSICA  ALBA  /  Actress  82  $9 

"Fantastic  Four"  star  and  Revlon  model  a  perennial  fixture  on  "sexiest  stars"  lists. 


POWER  MONEY  PAY 
RANK   NAME  /  CATEGORY  RANK  (SMIL) 

DANIEL  RADCLIFFE  /  Kid  star  68  $15 

Harry  Potter  personified  shocks  fans — and  wins  new  ones — by  appearing  nude  in  London  play. 


79 


REESE  WITHERSPOON  /  Actress  90  $7 

Perky  star  gets  serious  after  splitting  with  actor  Ryan  Phillippe;  to  star  in  drama  "Rendition. " 

LARRY  THE  CABLE  GUY  /  Comedian  59  $20 

Stand-up  comedy's  top  earner  tours  relentlessly;  grosses  $22  million  on  the  road  last  year. 


DEEPAK  CHOPRA  /  Self-help  57  $22 

Profit-hungry  prophet's  alternative  medicine  empire  sells  books,  supplements,  even  art. 


ANNIKA  SORENSTAM  /  Athlete  78  $10 

Golfer  boasts  69  LPGA  wins,  including  ten  major  titles.  Career  winnings  so  far:  $20  million. 

HEIDI  KLUM  /  Model  89  $8 

Victoria's  Secret  siren  also  judges  snippy  wannabe  designers  in  Bravo  reality  show  "Project  Runway." 

J.J.  ABRAMS  /  Director-Producer  64  $17 

"Mission:  Impossible  III"  director  signs  with  both  Paramount  and  rival  Warner  Bros. 


DAN  BROWN /Author  78  $10 

Mulling  "Da  Vinci  Code"  sequel;  but  how  to  improve  on  70  million  copies  sold? 


EMERIL  LACASSE  /  Chef  82  $9 

The  "Bam!"  man  now  creates  meals  for  Discovery  space  shuttle  missions. 


WOLFCANC  PUCK  /  Chef  72  $13 

Spago's  celebrity  cook  builds  restaurant  into  a  catering-and-dining  empire. 

DANE  COOK  /  Comedian  82  $9 

Beloved  MySpace  denizen  sells  out  Madison  Square  Garden,  woos  Jessica  Simpson  on-screen. 


JACK  WELCH  /  Speaker  77  $1 1 

Left  General  Electric  five  long  years  ago  but  still  commands  $100,000  per  speech. 


JOHN  CRISHAM  /  Author  82  $9 

Makes  nonfiction  debut  with  "The  Innocent  Man"  last  year;  George  Clooney  buys  film  rights. 


JEFF  FOXWORTHY  /  Comedian  78  $10 

Veteran  comic  of  redneck  fame  hosts  surprise  Fox  hit  "Are  You  Smarter  Than  a  5th  Grader?" 

RHONDA  BYRNE  /Author  74  $12 

Australian  producer's  self-help  tome  "The  Secret"  soars  after  a  segment  on  Oprah. 

DAKOTA  FANNING  /  Kid  star  96  $4 

Hollywood's  highest-paid  tyke  sparks  outcry  against  a  rape  scene  in  indie  pic  "Hounddog." 

DANICA  PATRICK  /  Athlete  94  $6 

Indy  car  driver  hasn't  won  a  single  race  but  promotes  Hostess  cakes,  Tlssot  watches  and  Mr.  Clean. 


MITCH  ALBOM  /  Author  93  $6 

His  latest  novel,  "For  One  More  Day,"  gets  sold  in  Starbucks  stores,  a  first  for  coffee  chain. 


gy    EMMA  WATSON  /  Kid  star  %  $4 

Harry  Potter  star's  pay  rises  to  $4  million  after  rumors  fly  that  she's  ready  to  quit  the  franchise. 

gg    HAYDEN  PANETTIERE  /  Kid  star  99  $2 

Invincible  cheerleader  from  NBC  hit  "Heroes"  now  a  paparazzi  favorite;  her  album  debuts  this  summer. 

gg    PAULA  DEEN  /  Chef  96  $4 

Butter-loving  Queen  of  Southern  Cuisine  emerges  as  Food  Network's  unlikeliest  celebrity. 

Iqq  BOBBY  FLAY  /  Chef  99  $2 

New  York  redheaded  restaurateur  now  stars  in  four  cooking  shows  on  Food  Network. 

Earnings  estimates  are  for  June  2006  through  June  2007.  Income  from  endorsement  deals,  movie 
deals  and  other  ventures  was  not  included  until  the  projects  were  actually  realized.  Figures 
rounded  off  where  appropriate.  FORBES  counts  dollars  earned  solely  from  entertainment-related 
income.  Management,  agent  and  attorney  fees  have  not  been  deducted.  Estimates  by  FORBES; 
sources  include  Billboard,  Pollstar,  Adams  Media  Research,  Nielsen  SoundScan  and  Nielsen 
BookScan.  Rankings  are  generated  by  combining  earnings  with  other  metrics:  Web  mentions  on 
Google;  press  clips  compiled  by  LexisNexis;  TV/radio  mentions  by  Factiva;  and  the  number  of  times 
a  celebrity's  image  appeared  on  the  cover  of  32  major  consumer  magazines. 


HP 

CP4005 

2^  Produces  brilliant  color  prints 

0^  Fast  and  reliable 

CD  Saves  over  $9,500  in  3  years 


KYOCERA 

FSC5030N 

Produces  brilliant  color  prints 

Fast  and  reliable 

Saves  over  $9,500  in  3  years 


Smile  all  the  way  to  the  bank. 

Both  HP  and  Kyocera  make  great  printers.  But  Kyocera  delivers  just  about  the  lowest  total 
cost  of  ownership  in  the  business.  Over  three  years  of  printing  at  an  average  of  5,000 
pages  per  month,  Kyocera's  cartridge-free  technology  and  long-life  consumables  could 
save  you  over  $9,500  versus  this  HP.  And  that's  just  for  one  printer!  You'll  smile  too  with 
Kyocera's  award-winning  reliability  and  unbeatable  affordability. 

To  compare  and  save,  visit  the  TCO  Tracker  at  kyoceramita.com  today. 

Note:  Printer's  performance  is  simulated.  Models  selected  are  comparable.  Cost  data  provided  by  an  independent  authority  within  the  IT  industry.  Based 
on  an  average  of  5,000  prints  per  month  over  three  years;  and  5%  coverage  in  monochrome  and  color.  For  information,  visit  www.kyoceramita.com 

KYOCERA  MITA  CORPORATION.  KYOCERA  MITA  AMERICA,  INC.  '92007  Kyocera  Mita  Corporation.  "People  Friendly,""The  New  Value  Frontier,"the  Kyocera  "smile "and  the  Kyocera  logo  are  trademarks  of  Kyocera. 


People  Friendly, 


J 


The  New  Value  Frontier 

:5i<yocERa 


Mark  Burnett, 

king  of  reality 
TV,  has  survived 
a  litany  of  flops. 
Now  he's 
betting  on 
movies  and 
new  fare  for 
the  Internet. 

BY  MONTE  BURKE 


ON  A  SPRING  MORNING  IN  LOS  ANGELES  MARK 
Burnett— the  most  prolific,  most  successful 
producer  of  reality  TV  since  the  genre  overtook 
television  nearly  a  decade  ago — stifles  a  yawn 
and  pores  over  the  overnight  ratings  for  the  pre- 
miere of  his  latest  entry,  the  heavily  promoted 
Fox  show  On  the  Lot.  The  window  blinds  in  his 
office  are  drawn  against  the  dazzling  southern 
California  sun,  and  Burnetts  outfit— jeans,  black 
shirt,  black  pinstriped  blazer — is  fittingly  somber, 
for  the  numbers  are  deadly. 

The  show,  coproduced  by  the  powerful  Hol- 
lywood director  Steven  Spielberg  and  featuring 
would-be  filmmakers  competing  for  a  million- 
dollar  movie  deal— drew  all  of  7.6  million  view- 
ers and  lost  70%  of  the  audience  of  its  lead-in, 
American  Idol,  the  most-watched  series  on  TV. 
On  the  Lot  continues  to  struggle:  A  week  after  its 
debut  the  show  had  only  4  million  viewers,  and 
Fox  recently  trimmed  it  from  a  planned  twice- 
weekly  run  to  just  once  a  week. 

Burnett,  46,  made  himself  famous— and  fab- 
ulously wealthy— producing  CBS'  Survivor,  one  of 
the  most  popular  reality  shows  in  television 
history,  and  NBC's  The  Apprentice,  a  top-ranked 
show  in  its  first  two  years,  which  spawned 
Donald  Trump's  condemnation  catchphrase: 
"You're  fired!"  But  On  the  Lot  is  the  latest  in  a 


ity 


string  of  disappointments  for  Burnett.  The 
Contender  (6.2  million  viewers),  The  Casino  (4.4 
million)  and  The  Apprentice:  Martha  Stewart  (6.5 
million)  all  got  yanked  from  network  television 
after  a  single  season. 

This  season  a  second  Burnett  series,  Pirate 
Master  on  CBS,  debuted  unspectacularly,  in  part 
because  it  aired  in  the  same  time  slot  as  a  third 
Burnett  rookie  show:  Are  You  Smarter  Than  a 
5th  Grader?  (see  story  on  p.  92).  That  last  entry — 
a  quiz  show  rather  than  a  video  verite  series  in 
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the  Survivor  vein — is  a  much-needed  hit  for  Bur- 
nett. It  premiered  in  February  and  drew  a  star- 
tling 26  million  viewers,  the  highest-rated 
premiere  on  network  TV  in  eight  years. 

Even  his  powerhouses,  however,  are  aging  and 
ailing:  Survivor,  though  still  a  top  20  show,  now 
gets  half  the  30  million  viewers  of  its  peak  in 
2001,  despite  resorting  to  publicity  stunts  (last 
year  Burnett  split  up  the  tribes  by  race).  The 
Apprentice,  at  21  million  viewers  in  2004,  now 
draws  7  million,  hurt  by  a  move  to  Sunday  nights 


at  10  p.m.  "Even  I'm  asleep  by  then,"  says  Trump. 
"Its  tough  when  you  don't  want  to  watch  yourself 
on  network  TV." 

But  this  is  a  business  measured  more  by  the 
number  of  successes  than  by  the  percentage  of 
successes.  Burnetts  oeuvre:  1 1  network  series  in  7 
years  and  a  total  550  hours  of  often  gripping  real- 
ity programming.  On  the  Lot  met  expectations 
"from  a  business  perspective,"  he  says.  "Did  you 
know  there  are  50  new  shows  this  summer?"  He 
adds:  "I've  been  very  fortunate.  I've  had  3  hits. 


Virtual  reality: 
Mark  Burnett  pro- 
duced AOL's  Gold 
Rush,  which  drew 
11  million  viewers 
in  seven  weeks. 
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WHAT'S  NEW 


No  idle  Idols 

"American  Idol"  winners — 
and  even  some  finalists — 
have  avoided  the  fate  of 
one-hit  wonders.  Season 
one  winner  Kelly  Clarkson 
has  had  a  chart-topping 
album  and  two  Grammy 
awards;  season  four 
winner  Carrie  Underwood 
won  two  Grammys  this 
year;  season  three  finalist 
Jennifer  Hudson  won  an 
Oscar  this  year.  And  the 
acerbic  Simon  Cowell  and 
chipper  host  Ryan  Seacrest 
occupy  spots  on  the 
Forbes  Celebrity  100. 


Ryan  Seacrest 


Some  producers  never  get  one." 

Now  Burnett  is  moving  beyond  reality  and 
into  scripted  series  and  films,  as  well  as  new 
kinds  of  programming  created  for  the  Internet. 
He  started  last  year  by  producing  Gold  Rush,  a 
pop-culture  trivia  show  that  got  promoted  in  on- 
air  clues  embedded  in  CBS  shows.  It  "aired" 
online  on  AOL,  attracting  1 1  million  people  in  a 
seven-week  run.  A  second  season  is  set  for  the 
fall.  Burnett  also  is  working  with  the  online  site 
MySpace  on  Independent,  a  political  reality  show 
in  which  MySpace  users  will  set  tasks  for  candi- 
dates and  vote  on  a  winner,  who  will  get  $1  mil- 
lion to  run  for  office  or  fund  a  political  cause. 

"He's  created  something  entirely  new:  an 
Internet/ reality-show  hybrid,"  says  David 
Verklin,  chief  of  ad  buyer  Carat  Americas. 

Burnett  is  also  producing  a  feature  film  with 
New  Line  Cinema,  based  on  the  children's  book 
series  The  Alchemyst,  and  Avery  House,  a  new 
series  in  development  for  the  Sci  Fi  Channel.  He 
had  tried  three  scripted  pilots  for  the  old  WB  net- 
work a  few  years  ago,  but  none  got  picked  up. 
"Its  very  hard  to  break  into  scripted  TV.  One  in 
20  shows  makes  it  big.  I  think  now  I've  got  more 
experience  in  storytelling,"  he  says. 

Some  see  a  new  bid  for  legitimacy  in  his 
expansion  plans.  "I  think  there's  some  part  of 
Mark  that  feels  like  he's  proven  himself  in  the 
reality  business,"  says  Jordan  Levin,  cofounder  of 
production  company  Generate,  who  worked 
with  Burnett  at  the  WB  (now  the  CW  network). 
"He's  very  ambitious  and  wants  to  take  on  new 
challenges."  Adds  Laura  Caraccioli-Davis  of Pub- 
licis  Groupe's  Starcom  media-buying  firm:  "To 
be  truly  respected  in  Hollywood,  you  have  to  be 
a  scripted  guy.  Those  producers  make  money  for 
e\  c  ryone— the  actors,  the  talent  agencies.  If  you 
everyone  money,  they  have  to  bow  to  you." 


Burnett  bristles  at  that  notion:  "Roughly  half 
of  the  top  ten  shows  on  TV  are  reality  shows. 
They'll  remain  the  bulk  of  our  business,  and  to 
suggest  that  I  wouldn't  want  it  that  way  is  silly." 

Burnett  was  born  in  East  London,  the  son  of 
a  Ford  Motor  plant  worker.  He  never  went  to  col- 
lege, instead  joining  the  Special  Air  Service  Regi- 
ment in  the  British  Army;  he  served  as  a  para- 
trooper in  the  Falklands  War.  In  1982,  at  age  22, 
he  flew  to  Los  Angeles  aiming  to  become  a  mili- 
tary adviser  in  Central  America.  His  mother 
talked  him  out  of  that  plan.  He  arrived  with  no 
job  prospects  but  quickly  found  work  as  a  nanny 
for  a  wealthy  family  in  Beverly  Hills. 

Two  years  later  he  began  selling  insurance, 
marketing  credit  cards  and  hawking  T  shirts  on 
the  boardwalk  at  Venice  Beach,  buying  irregulars 
for  $2  apiece  and  selling  them  for  $18.  "Mark 
Burnett  could  sell  you  the  clothes  you're  already 
wearing,"  says  Caraccioli-Davis.  Like  many  in 
Los  Angeles,  he  wanted  to  be  a  producer.  In  1992 
he  got  his  first  shot,  buying  U.S.  rights  to  the 
Raid  Gauloises,  an  expedition-length  adventure 
race.  Burnett  later  renamed  it  the  Eco-Challenge 
and,  in  a  six-year  run,  sold  TV  rights  to  MTV, 
ESPN,  the  Discovery  Channel  and  the  USA  Net- 
work, waiving  his  producer  fee  for  a  share  of  ad 
sales  (a  pitch  he  would  use  later,  to  great  success). 

In  1998  Burnett  met  Charlie  Parsons,  a 
British  TV  producer  who  had  come  up  with  an 
idea  for  a  show  in  which  unpaid  contestants  were 
stranded  on  a  desert  island  and  voted  on  who  got 
eliminated,  with  the  winner  getting  $  1  million. 
Burnett  bought  the  North  American  rights, 
named  the  show  Survivor  and  shopped  it  to  the 
four  U.S.  commercial  broadcast  networks,  the 
Discovery  Channel  and  the  USA  Network. 

All  of  them  turned  him  down.  But  a  few 
months  later  CBS  took  a  second  look.  In  pitching 
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WHAT'S  NEW 


Pirate's 
Booty 

The  three  Pirates  of  the 
Caribbean  flicks  have 
grossed  $2.4  hiliion 
at  theaters  worldwide — 
and  counting.  The  franchise 
buoyed  four  members  of 
this  year's  Celebrity  100: 
producer  Jerry 
Bruckheimer,  director 
Gore  Verbinski,  actor 
Johnny  Depp  and  actress 
Keira  Knightley. 


Celebrity  100  newcomer 
Keira  Knightley. 


On  the  spot:  Burnett's  recent  reality  offering,  Fox's  On  the  Lot,  has  so  far  received  disappointing  ratings. 


ITVX,  which  computes  a  payoff  ratio  for  product 
placements.  In  the  three-year  run  of  the  show 
Burnett  and  Trump  have  split  $100  million  in 
product  placement  revenues. 

Burnett  also  takes  equity  positions  in  compa- 
nies whose  products  have  appeared  on  his  other 
shows,  including  Everlast,  a  sponsor  of  the  box- 
ing show  The  Contender.  (He  got  an  undisclosed 
number  of  shares  at  $3  in  2004;  today  the  stock  is 
near  $30.)  Thus  his  deals  ensure  he  makes 
money  even  when  his  shows  don't  last,  a  helpful 
feature  given  the  short  network  runs  of  the  box- 
ing series  (now  on  ESPN),  The  Casino  (about  two 
owners  of  the  Golden  Nugget  in  Las  Vegas)  and 
The  Apprentice:  Martha  Stewart. 

Now  Burnett  brings  this  penchant  for  product 
plugs  to  the  online  world.  In  making  the  online 
trivia  show  Gold  Rush  for  AOL  last  fall,  he  part- 
nered with  CBS,  which  embedded  clues  in  its 
prime-time  shows.  Onscreen  a  "vault"  holding 
the  gold  was  graced  with  sponsor  Washington 
Mutuals  logo.  Contestants  called  friends  for  help 
on  T-Mobile  cell  phones.  The  1 1  million  people 
who  logged  on  to  Cold  Rush  stayed  an  average  of 
16  minutes,  close  to  the  22  minutes  of  content  in 
a  half-hour  TV  sitcom.  Gold  Rush  cost  $10  mil- 
lion to  produce  and  raked  in  $25  million  in  ads. 

In  his  move  into  scripted  TV  series  and  dra- 
matic films,  Burnett  has  gone  outside  his  produc- 
tion company  to  sign  up  writers.  "I  like  what  I've 
been  reading  so  far,"  he  says.  "The  ideas  are  com- 
pletely different  from  what  you  see  on  TV  now'' 

But  Hollywood  movies  hold  the  most  allure. 
"I  can't  accurately  tell  you  how  TV  will  look  in 
ten  years.  The  time-shifting  devices  like  TiVo  will 
have  a  huge  impact  in  coming  years.  But  in  ten 
years  I  bet  I  will  still  be  going  to  a  movie  theater 
and  buying  popcorn  and  watching  a  movie."  He 
adds:  "I'll  admit  that  the  idea  of  making  Holly- 
wood movies  is  very  seductive." 

Thus  On  the  Lot,  despite  its  tepid  ratings,  has 
offered  Burnett  an  important  upside — the  chance 
to  work  closely  with  Steven  Spielberg,  one  of  the 
most  successful  filmmakers  in  history.  For  On  the 
Lot  the  director  is  on  set  nearly  every  day  and  is 
intimately  involved  in  casting,  set  design  and 
music.  "It's  been  a  really  good  experience  for  me," 
says  Burnett,  who  now  is  working  on  a  feature- 
film  script  for  DreamWorks,  in  which  Spielberg 
himself  is  an  owner. 

"I  love  telling  stories,"  says  Burnett.  "In  the 
end  my  job  is  delivering  content  that  people  want 
to  watch.  It  doesn't  matter  what  you  label  it."  F 


CBS  entertainment  chief  Leslie  Moonves,  as  the 
writer  Bill  Carter  recounts  in  his  recent  book 
Desperate  Networks,  Burnett  mocked  up  Survivor 
covers  of  Time  and  Newsweek  (and  both  maga- 
zines later  would  put  the  show  on  their  covers). 
Moonves  bit,  but  he  imposed  tough  terms:  No 
matter  what  Burnett  spent  to  produce  Survivor, 
CBS  would  pay  him  a  paltry  fee  of  only  $35,000 
per  episode;  Burnett  would  have  to  make  up  the 
shortfall  by  pocketing  half  of  the  revenue  from 
ads,  which  he  had  to  help  sell. 

Survivor  debuted  in  the  summer  of  2000  and 
fueled  CBS'  resurgence;  51  million  viewers 
watched  the  first  season's  finale,  the  most  watched 
reality  episode  ever.  Burnett  reaped  a  reported 
$10  million  in  the  ad-sharing  deal,  to  the  dismay 
of  CBS.  The  deal  was  revised  after  the  first  season, 
with  the  network  retaining  all  ad  sales — and  pay- 
ing Burnett  a  fee  of  $1  million  per  show. 

Burnett  also  perfected  a  critical  revenue 
model  in  the  reality  form:  the  on-air  product 
plug.  Contestants  voted  off  the  island  in  Survivor- 
were  immediately  handed  a  bag  of  Doritos  and  a 
can  of  Mountain  Dew.  In  his  second  hit,  The 
Apprentice,  which  debuted  in  2004,  episodes 
were  built  around  embedded  brands.  Dial  (a  part 
of  Henkel)  used  the  show  to  launch  two  products 
last  year:  In  one  episode  the  contestants  had  to 
design  a  Web  launch  for  Soft  Scrub  Deep  Clean 
Foaming  Cleanser  (the  winning  "Webisode"  was 
used  by  Dial).  In  another,  they  made  a  commer- 
cial for  an  air  freshener  (Renuzit).  Placements 
cost  on  average  $1.5  million  per  episode.  Dial 
returned  easily  double  that  in  ad  value,  says 
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PROFITABILITY  ANALYSIS:  DARK  CASTLE  ENTERTAINMENT 


WHITE  KNUCKLE,  EDGE  OF  YOUR  SEAT, 
SPILL-THE-POPCORN  PROFIT. 


PRODUCTION  COSTS 


MARKETING  COSTS 


PARTICIPATIONS/RESIDUALS 


CULT  FOLLOWING 


Numbers  never  tell  the  whole  story.  Which  is  why  CIT  looked  at  Joel  Silver  and  focused  on  his 
ability  to  turn  out  profitable  films  like  Gothika  and  Romeo  Must  Die,  and  blockbuster  franchises 
like  Lethal  Weapon,  Die  Hard  and  The  Matrix  Trilogy.  To  help  maintain  his  streak  we  structured 
and  underwrote  $220  million  in  financing  -  a  deal  that  gave  him  empowerment  to  greenlight 
his  own  projects  and  maintain  ownership  over  his  films  through  Dark  Castle  Entertainment. 
How  did  we  do  it?  By  bringing  together  a  group  of  true,  movie-savvy  financial  backers  who 
saw  the  same  potential  in  Dark  Castle  that  we  did.  The  fact  is,  that's  our  specialty  at  CIT,  seeing 
potential  and  creating  partnerships,  relationships  and  customized  financial  solutions  that  ensure 
success.  To  find  out  more,  visit  cit.com. 
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After  20  years  of 
redneck  humor 
Jeff  Foxworthy 
woos  a  broader 
base  on  Fox. 

BY  DAVID  SERCHUK 


HOW  MANY  JUSTICES  SIT  ON  THE  U.S.  SUPREME 
Court?  A  34-year-old  man  on  the  Fox  networks 
hit  game  show  Are  You  Smarter  Than  a  5th 
Grader?  squirms  over  a  possible  answer,  and 
host  Jeff  Foxworthy  moves  in  for  the  quip: 
You're  looking  about  as  confident  as  a  guppy 
in  a  shark  tank  right  now,"  he  says,  and  the 
audience  collapses  into  giggles. 

Foxworthy,  48,  has  spent  20  years  peddling 
his  twangy  "You  might  be  a  redneck  if . . ."  jokes 
to  a  mostly  red-state  fan  base.  He  hawks  a  line  of 
caps,  beer  cozies  and  greeting  cards  that  netted 
him  $2.5  million  last  year.  But  until  now  he  has 
been  a  flop  as  a  TV  series  star,  a  role  that  paid  off 


hugely  for  such  comics  as  Jerry 
Seinfeld  and  Ray  Romano. 

Now  Foxworthy,  still  wielding 
his  deep  southern  accent  and  cow- 
boy boots,  finally  has  a  TV  hit.  The 
quiz  show  premiered  in  February 
and  drew  26  million  viewers,  the 
biggest  debut  on  any  network  in 
eight  years.  The  ratings  held  up 
even  after  Fox  moved  the  show 
from  its  cushy  slot  right  after 
American  Idol  to  Thursday  nights. 
"In  one  week  I  went  from  being 
the  guy  at  Home  Depot  who  has 
people  say,  'Hey,  you  might  be  a 
redneck,'  to  the  guy  every  single 
person  tells,  'Hey,  are  you  smarter 
than  a  fifth  grader?'  I  quickly  tell 
them  I'm  not." 

An  Atlanta  native  and  Georgia 
Tech  dropout,  Foxworthy  was  an 
IBM  technician  in  1984  when  he 
entered  an  amateur  stand-up 
contest  at  a  comedy  club.  He  won 
and  quit  IBM  a  few  months  later  to 
pursue  stand-up  full-time.  In  1989 
he  published  his  first  book,  You 
Might  be  a  Redneck  If...,  followed 
by  a  CD,  which  sold  3.5  million 
copies,  the  bestselling  comedy 
release  ever. 
In  1995  Foxworthy  got  his  first  shot  at  a 
TV  series  when  ABC  gave  him  his  own  sitcom, 
paying  him  a  cheap  $32,500  per  episode.  But 
instead  of  exploiting  his  southern  shtick,  the 
network  subdued  it,  setting  the  show  in  Indiana 
and  banning  him  from  the  writing  room.  "It  was 
like  trying  to  make  a  shoebox  seaworthy,"  he 
says.  ABC  canceled  it  after  a  single  season;  then 
NBC  picked  it  up — and  scrapped  it  again. 

Humbled,  Foxworthy  left  Hollywood  and 
repaired  home  to  Georgia.  By  1999  he  was 
hosting  a  country  music  radio  show  for  Clear 
Channel  and  had  expanded  his  redneck  line.  It 
now  includes  22  Foxworthy  books,  which  have 
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sold  a  total  8  million  copies,  and  1 1  CDs,  which 
have  sold  14  million  discs.  In  2000  he  signed 
with  American  Greetings  for  a  line  of  redneck- 
themed  cards,  which  became  Wal-Mart's  second- 
bestselling  card  line. 

More  money  flowed  in  after  Foxworthy 
formed  a  touring  quartet  of  southern  comics  in 
2000,  inspired  by  the  Original  Kings  of  Comedy, 
a  group  of  four  black  comics  who  toured 
together.  The  Blue  Collar  Comedy  Tour,  slated 
for  ten  shows,  ended  up  running  for  three  years, 
grossing  almost  $100  million  in  tours  and  DVD 
sales  (most  of  it  from  DVDs).  Over  the  last  five 
years  Foxworthy  has  pocketed  $30  million  from 
tours  and  DVDs,  much  of  it  from  Blue  Collar. 

Then  TV  came  calling  again.  In  February 
reality  show  king  Mark  Burnett  asked  him  to 
host  a  prime-time  game  show  for  Fox.  Bruised 
by  his  last  brush  with  broadcast  television, 
Foxworthy  instantly  demurred.  Burnett  pressed: 
"You  are  so  American!"  the  British-born 
producer  later  told  his  country  cousin. 

Foxworthy  laid  out  a  litany  of  demands.  The 
entire  season  had  to  be  taped  in  two  weeks  to  let 


him  quickly  return  home  to  his  family.  He 
wanted  $150,000  a  show,  higher  than  other 
freshmen  game  show  hosts.  And  he  wanted 
to  be  himself,  in  all  his  good-old-boy  glory. 
Burnett  agreed  and  Foxworthy  even  gets  a 
small  stake  in  the  shows  profits. 

Longtime  fans  can  see  subtle  changes  in 
Foxworthy  s  presentation  on  TV:  He  wears  a 
sports  jacket  and  dress  shirt  and  a  pair  of  pro- 
fessorial steel-rimmed  glasses.  Rednecks  barely 
rate  a  mention.  But  the  TV  hit  now  helps  him 
boost  business  on  other  fronts. 

Since  Are  You  Smarter  Than  a  5th  Grader? 
started,  Clear  Channel  has  added  30  more 
stations  to  Foxworthy  s  lineup,  which  now  totals 
265  markets.  The  Blue  Collar  quartet  has  landed 
a  gig  at,  of  all  places,  London's  Royal  Albert  Hall 
for  a  three-night  sweep  in  the  spring  of  2008. 
Foxworthy  &  Co.  plan  to  erect  a  studio  to  create 
content  for  their  own  Web  site.  And  his  stand-up 
rate,  already  at  $150,000  a  night,  is  on  the  rise. 

"I'm  making  as  much  per  night  as  I've  ever 
made,  and  working  fewer  days,"  he  notes.  Beat. 
"It's  a  nice  thing."  F 
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No  NFL  Stars 

Not  a  single  footballer 
makes  the  Celebrity  100  list 
this  year.  Blame  the  league's 
restrictive  $102-million- 
per-team  salary  cap.  Plus, 
endorsement  deals  are  tough 
gets.  (Blame  helmets  for 
that.)  Only  Peyton  Manning 
earned  more  than  $5  million 
off  the  field  last  year. 


BARE  FACT: 

It's  1:00pm. 

rCs^  ">TJhe  saTa  d  g  e  n  i  e 
is  not  going  to 
appear  in  your 
cubicle. 


New  from  Balance. 
Bare. 

Crunchy  oats,  peanuts  and 
whole  grains  on  the  top. 
Peanut  buttery  layer  on  the 
bottom.  13  grams  of  protein 
for  energy.  And  in  a  variety 
of  delicious  flavors. 


Box  Office  Gross 


Eli  Roth's  films 
are  graphically 
violent  and 
extremely 
profitable — 
and  deplored 
by  critics  as 
"torture  porn." 


BY  MARY  ELLEN  EGAN 


THE  SCENE  FROM  HOSTEL  OPENS  WITH  A 
keyhole  shot  of  a  tabletop  strewn  with  tools  of 
torture:  saws,  pickaxes,  knives,  hooks.  Cue 
sound  effect— an  ominous,  metallic  whine— 
and  the  camera  opens  up  on  an  electric  drill 
wielded  by  a  sadist  in  surgical  mask,  black 
rubber  gloves  and  black  rubber  apron.  He 
approaches  a  screaming,  bare-chested  man 
who  is  chained  to  a  chair.  Cut  to  closeup:  flesh 
being  chewed  up  by  the  drill  bit,  replete  with 
dangling  chunks  of  gore. 

That's  entertainment!  It  comes  from  the 
twisted  mind  of  filmmaker  Eli  Roth,  a  new 
prince  of  horror  in  Hollywood.  Roth,  35,  makes 
cheap,  grisly  films — Cabin  Fever,  Hostel  and  the 
new  Hostel:  Part  //—as  tightly  written  thrillers 
that  build  to  extremely  graphic  bloodbaths. 
His  detractors  call  it  "torture  porn."  "Hostel's 

irposeful  but  mindless  carnage  unfolds  into 
.1  ridiculous  moral.  Awful.  Offal,"  a  movie  critic 
he  Denver  Post  decreed.  "This  is  one  of  the 

g  1  misogynistic  films  ever  made,"  as  the  New 
Imes  put  it.  Horror  fans  clamor  for  more. 


Which  is  one  reason  Eli  Roth  endeavors  to 
scare  the  bejabbers  out  of  theatergoers.  "I  set  out 
to  make  a  sick,  scary  move,"  he  says  of  Hostel, 
the  story  of  three  college  boys  who  backpack 
across  Europe,  get  seduced  by  three  comely  gals 
and  end  up  on  the  wrong  side  of  a  torture  den. 
"But  also  a  film  that  hits  different  chords,  like 
Americans'  fear  of  other  cultures,  our  feelings  oi 
superiority  and  peoples  need  for  control." 

Horror  is  hot — again — in  Hollywood,  capable 
of  turning  low-budget  violence  into  a  box-office 
bonanza.  In  the  past  three  years  horror  films  have 
populated  the  top  50  international  box  office  lists 
and  turned  in  combined  ticket  and  DVD  sales  of 
an  impressive  $1.5  billion.  Roths  first  feature, 
Cabin  Fever,  about  campers  threatened  by  flesh- 
eat  ing  bacteria,  cost  $1.5  million  to  make  and 
relumed  $43  million  in  ticket  and  DVD  sales. 
He  made  Hostel  for  less  than  $5  million,  and  it 
reaped  $20  million  at  the  box  office  the  weekend 
it  opened  and  a  total  $101  million  from  theaters 
and  DVDs. 

The  sick  thriller  Saw  and  its  spawn,  Saw  L 
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and  Saw  III,  cost  a  combined  $16  million  to 
make  and  grossed  $416  million  worldwide, 
spurring  its  producers,  Mark  Burg  and  Oren 
Koules,  to  form  a  production  company  devoted 
exclusively  to  horror:  Twisted  Pictures.  Saw  IV 
is  set  for  later  this  year,  and  scripts  are  being 
written  for  versions  five  and  six. 

"The  horror  audience  is  a  lot  smarter  than 
people  give  them  credit  for,"  Burg  says,  "and 
if  you  want  to  be  successful,  you've  got  to  be 
edgy."  Edgy,  these  days,  translates  into  onscreen 
torture  (two  Hostels,  three  Saws),  rape  (the 
recent  remake  of  The  Hills  Have  Eyes)  and 
dismemberment  (all  of  the  above). 

Burg  considers  Roth  a  friend  and  cheers  his 
success,  but  he  gloats  nonetheless:  Roth  was 
forced  to  rewrite  a  scene  in  the  script  for  Hostel: 
Part  II  when  he  discovered  a  similar  bit  had 
just  been  shot  for  Saw  III:  a  young  woman's  belly 
ring  gets  ripped  from  the  flesh  of  her  comely 
tummy.  "We  beat  him  to  it,"  Burg  says. 

"Horror  films  tell  us  a  lot  about  our  culture," 
says  Aviva  Briefel,  a  professor  who  studies  the 
genre  at  Bowdoin  College.  "They  make  us  think 
about  violence,  fear  and  danger,  but  from  a  safe 
distance."  She  praises  Eli  Roth  for  his  "smart  and 
provocative"  films  and  calls  him  the  "next  Wes 
Craven,"  the  iconic  director  of  such  venerated 


slashfests  as  A  Nightmare  on  Elm  Street  and  The 
Hills  Have  Eyes  (the  first  one,  in  1977). 

Roth's  fascination  with  scary  movies  began 
at  age  8  when  he  watched  Alien,  a  sci-fi  thriller 
about  a  monster  that  kills  the  entire  crew  of  a 
doomed  spaceship  (except  for  the  requisite 
damsel-in-distress,  Sigourney  Weaver).  "That 
was  the  day  I  decided  to  become  a  director,"  he 
says.  He  persuaded  his  parents  to  buy  him  an 
8mm  camera,  and  by  the  time  he  entered  New 
York  University's  film  school  in  1990,  he  had 
made  50  short  films.  In  one  sequence  his 
brother  is  attacked  with  a  circular  saw  and 
blood  (ketchup)  splatters  all  over  the  floor. 

Roth  graduated  in  1994  and  spent  two  years 
assisting  producer  Frederick  Zollo,  the  money 
man  behind  Quiz  Show  and  Mississippi  Burning. 
Then  he  moved  to  L.A.  to  write  full-time.  While 
collecting  unemployment,  he  wrote  the  script 
for  Cabin  Fever,  about  a  group  of  friends  on 
vacation  at  a  mountain  cabin;  one  contracts  a 
flesh-eating  virus,  and  ultimately  the  friends  kill 
each  other  out  of  fear  and  paranoia.  Grim.  He 
says  the  idea  arose  from  having  spent  his 
adolescence  coming  of  age  in  the  era  of  AIDS. 

"Everyone  passed  on  it,"  he  says.  "They  said 
it  was  too  weird  and  that  you  can't  have  a  disease 
as  a  killer."  So  Roth  later  vowed  to  produce  it 
himself,  spending  the  next  six  years  refining  his 
script  while  working  as  a  production  assistant  for 
films  including  Howard  Stern's  Private  Parts  and 
Meet  Joe  Black  and  as  a  stand-in  for  small-budget 
art  films. 

In  2001  Roth  started  the  movie  with  $50,000 
in  a  bank  account.  Investors  had  agreed  to  put  in 
$400,000,  but  some  bailed  three  days  before  the 
start  of  filming,  and  Roth  got  his  father  to  throw 
in  $1 10,000  from  a  retirement  fund.  (Dad  ulti- 
mately got  his  money  back  plus  an  additional 
$300,000.) 

Shooting  began  in  October  2001  in  North 
Carolina  but  was  shut  down  after  three  weeks 
because  of  union  problems.  They  returned  to 
L.A.,  and  Roth  had  to  scrape  together  $350,000 
more  to  finish  shooting  and  editing.  Still  short  of 
cash  to  do  sound  editing  and  to  convert  the  film 
into  a  format  for  mass  production,  he  formed  a 
limited  liability  corporation  and  sold  shares  to 
investors,  raising  $1.5  million  and  offering  to 
repay  investors  before  anyone  on  the  film.  Roth, 
who  deferred  a  salary,  ended  up  with  a  9%  stake, 
which  earned  him  a  meager  $270,000. 

Cabin  Fever  was  shown  at  the  2002  Toronto 
Film  Festival,  sparking  a  bit  of  a  bidding  war. 
Roth  sold  the  rights  to  publicly  held  Lionsgate  for 


Summer's 
Other 

Sequel  King 

Johnny  Depp,  watch  out! 
Fresh  from  his  acclaimed 
performance  in  Martin 
Scorsese's  "The  Departed," 
Matt  Damon  blitzes 
theaters  this  summer  with 
two  much-anticipated 
sequels,  "Ocean's  13"  and 
"The  Bourne  Ultimatum." 
Both  franchises  have 
so  far  grossed  a  combined 

$1.3  billion 

in  worldwide  box  office 
receipts. 


JULY  2, 


2007      FORBES  95 


Singapore     Kufla  Lumpur     Phuket     Yangon     Cochin  Muml 


Join  me  and  a  world-class  team  of 
financial  experts  for  in-depth 
presentations  and  hard-hitting  panels 
while  cruising  exotic  Asia. 


The*  Thwte&ydrfv 


Crystal  Serenity  •  March  27-April  10,  2008 


Shwedagon  Pagoda, 
Myanmar 


Thean  Hou  Temple, 
Kuala  Lumpur 


Phuket, 
Thailand 


C^tal  Serenity 


m  v 


r  conference  brochure  and  to  reservi 

530-0770  Please  mention  priority  code  008756 


Provide  big-company  health  coverage  without 
being  a  big  company. 


Customizing  health  plans  to  fit  employees'  needs  isn't  something  only  big 
companies  can  do.  Even  if  you're  a  small  business,  you  can  choose  from 
PPOs,  HMOs  and  CDHPs  from  Lumenos  with  EmployeeElect,  offering 
employees  one,  some  or  all  of  the  plans.  You'll  have  greater  control  over 
your  costs  too.  Add  to  this  access  to  one  of  the  country's  largest  provider 
networks,*  and  you  can  do  well  by  your  employees.  And  your  business. 

For  more  information  on  our  EmployeeElect  portfolio,  just  call  your  broker. 
Or  visit  bluecrossca.com. 
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Vblic  lands  make  up  over  one-third  of  this  great  country,  and  they 
belong  to  each  of  us.  From  sidewalks  outside  our  doors  to  beaches  to 
distant  mountain  streams,  we  share  it  all.  And  together,  we  can  protect 

other  you'd  like  to  organize  a  cleanup,  be  a  campground  host,  -pA| 

r  do  something  else,  there's  a  way  you  can  help.  To  find  out  more  'Nyj^M  ERICA 

the  volunteer  opportunities  available,  visit  www.TakePride.gov.  In  your  land,  lend  a  hand. 
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$3.5  million  and  $12  million  for  prints  and  advertis- 
ing. Cabin  Fever  ended  up  being  Lionsgates  highest 
grosser  of  2003,  pulling  in  $30.5  million  at  the  box 
office  worldwide. 

Roth  next  penned  Hostel.  The  film's  violence 
was  unprecedented  at  the  time.  One  scene  shows  an 
American  businessman  using  a  blow  torch  on  the 
eye  of  a  young  Japanese  woman.  A  rescuer  bursts 
into  the  room,  spies  the  woman's  bloody  face  with 
the  wounded  eye  hanging  from  its  socket  and  res- 
cues her,  handily  snipping  off  the  dangling  eyeball 
with  a  pair  of  scissors.  Yuck! 

Sony  agreed  to  finance  the  movie,  but  the  studio 
got  cold  feet  after  its  execs  screened  the  final  cut. 
The  studio  approached  Lionsgate,  which  agreed  to 
distribute  Hostel  in  the  U.S.  while  Sony  kept  the 
international  distribution  rights. 

Roth  made  Hostel  for  $4.5  million,  and  the  film 


Horror  honcho  Eli  Roth  on  the  set  of  Hostel:  Part  II. 

was  released  in  January  2006.  Hostel  grossed  a  total 
$80  million  worldwide  in  theaters,  plus  DVD  sales  of 
$21  million. 

By  the  premiere  of  the  sequel  on  June  8  Eli  Roth 
had  become  his  own  brand,  the  film  getting  heavy 
promotion  as  "Eli  Roths  Hostel:  Part  II"  This  time 
three  coeds  traveling  through  eastern  Europe  are 
lured  to  the  torture  chamber,  where  the  paying 
clients  are  two  suburban  family  guys.  Roth  ratchets 
up  the  violence  in  this  one,  including  a  scene  in 
which  one  of  the  coeds  is  attacked  with  a  scythe  by 
a  naked  female  torturer. 

But  this  is  die  end  of  the  Hostel  series,  says  Roth, 
"Too  many  good  movie  franchises  have  been  killed  by 
a  bad  third  movie,"  he  says.  For  his  next  project  Roth 
is  putting  down  his  pen  to  focus  solely  on  directing. 
He  has  been  hired  by  the  brothers  Weinstein,  who 
created  Miramax,  to  direct  the  film  adaptation  of 
Stephen  King's  novel  Cell.  "Everyone  on  their  cell 
phones  gets  zapped  and  turns  into  a  serial  killer," 
Roth  says,  perking  up  at  the  premise.  "It  will  be  very 
much  about  the  oversaturation  of  technology."  F 
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E-friends 

The  latest  measure  of 
superstardom:  How  many 
friends  have  you  got  on 
your  MySpace  page? 


DANE  cook  1,938,413 


diddy  905,830 


so  cent  862,536 
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The  comfortable,  yet  refined,  Kia  Amanti. 

Sit  back  and  relax  in  the  8-way  power  adjustable+  lap  of  luxury.  Enjoy 
the  spacious  and  well-appointed  interior  with  available  Infinity"  audio 
system.  And  rest  assured,  with  the  safety  of  8-standard  airbags  and 
available  Electronic  Stability  Control  plus  the  power  of  a  264-hp  V6 
engine  and  Sportmatic®  transmission,  your  ride  will  feel  as  good  as  it 
looks.  For  more,  visit  kia.com.  Starting  at  $26,175.* 


Warranty  is  a  limited  powertrain  warranty.  For  details,  see  retailer  or  »o  to  kia.com.  'Standard  on  driver's  seat  only.  <MSRP  for  base  model  is  $26,175.  including  $680  freight,  excluding  taxes,  title,  license,  options  and  retailer 
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A  decade  after 
she  popped  as 
the  next  "It"  girl 
in  Hollywood, 
Sandra  Bullock 
perseveres. 

BY  KIM  BLAKELEY 


Miss  Practicality 


SANDRA  BULLOCK  SWEEPS  INTO  HER  OFFICE  AT 
her  production  company  in  West  Hollywood  and 
picks  up  the  phone  to  talk  over  a  few  things  for 
her  next  film,  All  About  Steve.  She  aims  to  play 
an  eccentric  crossword  puzzle  fan  who  becomes 
fixated  on  a  cameraman  for  CNN. 

As  perky  as  her  onscreen  persona,  she  fires 
off  possibilities:  "Maybe  she  pulls  her  skirt  off, 
and  she's  got  shorts  underneath,"  Bullock  tells 
the  costume  designer  on  the  other  end  of  the 
call.  "Maybe  we  see  a  closeup  of  her  boot.  And 
we  know  exactly  why  she  chose  that  boot. 
Maybe  she  has  a  scarf,  and  that  could  also  serve 
as  a  tourniquet  for  her  bleeding  knee." 

She  rattles  off  a  pop-culture  cornucopia, 
invoking  the  "Where's  the  Beef?"  lady  and 
singer  Gwen  Stefani  and  the  films  Klute  and 
Little  Miss  Sunshine  and  Garden  &  Gun  maga- 


zine. "If  you  don't  have  a  copy,  I  do,"  she  offers 
her  caller.  She  veers  from  wardrobe  to  cine- 
matography to  the  potential  casting  of  her 
characters  parents:  "I  was  thinking  Alan  Arkin 
and  Elizabeth  Taylor.  Elizabeth  needs  to  work!" 

In  films  Bullock  delivers  an  appealing  and 
cute  likability  but  in  showbiz  she  can  be  tough 
and  fiendishly  focused  on  micromanaging  the 
minutest  details  of  whatever  occupies  her. 
"There's  always  20  or  30  things  that  need 
addressing,"  she  says.  Her  control-freak  ways 
have  helped  ensure  her  an  income  of  millions  of 
dollars,  even  if  her  acting  services  end  up  in  less 
demand  in  Hollywood,  where  a  star's  aging  is 
the  most  unforgivable  of  sins.  Bullock  still  earns 
up  to  $17  million  a  film,  on  a  par  with  only  Julia 
Roberts  and  a  few  other  superstars.  In  July  she 
turns  a  career-threatening  43. 
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Kevin  Carroll 

Author,  Rules  of  the  Red  Rubber  Ball 
Founder,  The  Katalyst  Consultancy 
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"I  am  proof  that  a  red  rubber  ball  can  change  someone's  life.  So  many  wonderful  lessons 
come  from  play.  In  the  21st  century,  we  need  to  be  more  flexible,  more  nimble  in  our  thinking. 
My  BlackBerry®  allows  me  to  'do'  in  a  more  agile  way.  To  be  more  imaginative.  To  maximize 
every  single  day.  And  to  convey  my  message  about  the  power  of  sport  and  play  to  foster 1 

'social  change.'  My  BlackBerry  is  a  catalyst,  just  like  I  am." 

Find  out  how  BlackBerry  can  help  you  live  a  larger  life  at  www.blackberry.com/ask. 
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)2007  Research  In  Motion  Limited.  All  Rights  Reserved.  The  BlackBerry  family  of  related  marks,  images  and  symbols  are  the  exclusive  properties  and  trademarks  of  Research  In  Motion  Limited, 
creen  image  is  simulated.  Check  with  service  provider  for  service  plans  and  supported  features. 


Getting  up  to  speed: 
Bullock  oversees  production 
on  the  set  of  2005's  Miss 
Congeniality  2. 


"I've  never  worked  more  or  been  offered 
more  in  my  life,"  she  counters.  But  Bruce 
Helford,  who  produced  George  Lopez  with  her, 
says,  "Sandy  has  a  larger  agenda.  She  knows  that 
actors  have  a  limited  life  span."  Adds  Gary 
Michael  Walters,  who  produced  the  2006 

Kennedy  film  Bobby, 
which  featured  producer- 
actresses  Demi  Moore 
and  Sharon  Stone:  "Pro- 
ducing gives  business- 
minded  actors  the  ability 
to  create  vehicles  that  are 
perfectly  matched  to 
their  talent  and  their 
sensibilities.  If  you're 
simply  waiting  for  the 
phone  to  ring,  you're  at 
the  mercy  of  the  marketplace." 

Bullock  became  Hollywood's  next  "It"  girl 
in  1994,  after  her  scene-stealing  turn  opposite 
Keanu  Reeves  in  the  action  film  Speed,  which 
became  a  monster  hit.  In  1995  Disney  offered  her 
a  first-look  production  deal,  and  Bullock  set  up 
her  own  company,  Fortis  Films.  That  deal  went 


nowhere,  but  since  1998  her  company  has  gone 
on  to  produce  seven  movies,  all  of  them  starring 
Bullock,  including  Hope  Floats,  Two  Weeks  Notice, 
Miss  Congeniality  and  a  sequel  (the  last  two  together 
grossed  $300  million  in  theaters  worldwide).  The 
films  have  raked  in  a  total  $700  million  at  the  box 
office,  plus  $255  million  in  DVDs. 

Now  Bullock  has  in  development  an  animated 
feature  and  an  hourlong  television  "dramedy."  She 
just  ended  a  successful  run  as  executive  producer 
of  George  Lopez,  the  Latino-cast  sitcom  that  fin- 
ished its  sixth  and  final  season  on  ABC  in  May. 
And  Bullock  will  reap  at  least  $20  million  of  the 
show's  syndication  sales. 

Her  insistence  on  control  owes  in  part  to  the 
rough  time  she  had  at  the  start  of  her  career  in 
1990,  when  at  age  25  she  played  the  lead  in  the 
NBC  spinoff  of  the  hit  movie  Working  Girl.  It 
stumbled  through  12  episodes  and  disappeared. 
"Miserable.  Terrible.  Wasn't  funny — and  I  was 
being  blamed  for  it,"  she  says. 

By  the  time  she  had  parlayed  Speed  into 
roles  in  a  string  of  well-received  films,  she  had 
developed  a  penchant  for  pitching  in  to  scout 
locations,  court  potential  investors  and  give  the 


THINK 


1  8-wheel  air  freshener 


studio  her  opinions  on  which  overseas  markets 
might  offer  the  best  returns.  "I  worry  24/7. 1 
have  to.  The  first  one  who's  going  to  get  blamed 
is  me.  I  like  helping,  even  if  it's  not  my  business," 
she  says.  Might  as  well  be  the  producer  if  you're 
going  to  produce. 

Her  company's  first  big  hit  came  in  2000 
with  Miss  Congeniality.  Made  for  $45  million,  it 
grossed  $200  million  on  Bullocks  wisecracking 
FBI  agent,  who  goes  undercover  as  a  contestant 
in  a  beauty  pageant.  A  mishmash  of  hit-or-miss 
films  followed,  but  Bullock  had  her  eye  on  TV. 
On  the  advice  of  a  friend  she  had  checked  out 
the  stand-up  act  of  George  Lopez,  a  Los  Angeles 
radio  DJ.  "I  was  nervous.  I  never  thought  I 
would  meet  somebody  like  that,"  he  says.  After 
his  set  Bullock  visited  him  backstage  and  began 
plotting  his  ascension  to  TV  stardom. 

Bullock's  own  stardom  helped  her  and 
coproducer  Helford  sell  the  show  to  ABC,  he  says. 
Bullock  agreed  to  appear  in  three  episodes,  and 
to  promote  the  show  she  cut  a  TV  spot  in  Spanish 
and  appeared  at  press  briefings.  "The  press  is 
used  to  talking  to  someone  like  me  or  George, 
but  with  Sandy,  that  brings  people,"  he  says. 


Ever  controlling,  Bullock  nixed  the  idea  for  a 
tortilla  maker  in  the  Lopez  family  kitchen 
(a  stereotype)  and  banned  henpecking  of  the 
husband.  Even  when  she  was  with  her  husband  at 
their  part-time  home  in  Austin,  Tex.,  she  watched 
rehearsals  and  filming  on  a  live  satellite  feed  to  a 
local  ABC  affiliate  and  gave  notes  to  the  cast. 

She  applies  the  same  laserlike  focus  on  her 
side  businesses.  She  owns  a  dozen  historic 
buildings,  which  she  painstakingly  restores  and 
leases  out  (Fortis  is  a  tenant).  A  decade  ago  she 
bought  beachfront  property,  orchards,  forests 
and  flatlands,  most  of  which  she  plans  to  keep 
undeveloped.  Her  holdings  likely  have  tripled  in 
value,  and  she  bought  most  of  it  with  cash. 
"Real  estate  is  the  only  thing  that  makes  sense," 
she  says.  "I  don't  like  owing.  I  assume  at  any 
second  that  the  bottom  is  going  to  drop  out." 

Now  Bullock  has  opened  a  Cajun-inspired 
restaurant,  Bess  Bistro,  in  a  building  she  owns  in 
Austin.  She  picked  the  brothel-inspired  decor, 
oversees  the  music  and  designed  a  Bess-branded 
line  of  candles.  She  spent  eight  months  hashing 
out  the  menu.  Far  as  we  know,  this  actress  has 
never  been  a  chef.  F 
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Life  After  A 
Hit  TV  Show 

"They're  doing  a  hell  of  a 
job  around  my  house," 
George  Lopez  jokes  of  his 
out-of-work  sitcom 
crew.  ABC  dropped  his 
eponymous  show  in  May. 
But  Lopez  is  still  busy. 

Up  next: 

two  feature  films 
and  a  sold-out  show  at 
Radio  City  Music  Hall. 


Ultra  low  sulfur 
diesel  and 
advanced  engines 
will  mean  90°/o 
less  emissions 


Diesel  engines  are  renowned  for 
their  durability  and  outstanding 
fuel  economy.  Oil  and  natural 
gas  industry  engineers  now 

make  diesel  even  better. 
They  are  producing  an 
advanced  fuel,  ultra  low 

jines  I 

sulfur  diesel  (ULSD), 
to  help  new,  efficient 
diesel  engines  run 
ven  cleaner.  Today  this  clean, 
fficient  fuel  is  available  across 
.merica.  When  combined  with 
the  advanced  diesel  engines 
now  available  for  buses,  trucks 
and  cars,  ULSD  will  ultimately 
cut  emissions  by  90  percent. 
Now  that's  blue-sky  thinking. 


THE  GF  AMERICA'S 


PETE  WENTZ  WAS  TREATED  TO  DINNER  A 
few  months  ago  by  Lyor  Cohen,  the  renowned 
rap  promoter  and  U.S.  music  chief  of  Warner 
Music  (iroup.  Wentz,  28,  is  the  eyelinered 
heartthrob  and  bassist  of  punk  band  Fall  Out 
Boy;  but  this  dinner  was  in  celebration  of  the 
hit  single  just  released  by  another  band,  Panic! 
At  the  Disco,  which  records  on  Wentzs  own 
label,  Decaydance.  "He  asked  me,  'What  do  you 
want  out  of  life,  Pete?"'  Wentz  says. 


Rocker 
Pete  Wentz  has 
a  band,  a  plan 
and  a  clothing 
line.  Why 
sellouts  have 
more  fun, 

BY  AMANDA  SCHUPAK 


His  answer  was  flip:  busi- 
ness cards.  The  next  day  he 
received  a  stack  of  cards  list- 
ing his  name  and  a  new  title: 
Bailer.  That  is  hip  hop  for 
macher,  a  big  shot.  Wentz 
already  has  his  bailer  bona 
fides:  as  bassist  and  lyricist 
for  a  band  that  has  sold  5.6 
million  albums  in  four  years; 
as  head  of  his  own  record 
label  and  clothing  line;  as 
part  owner  of  a  buzzy  night 
spot  in  New  York;  and  as 
budding  producer  of  a 
would-be  reality  series.  (He 
also  has  the  requisite  rock- 
star  arm  candy — pop 
princess  Ashlee  Simpson — 
and  a  scintilla  of  scandal.  In 
March  he  briefly  became  one 
of  the  most-searched  terms  on  Google  after  semi- 
nude  photos  of  him  surfaced  on  the  Net.) 

Such  ambitions,  de  rigueur  for  rappers 
50  Cent,  Sean  (Diddy)  Combs  and — Wentzs 
idol— Island  Def  Jam  Chief  Jay-Z  (all  three  are  on 
the  Forbes  Celebrity  100;  see  p.  74)  are,  to  hard- 
core rockers,  a  sellout.  But  Wentz  has  a  fallback 
plan  for  when  the  music  industry's  short  shelf  life 
catches  up  to  him.  "The  culture  of  Fall  Out  Boy 
won't  be  there  forever,  so  you  find  what  you  want 
to  do  between  now  and  then,"  he  says. 

Wentz,  a  DePaul  University  dropout,  formed 
Fall  Out  Boy  with  a  few  pals  in  Wilmette,  111.  in 
2001.  In  2003  the  band  signed  with  an  inde- 
pendent label,  and  its  debut,  Take  This  to  Your 
Grave,  became  one  of  the  biggest  indie  records  of 
2003,  ultimately  selling  600,000  copies.  Universal 
Music-owned  Island  Records  quickly  signed  the 


band  in  partnership  with  its  indie  label. 

In  2004  Wentz,  working  from  his  parents' 
basement  (he  moved  out  only  a  year  ago), 
formed  Clandestine  Industries.  He  self-published 
a  43-page  illustrated  book  about  a  troubled  boy, 
based  on  his  own  nightmares  (he  has  had  bouts 
of  depression).  He  peddled  the  book  at  his  con- 
certs and  sold  10,000  copies  at  $15  each.  Soon 
after,  he  took  $20,000  in  royalties  and  launched  a 
Web  site  to  sell  Clandestine  T  shirts.  He  booked 
$500,000  the  first  year — and  now  brings  in 
$100,000  a  month,  keeping  a  one-third  cut. 

In  summer  2004  Wentz  cajoled  the  band's 
indie  label,  Fueled  by  Ramen,  to  sign  his  friends' 
act,  The  Academy  Is  ...  .  His  instincts  were 
spot-on — the  band's  debut  album  sold  250,000 
units.  But  Wentz  made  nothing  out  of  the  deal, 
to  the  dismay  of  his  manager,  Robert  McLynn. 
So  McLynn  got  the  young  star  to  form  his  own 
label  that  fall:  Decaydance  Records. 

Decaydance's  first  client  was  Gym  Class 
Heroes,  a  New  York  hip-hop  act  whose  single, 
"Cupid's  Chokehold,"  dominated  radio  for  five 
weeks.  Wentz  hit  again  with  Panic!  At  the  Disco, 
a  group  of  high  schoolers  who  had  posted  two 
singles  on  MySpace.  Panic!  went  on  to  sell 
2.5  million  records.  Wentz  has  reaped  "a  couple 
hundred  grand"  thus  far  from  his  Decaydance 
roster.  "Decaydance  is  the  Oprah  Book  Club  for 
the  record  business,"  McLynn  says. 

Fall  Out  Boy's  2005  sophomore  album,  From 
Under  the  Cork  Tree,  sold  3.7  million  copies; 
heavy  rotation  on  MTV  made  Wentz  a  new  star. 
Fan  sites  popped  up  on  the  Net,  and  paparazzi 
began  photographing  him  popping  into  New 
York  clubs,  decked  out  in  Clandestine  gear. 

Jay-Z,  who  met  Wentz  backstage  at  a  Fall 
Out  Boy  concert  in  April  2005,  has  advised  him 
on  merchandising.  Don't  sell  through  every  store 
that  wants  you,  he  warned — it  will  dilute  your 
brand.  Wentz  listened,  turning  down  a  few  big 
retail  chains.  "He  told  me,  'Taking  a  lot  of 
money  up  front  is  like  betting  against  yourself, 
taking  a  little  is  betting  on  yourself? "  Wentz 
recalls.  (Jay-Z  sold  his  Rocawear  line  to  Iconix 
Brand  Group  in  March  for  $204  million.) 

Now  Wentz  is  producing  a  reality  show  of 
his  newest  act,  the  Cab.  In  March  he  signed  a 
deal  with  DKNY  Jeans  for  a  new  line,  getting  a 
10%  cut  at  wholesale.  May  saw  the  opening  of 
Angels  &  Kings,  a  new  bar  in  Manhattan.  Wentz 
can't  recall  how  much  he  put  up  for  his  10% 
stake  or  even  what  street  it's  on— but  to  the 
paparazzi  and  the  media  it  is  Pete  Wentzs  bar.  F 
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who  see  our  work  are  those  who  are  supposed  to. 

Dell  and  Adobe*  have  combined  forces  to  give  business  professionals  a  more 
secure  way  to  share  information.  Adobe6  Acrobat®  8  Professional  allows 
you  to  reliably  create,  combine,  and  control  Adobe  PDF  documents,  for  even 
easier  file  sharing.  And  when  Adobe  Acrobat  8  Professional  is  running  on  the 
customizable  Dell  OptiPlex™  745  Small  Form  Factor  with  its  flexible  security 
features,  you  know  that  your  data  stays  where  it  belongs.  To  learn  how  Dell 
and  Adobe  can  make  your  business  more  collaborative,  give  us  a  call  today. 


"My  data 
distribution 
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needs  to  be 


Adobe 
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sold  an  option  on  his  sixth  title,  The  Fortress  of 
Solitude,  to  Joshua  Marston,  director  of  Maria 
Full  of  Grace.  But  neither  of  the  deals  has  led  to 
so  much  as  a  full  casting,  and  their  exclusivity 
bars  Lethem  from  seeking  other  filmmakers. 

Twice  burned  by  Hollywood,  Lethem  now 
woos  independent  auteurs  by  offering  them  buck- 
a-shot  options  via  his  Promiscuous  project.  He 
has  posted  17  short  stories  on  the  Web,  requiring 
only  that  he  get  credit  as  author  of  the  source  ma- 
terial. (Two  filmmakers,  one  in  Germany  and  one 
in  Chicago,  now  are  at  work  on  separate  adapta- 
tions of  the  same  short  story.) 

Lethem  has  been  swamped  with  critical 
praise  for  the  two  books  he  rented  out.  Mother- 
less Brooklyn  sold  an  estimated  120,000  copies, 
The  Fortress  of  Solitude  90,000,  landing  both  on 
regional  bestseller  lists;  sales  of  6,000  copies  of  a 
hardcover  novel  are  considered  respectable.  Like 
many  authors,  he  likely  collects  at  most  $3  per 


Highbrow 
author 
Jonathan  Lethem 
declares  war  on 
copyright  laws — 
in  a  bid  to  sell 
more  books. 

BY  DEVON  PENDLETON 


JONATHAN  LETHEM,  43,  THE  CELEBRATED 
author  of  Motherless  Brooklyn  and  The  Fortress 
of  Solitude,  has  come  out  in  favor  of  plagia- 
rism— of  his  own  work.  In  an  essay  in  the  Feb- 
ruary issue  of  Harpers  he  argues  that  onerous 
copyright  laws  hamper  creativity  and  deprive 
the  public  of  innovation.  His  solution:  "You, 
reader,  are  welcome  to  my  stories." 

In  November  2006  he  unveiled  the  Promiscu- 
ous Materials  Project  on  his  Web  site,  inviting 
filmmakers  and  playwrights  to  adapt  his  short  sto- 
ries for  the  bargain  price  of  $1  apiece.  Part  of  his 
motive:  to  sell  more  books.  "It  isn't  the  strengthen- 
ing of  copyright  law  that  allows  me  to  make 
money'  the  Brooklyn  author  allows.  "It's  readers." 

And  these  days  the  best  way  to  stoke  sales  of 
books  is  through  the  movies  based  on  them. 
Dan  Brown's  Da  Vinci  Code,  published  in  2003, 
sold  an  extra  2  million  copies  in  2006  amid 
the  buzz  surrounding  the  release  of  the  film, 
which  grossed  $758.2  million  in  theaters  last 
year.  Winston  Groom  {Forrest  Gump)  and 
Chuck  Palahniuk  (Fight  Club)  saw  their  book 
sales  explode  after  successful  film  adaptations. 

Lethem  had  high  hopes  in  1999  when  he 
sold  the  film  rights  to  Motherless  Brooklyn,  his 
fifth  novel  (and  first  breakout  hit),  to  actor 
Edward  Norton  for  $600,000.  Six  years  later  he 


hardcover  sale;  a  good  movie  could  help  him 
move  far  more  copies. 

For  his  latest  novel,  You  Don't  Love  Me  Yet,  he 
all  but  gave  away  film  rights  to  Greg  Marcks,  a 
Los  Angeles  indie  filmmaker,  whose  last  film, 
11:14,  starred  Oscar  winner  Hilary  Swank. 
Lethem  is  requiring  a  fee  of  2%  of  the  film's  total 
budget  once  Marcks  lands  a  distributor.  And  this 
time  the  option  expires  in  five  years.  If  the  movie 
doesn't  get  made,  Lethem  can  go  elsewhere.  The 
author,  surprisingly,  also  required  that  five  years 
after  the  book  and  movie  come  out,  they  must 
enter  the  public  domain  to  become  available,  free 
of  charge,  to  anyone;  copyright  protection  usually 
lasts  70  years  after  the  death  of  the  author. 

You  Don't  Love  Me  Yet  hit  store  shelves  in 
March,  the  same  day  Lethem  unveiled  his  unique 
film  option  online.  Most  reviews  praised  the 
novel  and  mentioned  the  project  and  his  Web 
site.  So  far  the  book  has  sold  7,000  copies,  more 
than  most  of  his  earlier  titles  had  sold  in  a  similar 
period.  His  publisher,  Random  House,  has 
endorsed  the  online  handout— in  part  because  it 
never  had  the  film  rights  to  begin  with.  For 
Lethem  the  greatest  risk  is  that  his  name  become 
associated  with  cinematic  junk.  Given  the  alter- 
native, he  says,  "I've  learned  to  make  my  peace 
with  that  risk."  F 
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When  chrysler  srt  engineers 
power  envelope  with  the  award-wlh 


SEDAN,  THE  RESULTING  HIGH-OUTPUT  3DOC   S  RTB 
PRODUCED    AN    ASTONISHING    4  2  5  HORSEPOWER 
WITH    ITS    6.1-LlTER    SRT   HEMI*    VS    ENGINE.  THE 
POWERFUL  BREMBO*  BRAKE  SYSTEM  COMBINED  WITH 
A  PERFORMANCE-TUNED  SUSPENSION  HELPS  ENSURE 
EXCELLENT  HANDLING   DYNAMICS.  THE   3  □□  C    S  RTB 
TAKES    HIGH    PERFORMANCE  TO   THE   NEXT  PLATEAU 
WITH    A    LUXURIOUS    CABIN    FEATURING  EXCLUSIVE 

srt  leather-trimmed  performance  front  bucket 
seats  and  an  available  42  2-watt  kicker  • 
Surround  Sound  System.  For  more  pure  power 
with  total  refinement,  go  to  drivesrt.com 


JOIN  THE  POWER  ELITE 


LER 


V 

*As   SHOWN,   $41  ,79D.   MSRPS   EXCLUDE  TAX. 

Chrysler,  HEMl  and  SRTS  are  registered  trademarks  of  DaimlerChrysleh  Corporation.  . 

KICKER  IS  A  REGISTERED  TRADEMARK  OF  STILLWATER  DESIGNS  AND  AUDIO,  INC. 
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How  much  for  that 
celebrity  in  the  window? 

BY  CHANIGA  VORASARUN 


TIGER  WOODS  \ 

If  that  golf  stroke  needs  work,  consider 
some  fine-tuning  from  the  master.  A 
putting  lesson  with  Woods  has  fetched 
$1  55,000.  (The  money  went  to 
charity.)  Pack  £j| 
the  clubs  and 
bring  your 
own  green 
jacket. 


The  art  of  the  spiel  is  a  lucrative  one  for 
the  billionaire  real  estate  and  reality  show 
baron.  He  charges 

$1  million  for 

instructional  seminars  on  how  to  get  rich. 
Hint:  Splash  your  name  across 
skyscrapers,  neckties  and  sirloin  steaks. 


PAULA  DEEN  "4" 

Food  Networks  Queen  of  Southern 
Cuisine  has  commanded  $240,  000 
for  a  private  home-style-cooking  lesson. 
(Proceeds  went  to  charity.)  One 
prerequisite:  a  frying  pan.  "I'm  your  cook, 
not  your  nurse,"  she  often  jokes. 


JACK  WELCH 

For  5100.000  me  blunt-talking 
I  former  boss  of  General  Electric,  a 
\.  veritable  deity  in  executive  circles,  will 
*   school  minimoguls  on  corporate 
Kk    leadership  and  boosting  the  bottom 
Hi  line.  (He  commanded  SI 0,000  a 

head  at  a  seminar  last  November.)  If 
that's  too  steep,  Neutron  Jack  narrates 
the  audiobook  of  his  latest  tome, 
Winning.  Cost:  $26. 


DAVID  BLAINE  \ 


Still  scrambling  to  find  entertainment  for 
Junior's  upcoming  birthday  party?  For 

50f 000  m  hour,  "endurance 
artist"  David  Blaine  will  wow  guests  with 
card  tricks  and  other  neat  illusions.  No, 
he  won't  encase  himself  in  a  block  of  ice. 

BILL  CLINTON  «4" 

For  as  much  as  $350,000  the  42nd 
President  will  riff  on  global  health, 
climate  change  and  poverty — though  not 
wife  Hillary's  presidential  run.  Tailed  by  a 
security  detail  and  entourage,  he's 
famously  tough  to  get,  passing  on 
hundreds  of  offers  a  year. 


Yes,  there's  a  Property  insurer  that's  as  responsible  as  you  are. 


Whether  it's  a  fire,  a  theft,  or  wind  damage,  Liberty  Mutual  doesn't  just  help  you  recover.  We  can  help  you 
prepare  —  with  practical  strategies  that  help  you  improve  your  disaster  preparedness  plan  or  develop  one  from  scratch. 
We're  relentless  when  it  comes  to  loss  prevention  strategies  that  can  help  you  reduce  costly  property  damage. 
And  about  raising  your  expectations  of  what  an  insurance  company  can  do. 

For  more  information  on  insuring  your  business,  visit  libertymutual.com/business. 


Responsibility.  What's  your  policy?'" 


Liberty 
Mutual 


'ORKERS  COMP  COMMERCIAL  AUTO  PROPERTY  GENERAL  LIABILITY  UMBRELLA  GROUP  BENEFITS 

I  200?  Liberty  Mutual  Group. 


Insights  i  Peter  Huber 


You  do  have  some  power  to  stop  others  from  making  a  buck 
out  of  your  name  and  face.  Paris  Hilton  can  stop  people  from 
plastering  her  face  on  coffee  mugs  without  her  say-so— when  it 
comes  to  porcelain  imprints  for  commercial  purposes,  she  does 
indeed  own  her  own  mug.  But  she  can't  stop  the  paparazzi  from 
zooming  in  as  she  stretches  her  way  into  the  backseat  of  a  limo, 
because  that  isn't  tableware,  it's  news. 

The  First  Amendment  protects  everyone's  right  to  ogle  in  public 
spaces,  turn  the  ogling  into  "speech"  and  publish  it  via  "the  press," 
which  includes  radios  and  wires.  Muckrakers,  tabloids  and  wire 
services  have  been  doing  this  since  the  days  of  Gutenberg  and 


SMILE,  YOU'RE  ON  GOOGCAM 


BANKS  STARTED  MONITORING  SIDEWALK  ACTION 
around  their  ATMs  years  ago;  Google  is  now  aiming  to 
cover  what  Citibank  missed.  By  mounting  360-degree, 
multilens  cameras  on  roving  cars,  Google  will  bring 
ATM -caliber  security  to  your  driveway — whether  you 
like  it  or  not.  You  can't  stop  Google,  and  Washington  can't  either, 
at  least  not  without  amending  the  First  Amendment.  And  that 
won't  happen,  because  too  many  people  like  it  just  fine  the  way  it 
is.  From  here  on  out,  nobody  and  nothing  is  private  when  it's  out 
in  public. 

Google's  cameras  are  in  fact  almost  beside  the  point.  A  Web- 
cam on  your  neighbors  windowsill  can  put  your  back  yard  on 
the  Web,  around  the  clock.  Google's  YouTube  can  do  driveways, 
too,  and  plenty  of  ordinary  folk  enjoy  keeping  an  eye  on  their 
neighbors.  Many  neighbors  are  grateful  that  they  do. 

So  are  the  police.  They  routinely  seek  and  get  access  to 
Citibank's  digital  archives  for  their  first  view  of  purse  snatchers, 
rapists  and  terrorists.  And  you  can  bet  the  National  Security 
Agency  is  spending  billions  on  technology  to  comb  through  the 
torrents  of  private  video  that  are  already  coursing  across  the 
public  Web. 

If  you're  thinking  that  they  just  can't  do  that,  that  you've  got 
a  constitutional  right  to  privacy,  you're  dead  wrong.  The  search- 
and-seizure  clauses  of  the  Fourth  Amendment  protect  you  from 
the  police,  not  from  your  neighbor.  The  First  Amendment,  by 
contrast,  gives  your  neighbor  a  near  absolute  right  to  use  digital 
gadgets  to  engage  in  digital  speech— ask  any  pornographer.  And 
nothing  in  the  Constitution  bars  the  FBI  from  logging  on  to  the 
Web  to  enjoy  YouTube  and  pizza  along  with  the  rest  of  us.  The 
feds  can't  actively  enlist  us  in  certain  kinds  of  snooping.  But  they 
sure  can  sit  back  and  enjoy  Google's  show. 

Many  people  have  the  naive  idea  that  the  First  Amendment 
doesn't  protect  Google.  But  it  certainly  does.  And,  in  any  event, 
the  tiny  trickles  of  video  from  Google's  own  cameras  are  already 
dwarfed  by  private  feeds  from  billions  of  little-guy  cameras. 
The  Supreme  Court  isn't  going  to  trim  the  First 
Amendment  just  because  your  neighbor  can  now 
compete  with  NBC. 


FBI  agents  can't 
actively  enlist  us 
in  certain  kinds 
of  snooping.  But 
they  sure  can  sit 
back  and  enjoy 
Google's  show. 


Marconi.  Now  your  neighbor 
and  Google  have  at  their  dis- 
posal a  "press"  that  is  a  billion 
times  faster  and  more  capacious 
than  anything  imagined  when 
the  Bill  of  Rights  was  ratified 
in  1791. 

So  the  police  state  of 
the  future  will  be  created 
and  defined  democratically, 
community  by  community. 
In  their  gated  enclaves  the 
wealthy  will  use  deeds,  con- 
tracts and  covenants  to  police  snoopy  neighbors  as  strictly 
as  they  police  lawn  ornaments  and  gaudy  paint  schemes.  The 
managers  of  urban  co-ops,  condos  and  rental  apartments  will  do 
much  the  same  inside  their  buildings,  and  residents  will  have  to 
rely  on  hats,  wigs  and  sunglasses  to  get  in  and  out  unobserved. 

The  hardest  place  to  hide  will  be  in  the  suburbs.  But  Google 
probably  won't  bother  sending  its  cruisers  there  very  often,  and 
Aunt  Nosyanne  will  be  dealt  with  the  old-fashioned  way,  by 
being  told,  politely,  that  we  just  don't  do  this  sort  of  thing  here.  Or 
maybe  the  neighbors  will  send  her  pies  and  petunias  instead,  and 
thank  her  for  being  such  a  great  crime-stopper  in  Oshkosh. 

The  people  who  are  really  going  to  hate  this  post-Orwellian 
world  are  those  who  think  that  they  alone  have  the  special  expertise 
needed  to  decide  where  free  speech  ends  and  privacy  begins.  That 
boundary  will  no  longer  be  prescribed  from  the  top  down, 
through  Olympian  pronouncements  from  the  Supreme  Court. 
Put  in  place  to  defend  .individual  freedom,  our  brilliant 
Constitution  made  us  free  enough  to  develop  and  democratize 
free-speech  technologies  so  cheap  and  powerful  they  can  now  be 
controlled  only  by  property  rights  and  local  culture. 

The  ACLU  may  fume,  but  the  authors  of  the  Bill  of  Rights  can 
rest  in  peace.  F 
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We  know  what  it  takes  to  be  a  Tiger. 

True  high  performers  aren't  defined  by  what  they  do  to 
reach  the  top,  but  what  they  do  to  stay  there.  It's  what 
we  call  continuous  renewal  and  it's  one  key  finding  from 
our  proprietary  research  into  the  world's  most  successful 
companies.  For  an  in-depth  look  at  our  study  of  and 
experience  with  high  performers,  visit  accenture.com/research 

Consulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered. 


Makerst  Breakers 


FOR  MORE  FINANCIAL  STATS  GO  TO  WWW.FORBES.COM/MAKERS 

Out-Sourcerers 


Payroll,  taxes,  inventory,  em- 
ployee training — companies 
these  days  can  hand  all  those 
detail-heavy,  soul-deadening 
support  chores  over  to  some- 
one else.  And  that  often  is  AUTOMATIC 
DATA  PROCESSING  (49,  ADP),  the  king  of 
the  outsourcers. 

The  future  looks  rosy  for  ADP.  U.S. 
corporations  are  posting  solid  earnings 
growth  and  entering  foreign  markets. 
That  means  they  have  a  growing  need  for 
ADPs  good  offices.  Research  outfit  IDC 
expects  the  payroll  service  outsourcing 
market  to  grow  7%  a  year  through  the  rest 
of  the  decade. 


Stock  price 


ADP,  serving  570,000  business 
clients,  recently  streamlined,  disposing 
of  lower-margin  and  slower-growing 
units,  such  as  a  service  that  processes 
stock  transactions. 

It  hopes  to  expand  into  50  countries 
by  2008,  up  from  32  today.  At  home 
ADP  aims  to  boost  its  market  share  with 
small  and  midsize  businesses,  which 
Standard  &  Poor's  equity  analyst  Dylan 
Cathers  thinks  are  underserved. 

Analyst  Cathers  expects  long-term 
earnings  growth  of  17%  for  ADP.  In  its 
first  three  fiscal  quarters,  ended  in 
March,  the  company 
expanded  net  income 
by  11%  to  $944  mil- 
lion, on  $5.9  billion  in 
revenue.  Even  if  the 
economy  cools,  ADP 
shouldn't  suffer  very 
much,  if  at  all.  Its  out- 
sourcing services  have 
proved  to  be  insulated  against  down- 
turns. Employers  then  are  even  more 
eager  to  slash  costs  and  farm  out  the 
support  work. 

With  little  debt  and  $2.5  billion 
in    cash    and    equivalents,  ADPs 
balance  sheet  is  strong.  Management 
is  expected  to  buy  back 
more  stock  and  has 
ample  room  to  main- 
tain— or  even  raise- 
its  dividend  (currently 
yielding  2%). 

With  only  a  10% 
stock  run-up  over 
the  past  year  ADP 
is  relatively  afford- 
able, with  a  trailing 
price/earnings  ratio 
of  17,  matching  the 
market.  Other  out- 
sourcers are  far  more 
expensive.  The  sec- 
tor average:  30. 
—Godwin  Maidment 


Gassed  Up 


Stock  price 


Industrial  gases  like  nitrogen  and  hydro- 
gen are  in  strong  demand  in  a  still  vibrant 
U.S.  economy.  And  fast-growing  India 
and  China  have  enormous  needs  for 
them.  PRAXAIR  (69,  PX)  saw  sales  in  Asia 
grow  14%  last  year  as  electronics  and  met- 
als customers  stepped  up  orders.  It  has 
made  some  helpful  acquisitions  recently, 
such  as  Mittler  Supply. 

All  this  activity  has  boosted  Praxair's 
first-quarter  earnings 
18%  to  $265  million,  on 
$2.2  billion  in  sales,  up 
8%.  For  2006  earnings 
climbed  36%.  Deutsche 
Bank  analyst  David 
Begleiter  expects  the 
sales  tempo  to  increase 
in  the  next  three  years, 
by  as  much  as  10%  annually. 

The  downside  is  that  with  a  P/E  of  22, 
the  stock  isn't  cheap.  Praxair's  stock  has 
run  up  29%  over  the  past  12  months.  It's 
worth  the  price.  — Alex  Davidson 


Bad  Buzz 


Electric  utilities  are  out  to  build  new 
plants  to  meet  ever  higher  power 
demands,  rising  an  expected  2%  per  year. 
One  utility  with  big  building  plans  is 
WISCONSIN  ENERGY  (45,  WEC),  which  serves 
the  upper  Midwest.  The  company  is  con- 
structing a  coal-fired  plant  (despite  a  legal 
challenge)  and  a  gas-fired  unit,  along  with 
an  88-turbine  wind  project. 

To  raise  the  money  for  this,  Wisconsin 
Energy,  whose  capital  already  is  60%  debt, 
is  going  even  deeper  into  hock.  Oddly,  it 
also  is  selling  its  nuclear  power  complex  to 
FPL  Group  for  $998  mil- 
lion— but  regulatory 
edicts  dictate  that  all  the 
profit  gets  rebated  to 
ratepayers.  Meanwhile, 
higher  energy  costs  have 
eaten  into  earnings,  up 
only  2.5%  last  year  and 
4%  in  2007's  first  quarter. 
Its  17  P/E  is  in  line  with  peers',  but  its  2% 
dividend  yield  is  among  the  lowest  in  the 
dividend-happy  industry.  Short  the  stock 
— Tatiana  Serafin 


Factory  worker,  lab  tecS- 
matter.  There's  a  good  cr 
ADP  generated  ytyjr  pay 


112      FORBES      JULY  2  200 


Forbes 
NEWSLETTERS 

INVESTMENT  ADVICE  FROM  A  NAME  YOU  TRUST 
WWW.FORBES.COM/NEWSLETTERS 


You  are  Invited  to  Join 
Forbes  Newsletter  Editors 
for  Three  Profitable  Days  at 

The  Money  Show  in 
San  Francisco. 

July  26-28, 2007 

San  Francisco  Marriott 

Forbes  Investment  Guru  Insights... 


Keynote  Address: 

Why  So  Many  Hate  a 
Good  Economy— Why 
That's  Good  for 
Investors 
Rich  Karlgaard 
Publisher,  Forbes 
Thursday,  July  26  •  11:00  am  -  11:30  am 

Forbes  Panel: 

Cutting  Edge,  Traditional,  or  Income 
Investing:  Forbes  Newsletter  Editors 
Cover  the  Bases 

Friday,  July  27  •  4:00  pm  -  4:45  pm 


Kfi.i  i  v  Wkk.jit 


register  visit  www.SanFranciscoMoneyShow.com  or  call  800/970-4355 

Please  mention  priority  code  008704 


Portfolio  Strategy 


Ken  Fisher 


THE  MEDIA  MONITOR 


HERE'S  A  GOOD  REASON  FOR  BELIEVING  THAT  THE 
bull  market  will  continue:  Journalists  don't  think  it 
will.  Business  commentators  keep  trying  to  see  a  peak 
or  to  imply  that  the  market  is  high.  Since  this  bull 
market  began  in  2003  they  have  been  bearishly 
biased.  And  that's  bullish.  They  have  been  looking  back  at  2000's 
peak,  clearly  a  deadly  time,  and  making  comparisons  with  now. 
They  are  fighting  the  last  war. 

Yes,  the  Dow  Jones  industrial  average  and  Morgan  Stanley 
World  Index  are  at  alltime  highs,  as  we  are  constantly  reminded. 
But  many  indexes  aren't — notably  the  Nasdaq,  the  Japanese 
markets  and  pretty  much  any  growth  stock  index.  And  note  that 
the  headlines  about  new  highs  never  mention  inflation.  Prices  are 
up  20%  from  the  spring  of  2000,  the  last  time  records  were  being 
set,  and  so  it  would  take  an  S&P  at  1800  to  set  a  real  record. 

Something  else  about  that  last  war:  Stocks  were  expensive  seven 
years  ago,  compared  with  long-term  borrowing  costs.  Now,  on  that 
metric,  they're  at  near-record  cheapness.  Since  2000,  S&P  500  earn- 
ings are  up  57%.  Shouldn't  stock  prices  be  up,  if  not  in  tandem, 
at  least  by  a  good  amount?  Yet  the  media  see  earnings  growth  as 
bearish.  It  seems  that  earnings,  as  a  fraction  of  economic  output,  are 
abnormally  high  and  so  due  for  a  collapse. 

Take  the  Wall  Street  Journah  May  23  front-page  story  "Why 
Market  Optimists  Say  This  Bull  Has  Legs."  It  is  cast  as  a  story 
about  why  optimists  see  more  gains  ahead  but  really  spends  much 
more  ink  on  why  gains  aren't  ahead.  The  story  suggests  that 
regression  to  the  mean  from  high  earnings  levels  will  drive  this 
market  lower.  The  experts  saying  this,  however,  have  been  saying 
this  for  several  years.  The  day  will  come  when  profits  shrink, 
yet  there  is  no  evidence  for  why  this  day  is  imminent.  The  WSJ 
article  does  not  identify  a  trigger.  My  prediction  is  that  before  this 
bull  dies  we'll  see  a  Wall  Street  Journal  front-page  piece  on  why  it's 
different  this  time  and  the  bull  will  buck  for  several  more  years. 

While  you  are  waiting  for  the  bears  to  turn  bullish,  buy  good 
stocks  like  these: 

Canada's  Methanex  (26,  meoh)  just  lived 
through  hell.  Heaven  is  ahead  for  the  stock.  It  is  the 
worlds  largest  maker  of  methanol,  whose  single 


biggest  usage  is  in  making  the  controversial  gasoline  additive 
methyl  ter-butyl  ether,  a.k.a.  MTBE.  The  firm  just  had  the  U.S. 
market  eliminated  from  it  legislatively  last  year.  This  has  been 
long  in  the  works,  but  no  one  could  be  sure  of  the  effect.  The 
price  of  methanol  has  collapsed  to  $1  a  gallon  from  $1.80  last 
year.  But  it's  now  stable,  and  Methanex  still  sells  at  what  I  see  as 
nine  times  this  year's  earnings  and  seven  times  next  year's.  There 
is  now  no  reason  this  well-run,  independent  firm  with  a  single 
product  and  a  $2.7  billion  market  cap  couldn't  be  folded  into  a 
chemical  giant  at  a  markup,  unless  Methanex  can  first  get  the 
stock  up  on  its  own. 

Another  side  of  gasoline  is 
Lubrizol  (65,  LZ),  a  midsize 
maker  of  pollution-reducing 
engine  additives.  The  company 
is  clicking  on  all  cylinders  right 
now.  I'm  expecting  a  25%  earn- 
ings increase  over  the  next  12 
months,  at  which  point  Lubri- 
zol would  be  trading  at  1 5  times 
earnings  and  80%  of  annual 
revenue.  Lubrizol  also  makes 
gear  oils,  transmission  fluids, 
compressor  lubricants,  coatings 
and  inks,  with  much  of  its  out- 
put going  to  the  oil  refinery 
world.  Petroleum  refining 
should  continue  to  be  hot  for 
another  year.  This  stock  has  a 
1.7%  dividend  yield. 

Want  a  play  on  Mexican 
immigration?  Gruma  S.A.  (13, 
GMK)  is  a  moderate  growth  company  priced  like  a  moderate  value 
firm  selling  corn  and  flour  chips  and  tortillas  to  American 
grocery  stores  and  fast-food  chains.  With  a  rapidly  growing  U.S. 
Hispanic  population  getting  more  prosperous,  Gruma  grows  and 
widens  its  profit  margin.  At  15  times  earnings  and  60%  of  annual 
revenue  and  with  a  2%  dividend  yield,  this  stock  is  too  cheap  and 
has  momentum  behind  it. 

Telecom  Corp.  of  New  Zealand  (28,  NZT)  dominates  this  small 
market  for  landlines  and  wireless.  While  its  growth  potential  isn't 
large,  its  future  profitability  is.  At  12  times  next  year's  earnings  it  needs 
to  get  the  stock  up  to  avoid  a  hostile  takeover.  Dividend,  5%. 

If  you  believe,  as  I  do,  that  consumers  are  in  better  shape  than 
the  headlines  tell  us  and  will  take  driving  vacations  despite  $3  gas, 
then  buy  a  resort-oriented  stock  For  Cedar  Fair  (28,  FUN)  the  whole 
year's  profit  comes  in  summer.  The  firm  operates  six  hotels  and  18 
summer  parks,  among  them  Knott's  Berry  Farm  in  California, 
Cedar  Point  in  Ohio  and  Carowinds  in  North  Carolina.  The 
surprise  will  be  how  well  this  summer  works  out.  Go  lightly  on  this 
small,  thin  stock,  but  buy  now  before  things  work  well.  F 


Since  2000, 
corporate 
earnings  are  up 
57%.  Shouldn't 
stock  prices  be 
up,  if  not  in 
tandem,  at 
least  by  a  good 
amount? 
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Mainframe 


in  the  21st  Century 


For  decades,  the  mainframe  has  been  the  epitome  of  high-performance,  mission-critical 
computing.  Virtually  every  Forbes  Global 2000  company,  including  hospitals,  insurance  companies 
and  financial  institutions,  has  relied  on  mainframes  at  some  point  in  the  past  40  years  to  handle  vital 
business  workloads.  But  business  needs  are  constantly  evolving.  Today  there's  more  pressure  than  ever 
before  to  address  budgetary  and  regulatory  constraints  while  finding  more  efficient  ways  to  provide 
exceptional  service.  Customers  demand  more  cost-effective  solutions  that  enable  greater  flexibility 
without  compromising  service  levels  and  customer  satisfaction. 


Legacy  Technology, 
Modern  Challenges 

Enterprise  customers  are  facing  new  challenges 
with  their  mainframe  installations.  Modern  applica- 
tion solutions  can  deliver  substantial  increases  in 
business  productivity,  but  many  of  these  applications 
are  not  available  for  mainframe  platforms,  which 
narrows  the  mainframe's  ability  to  address  the 
company's  needs.  According  to  Gartner,  "Although 
these  Pegacy]  applications  provide  tremendous  value 
over  their  life  cycle,  the  inevitable  impact  of  age  on 
the  applications  is  becoming  a  limitation  to  many 
companies'  business  imperatives  ...  Even  those  appli- 
cations that  satisfy  current  business  demands  are 
often  seen  as  difficult  and  expensive  to  operate  and 
not  agile  enough."1  In  addition,  new  advances  related 
to  highly  productive  software  development  tools  and 
Services  Oriented  Architecture  (SOA)  solutions  are 
more  commonly  available  on  newer  platforms  such 
as  Microsoft's  .NET  system.  Traditional  mainframe- 
style  batch  processing  and  terminal-based  computing 
are  no  longer  sufficient  for  real-time  customer 
demands  and  dynamic  market  changes. The  comput- 
ing user  base  now  includes  virtually  every  employee, 
so  IT  departments  must  provide  modern  systems  that 
are  intuitive  and  easy  to  use.  When  the  time  comes 
to  invest  in  new  enterprise  systems,  you  must  choose 


an  agile  infrastructure  that  supports  both  old  and 
new  enterprise  application  paradigms  and  has  a 
broad  ISV  community  with  solutions  to  typical 
business  scenarios. 

A  major  reason  why  mainframe  customers  are 
evaluating  other  platforms  is  the  shrinking  base 
of  trained  IT  professionals  to  maintain  mainframe 
environments.  According  to  Gartner,  "One  of  the 
greatest  risks  for  these  systems  is  not  the  applications 
themselves,  but  rather  the  skills  necessary  to  continue 
to  develop,  maintain  and  operate  them." 1 

In  order  to  protect  IT  investments  and  enable 
business  continuity,  mainframe-class  solutions  must 
deliver  exceptional  reliability  and  the  latest  enterprise 
technology.  This  is  vital  in  areas  such  as  patient 
records,  banking  and  process  control,  where  there  is 
zero  tolerance  for  delays  and  errors. 

Mainframe  Alternatives 
To  Address  Current  Needs 

As  you  evaluate  alternatives  to  your  mainframe 
environments,  another  key  consideration  is  total 
solution  cost.  Many  companies  are  choosing  lower- 
cost  Microsoft®  Windows®-based  solutions  for  their 
next-generation  enterprise  platform.  In  particular, 
mainframe-class  HP  Integrity  servers  with  Dual 
Core  Intel®  Itanium®  2  processors  and  Microsoft 
Continued  on  the  next  right-hand  page 


To  find  out  how  solutions  from  HP,  Intel  and 
Microsoft  can  help  future-proof  your  company, 
visit  www.futureproofnow.com 


1  Gartner,  Inc.,  "Impact  of  Generational  IT  Skill  Shift  on 
Legacy  Applications,"  DaleVecchio,  March  14,  2007 
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TECHNOBABBLE 


EVERY  YEAR  OR  SO  I  UPDATE  MY  VIEWS  ON  TECHNICAL 
approaches  to  the  market.  Inevitably  the  column  pre- 
cipitates a  barrage  of  letters  to  the  editor  charging  that 
I  am  incompetent  and/or  ignorant.  The  complainers, 
though,  have  never  refuted  the  contentions  in  either  of 
these  columns  or  in  a  detailed  study  I  published  1 1  years  ago, 
"The  Failure  of  Technical  Analysis." 

Technicians,  a.k.a.  chartists,  are  somewhat  in  the  news  of  late 
as  both  the  Dow  Jones  industrial  average  and  its  companion 
transportation  average  hit  new  highs.  It  is  an  axiom  of  chart- 
following  investors  that  trends  persist — that  the  market  is  not  a 
random  walk.  The  trend- following  theory  of  Charles  Dow,  the 
original  publisher  of  the  Wall  Street  Journal,  can  be  summed  up 
this  way:  A  bull  or  a  bear  trend  is  not  established  until  the  move- 
ment of  one  average  is  confirmed  by  the  other. 

Would  that  life  were  so  simple — that  a  swing  of  two  chart 
lines  would  tell  you  when  to  be  in  the  market  and  when  to  be  out. 
On  Oct.  12,  1992  one  technician  noted  in  a  prominent  story  in  a 
certain  business  weekly  that  the  Dow  Theory  was  then  saying 
that  a  bear  market  in  stocks  was  under  way.  Over  the  next  12 
months  the  Dow  Jones  industrial  average  gained  13%.  And  a 
bear  market  didn't  occur  until  2000. 

One  of  my  issues  with  technicians  (and  other  analysts)  is  that 
many  forecasts  are  made  with  analysis  that's  perfunctory  or  non- 
existent. Look  for  the  offender  to  give  away  his  weak  statistical 
evidence  with  telltale  words  that  hedge  the  conclusion,  like  "usu- 
ally," "often"  and  "regularly."  At  least,  if  you  are  going  to  make  a 
pronouncement  about  market  direction,  you  should  collect  lots 
of  data.  Perhaps  the  reason  technicians  often  and  regularly 
peruse  small  data  sets  is  that  seemingly  foolproof  trading  formu- 
las crumble  when  examined  against  a  long  historical  backdrop. 

Recendy  I  was  reading  a  book  on  the  history  of  finance  writ- 
ten by  Leslie  Gould  (The  Manipulators,  published  in  1966).  Page 
191  includes  an  amusing  quote  regarding  the  Dow  Theory  that 
appeared  in  the  Wall  Street  Journal  on  Aug.  13,  1929:  "Stocks 
derived  further  powerful  impe-  hhhh^h| — 
tus  on  the  upside  yesterday  Sln||T33  Lasz'°  Biriny' 
from   the   establishn  irm.  e  site. 


simultaneous  new  highs  in  the  Dow,  Jones  industrial  and  railroai 
averages  at  Monday's  close.  According  to  the  Dow  Theory,  thi 
development  reestablished  the  major  upward  trend."  So,  76  day 
before  the  stock  market  crash  of  1929  this  presumably  surefir 
indicator  was  telling  investors  to  buy. 

For  those  chartists  whose  response  might  be  (and  has  been] 
"Let's  see  you  do  better,"  I  would  point  out  that  beginning  in  199' 
the  old  PBS  program  Wall  Street  Week  undertook  an  experimen 
in  which  ten  Wall  Streeters  were  asked  to  project  the  market  fo 
one-,  three-  and  six-month  periods.  On  May  21,  1995  Loui 
Rukeyser  reported  the  results: 

"Since  October  1990,  when  the  index  [the  Wa, 
Street  Week  elves  index]  in  its  present  form  began,  th 
most  consistently  reliable  elf  has  been  Laszlo  Birinyi 
Okay,  I  was  guessing,  as  were  the  other  elves,  but  th 
guesses  were  based  on  a  thorough  historical  analysis. 

did  not  make  projections  fron 
head-and-shoulders  forma 
tions,  like  the  chartists. 

Technical  analysts  have 
hard  time  discerning  caus 
from  coincidence.  Recently  w 
have  heard  that  the  third  year  c 
a  presidential  cycle  has  a  goot 
record.  These  technicians  con 
veniently  ignore  the  fact  tha 
the  second  year  of  the  cycle  ha< 
a  long  historical  pattern  of  end 
ing  down.  Whoops,  that  theor 
didn't  work  last  year. 

Many  technical  tools  ar 
descriptive,  not  indicative.  The  fact  that  a  lot  of  stocks  are  gouv 
up  provides  no  insight  into  the  next  week  or  month  and  i 
descriptive.  But  the  large  net  inflows  into  emerging  marke 
mutual  funds  is  a  plus  for  the  stocks  they  own  and  is  indicative. 

While  I  am  aware  of  successful  investors  who  consider  tech 
nical  perspective,  I  have  yet  to  see  one  who  wholeheartedf 
endorses  the  approach.  In  any  event,  you  should  be  wary  of  tech 
nicians,  strategists  and  economists  who  are  too  sure  of  them 
selves.  Like  movie  critics  or  restaurant  reviewers,  they  know  hov 
it  should  be  done  but  are  not  practitioners  themselves. 

My  view  of  the  market,  based  on  flows  of  money  into  stock 
(comparing  dollar  volume  of  trades  to  price  changes),  is  opti 
mistic.  I  continue  to  like  Vornado  Realty  Trust  (114,  VNO),  whicl 
keeps  expanding  earnings  amid  strong  demand  for  office  space 
especially  in  Washington,-  D.C.  and  New  York,  where  it  is  a  bij 
presence.  A  recent  purchase  of  mine  in  the  funds  that  I  an 
responsible  for  is  the  New  York  Times  Co.  (26,  NYT).  It's  cheap,  lik 
all  newspaper  stocks  these  days,  but  the  company  will  find  way 
to  capitalize  on  the  Internet  and  even  to  extract  more  profit  fron 
newsprint. 

Jr.  is  president  of  Birinyi  Associates,  a  Westport,  Conn. -based  financial  consulting 
www.lbirinyi.com.  Visit  his  home  page  at  www.forbes.com/birinyi. 


Chartists  will 
forecast  where 
the  market  is 
going  using 
perfunctory  or 
nonexistent 
analysis.  They 
have  no  clue. 
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'indows  Server  2003  deliver  business  value  across  a  broad  range  of 
iterprise  applications  for  substantially  less  cost  than  other  platforms. 
The  growth  of  the  Intel  processor  performance  curve  over  the  last 
:cade  means  that  Intel-based  servers  like  HP  Integrity  can  scale  to 
eet  the  most  demanding  workloads  in  areas  such  as  financial  services, 
anufacturing  and  health  care.  And,  with  Windows-based  servers 
>w  representing  over  two-thirds  of  the  server  market,  modern  appli- 
tion  vendors,  service  providers  and  IT  professionals  are  increasingly 
indardizing  on  Microsoft  solutions.  The  volume  economics  that 
•lped  drive  down  the  cost  of  Intel-based  Windows  computers  are 
>w  benefiting  the  enterprise  server  space. 

The  HP-Intel-Microsoft  platform  delivers  features  often  associat- 
l  with  mainframe  computing.  Intel's  Explicitly  Parallel  Instruction 
omputing  (EPIC)  technology  provides  advanced  implementations 
parallelism,  predication  and  speculation,  resulting  in  extreme 
irformance  while  offering  superior  availability.  HP  Integrity 
rvers,  such  as  the  highly  scalable  Integrity  Superdome,  support 
)  to  128  Intel  Itanium  2  processors,  can  host  multiple  operating 
stems  through  visualization  technologies  and  include  a  range  of 
gh-availability  features  such  as  N+l  hot-swappable  components, 
lilt-in  error-correction  diagnostics,  fault-isolation  technologies 
id  online  I/O  and  memory  upgrades.  Microsoft  Windows  Server 
)03  and  SQL  Server  2005  include  powerful  services  that  enable 
istomers  to  address  next-generation  computing  requirements, 
riese  capabilities  include  fail-over  clustering,  transaction  monitoring, 
source  management,  systems  management  tools,  enterprise  appli- 
tion  development  tools  and  interoperability  with  other  enterprise 
stems  and  applications.  The  Microsoft  solution  ecosystem  also 
eludes  numerous  tools  that  help  customers  to  move  existing  main- 
line applications  to  Windows  through  the  support  of  COBOL, 
ICS  and  other  legacy  systems. 

du  Have  a  Choice 

For  customers  worldwide,  choosing  a  more  modern  enterprise 
atform  is  crucial  to  continued  success.  Traditionally,  the  Sao  Paulo 
ock  Exchange  (Bovespa)  chose  mainframes  for  its  most  mission- 
itical  needs.  However,  when  it  had  to  develop  a  modern  system  for  its 
:aring  and  depository  operations,  Bovespa  selected  an  HP-Intel- 
icrosoft  platform.  The  new  system  helped  to  address  time  and 
idget  constraints  as  well  as  give  the  IT  staff  a  chance  to  work  with  a 
ore  agile,  advanced  platform.  "Development  was  faster  and  cheaper 
an  on  the  mainframe,  and  this  was  a  great  opportunity  for  our  IT 
ofessionals  to  evolve  their  knowledge  on  the  new  platform,"  says  Joel 
ibeiro,  system  development  manager.  Based  on  the  success  of  the 
itial  trial  project,  the  organization  has  moved  all  of  its  mainframe 


workloads,  applications  and  IT  skills  to  the  new  HP-Incel-Microsoft 
standards-based  platform.  The  results  have  been  dramatic.  Bovespa  now 
has  high-performance,  lower-cost  and  scalable  systems  that  provide  a 
secure,  reliable  environment  for  stockbrokers.  Bovespa's  IT  staff  has 
been  trained  to  develop  new  applications  faster  and  manage  their 
systems  more  easily  with  the  latest  system  automation  tools. 

Customers  in  other  industries  have  also  benefited  from  moving 
their  legacy  systems  to  HP  Intel-based  servers  running  Windows 
Server  2003.  An  IBM  OS390  mainframe  was  running  fine  at 
AmerenUE's  Callaway  nuclear  power  plant  —  but  executives 
sensed  that  the  inflexibility  of  mainframe  technology  would  position 
them  poorly  for  the  future.  So  they  migrated  and  consolidated  50 
mainframe  applications  to  an  infrastructure  based  primarily  on  the 
Microsoft  Windows  Server  operating  system,  which  enabled  them  to 
decommission  the  Callaway  mainframe.  They  rewrote  small-  and 
medium-sized  applications  using  Microsoft  .NET-based  tools  and 
they  adopted  more  than  20  commercial,  off-the-shelf  applications. 
The  result:  Callaway  gained  the  agility  to  respond  to  business  needs 
faster  and  more  effectively  than  before.  The  company  saves  nearly 
$1  million  annually  in  reduced  personnel  and  licensing  costs,  and  it 
gets  the  same  reliability  it  enjoyed  on  the  mainframe.  "The  mainframe 
was  very  stable,  but  so  is  Windows,"  says  Janice  Hoerber,  applications 
IT  supervisor,  AmerenUE  at  Callaway  nuclear  power  plant.  "I  can  say 
that  after  five  years  of  experience  on  the  Windows  platform." 

Today's  Innovation 

Modernizing  mainframe  solutions  doesn't  mean  you  have  to  stay 
tied  to  one  vendor's  old  technology,  nor  does  it  mean  you  have  to 
abandon  your  mainframe  application  investments.  You  can  migrate 
applications  while  gaining  full  access  to  one  of  the  highest-performing, 
modern  enterprise  platforms  available.  With  cost-effective  HP-Intel- 
Microsoft  solutions,  you  benefit  from  a  modern  platform  that  runs 
both  mainframe-class  applications  as  well  as  bleeding-edge  enterprise 
solutions.  If  you  are  considering  modernizing  your  data  center,  then 
HP's  Application  Modernization  Services  can  help  you  prioritize  next 
steps  and  develop  a  customized  modernization  road  map.  Together,  we 
can  address  your  ROI  and  agility  goals  while  minimizing  the  risk  of 
business  disruption  during  the  process.  I 

Ready  to  get  started? 

Visit  www.futureproofnow.com,  or  contact  your 
HP,  Intel  or  Microsoft  sales  representative  or  solution 
provider  to  learn  more  about  future-proofing  your 
business  for  the  next  millennium. 


©  2007  Microsoft  Corporation,  Intel  Corporation,  Hewlett-Packard  Development 
Company,  L  P  All  rights  reserved, 

Microsoft,  Windows,  the  Windows  logo,  Windows  Server  and  SQL  Server  are 
either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the 
United  States  and/or  other  countries.  Intel,  the  Intel  logo,  Xeon,  Itanium  2  and 
the  Itanium  2  logo  are  registered  trademarks  or  trademarks  of  Intel  Corporation 
or  its  subsidiaries  in  the  United  States  and  other  countries. 
The  names  of  actual  companies  and  products  mentioned  herein  may  be  the 
trademarks  of  their  respective  owners. 


n  v  e  n  t 


Microsoft 


I  ForbesLife 


MUSK 


Dueling  Sousas 


Batons  crossed,  rival  John  Philip  Sousa  reenactors  want  to  play 
your  next  picnic,  pops  concert  or  convention  |  By  Alan  Farnham 


HOW  MANY  ERSATZ  SOUSAS 
will  be  working  the  U.S.  this 
summer?  "A  lot,"  says  Keith 
Brion,  who  himself  is  one. 
"Not  as  many  as  Elvis  imita- 
tors but  maybe  100  on  an  occasional 
basis."  He  means  part-time  Sousas.  Brion 
is  full-time.  Demand  for  "March  Kings" 
skyrockets  in  July,  the  same  way  it  does  for 
Santas  in  December.  Getting  Brion  and 
his  43-piece  New  Sousa  Band  to  play  for 
your  event  will  cost  $25,000.  Transporta- 
tion and  lodging  are  extra. 

The  uniforms  of  Brion's  bandsmen  are 
exact  replicas  of  those  worn  by  Sousas  in 


the  1920s.  Each  navy  blue  coat  has  35 
yards  of  swirling  black  braid,  a  velvet  col- 
lar and  gold  collar  pins.  "I  try  to  be  the 
blue-chip  thing,"  says  Brion,  73,  who  was 
director  of  bands  at  Yale  University  before 
he  started  channeling  Sousa  in  1979. 

The  idea  to  re-create  the  March  King's 
magic  came  to  him  one  night  in  bed.  "I 
was  reading  a  Sousa  biography  that 
described  what  it  was  like  to  go  to  one  of 
his  concerts.  It  was  tremendously  dra- 
matic. I  was  sucked  right  in.  The  whole 
concept  came  to  me  in  my  pajamas." 

Today,  when  you  can  tuck  1,000  tunes 
into  your  shirt  pocket,  it's  hard  to  appreci- 


ate that  when  Sousa  was  starting  out — 
first  as  conductor  of  the  U.S.  Marine  Band 
in  the  1880s,  and  later  of  his  own  band — 
recordings  did  not  exist.  Music  could  be 
had  only  one  of  two  ways:  You  either 
made  it  yourself  or  you  listened  to  a  per- 
formance. Sousas  band  toured  constandy, 
crisscrossing  the  U.S.  by  train. 

Sousa  (1854-1932)  wowed  audiences 
both  as  composer  and  as  showman.  He  did- 
n't just  play  marches.  He  played  selections 
from  Wagners  Parsifal  ten  years  before  the 
Metropolitan  Opera  performed  it.  "Sousa 
was  the  first  to  bring  Grieg,  Dvorak  and 
Wagner  to  the  hinterland,"  says  Marcus 


118      FORBES      JULY  2,  2007 


One  Country,  Two  Systems".  Some  said  it  wouldn't  work. 
The  past  10  years  have  proved  otherwise. 

lave  retained  all  our  fundamental  practices  -  the  rule  of  law, 
an  independent  judiciary,  a  level  playing  field, 
a  clean  and  efficient  civil  service, 
and  the  same  rights  and  freedoms. 

We  have  the  same  values  -  pluralism, 
an  international  outlook  and  a  strong  work  ethic. 

We  are  still  the  prime  gateway  to  China 


Hung  Kong  Special  Autnimiu  jiivt  Rccion 
of  the  IVoplcV  Republic  of  Cntn*  ~ 


01  we  rvopic  »  Kcpupnc  oi  ctiin* 

v  Anniversary^ 


and  our  economy  is  thriving. 
Hong  Kong  has  good  reason  to  celebrate. 


HONG 


Asia's  world  city  KON(j 


Neiman.  Neiman  conducts  the  Sounds  of 
Sousa  Band,  which  has  been  playing  since 
]  992,  mainly  in  Ohio,  drawing  from  a  ros- 
ter of  120  to  125  musicians.  How  much  you 
pay  depends  on  how  many  musicians  you 
want.  Twenty- five  would  cost  $10,000  plus 
travel  expenses. 

Sousa  wrote  136  marches,  strewing 
them  throughout  his  programs  like 
percussive  candy.  A  good  march,  he  said, 
made  "goose  pimples  chase  each  other  up 
and  down  your  spine."  It  made  "a  man 
with  a  wooden  leg  step  out  and  march." 

As  a  businessman,  Sousa  was  none  too 
shrewd  at  first.  Says  Neiman,  "He  sold  his 
marches  for  a  pittance."  For  example,  "The 
Washington  Post"  march  was  sold  to  his 
publisher  for  $25,  including  royalties. 

A  talent  manager,  David  Blakely,  took 
charge  of  Sousa's  affairs,  raising  prices, 
renegotiating  contracts  and  switching 
publishers.  When  sound  recording  came 
along  Sousa  derided  it  as  "canned  music," 
because  Thomas  Edison's  cylinders 
looked  like  cans.  Later  he  profited  by  sell- 


ing hundreds  of  thousands  of  recordings 
of  a  single  march.  He  died  a  self-made 
millionaire. 

Says  Thomas  Hoey,  for  21  years  direc- 
tor of  Pennsylvania's  Upper  Darby  Sousa 
Band,  "Sousa  made  a  comfortable  living  in 
an  era  when  there  was  no  subsidy  of  any 
kind  for  the  arts.  For  40  years  he  kept 
together  a  band  of  60  to  80  players,  paying 
them  out  of  his  own  pocket."  Hoey  uses  90 
players  (from  a  backup  list  of  150),  most 
of  them  retirees.  He  charges  $5,000  for  a 
performance  within  a  100-mile  radius  of 
Drexel  Hill,  Pa. 

Of  all  the  re-creators,  it's  Brion  who 
can  lay  strongest  claim  to  being  the  one 
true  Sousa.  His  is  the  first  nonmilitary 
concert  band  to  regularly  tour  the  U.S. 
since  Sousa's  death.  He  copies  Sousa's 
physical  idiosyncrasies  when  conducting, 
moving  from  the  waist,  rolling  his  shoul- 
ders, doing  little  curls  with  his  forearms. 
His  concerts,  too,  are  faithful  to  the  origi- 
nals, each  combining  classic  works,  lighter 
pieces,  novelties  and  virtuoso  solos. 


He  is  currendy  recording  the  complete 
wind  music  of  Sousa  for  Naxos  records;  8  vol- 
umes of  a  projected  16  are  out.  His  corpo- 
rate gigs  have  included  a  performance  for  a 
conference  of  anesthesiologists.  Did  he  play 
"Asleep  in  the  Deep"?  "No,  but  we  should 
have.  We've  got  it  in  the  repertoire." 

Not  least,  his  New  Sousa  Band  is  the 
only  one  blessed  by  John  Philip  Sousa  IV. 
"He's  the  only  one  I  endorse,"  says  Sousa. 
"That  doesn't  mean  the  others  are  bad."  By 
his  own  admission,  Sousa,  59,  has  "no 
musical  talent  whatsoever."  Retired  from  a 
career  in  financial  services,  he  heads  JPS 
Inc.,  a  corporation  started  by  his  father  to 
manage  the  family's  musical  assets.  "But 
since  the  vast  majority  of  the  works  have 
gone  into  the  public  domain,  there's  fun- 
damentally nothing  left  to  manage." 

The  nation's  abiding  affection  for  his 
ancestor's  music  he  finds  "thrilling."  Occa- 
sionally he  guest-conducts  a  march.  After 
a  performance,  "kids  will  come  up  to  me 
and  tell  me,  'Hey,  that's  cool.  I'm  going  to 
download  this  onto  my  iPod.'"  F 
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NEW!  How  to  sell  your 
unwanted  and  unneeded  life 
insurance  policies  for  cash 


About  lnsure.com 

"The  best  Web  site  I've  found..." 

The  Dallas  Morning  News 

"...we'd  recommend  you  do  your 
insurance  shopping  here..." 

Barron's 

"New  source  for  best  buys  in 
insurance.  One  way  to  get  to 
know  the  insurance  market." 

Kipllnger's 

"...this  site  is  flush  with 
useful  features." 
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"...as  good  as  a  Web  site  on 
insurance  can  possibly  be.  Hats 
off  and  a  gold  star  to  the  top 
insurance  site  on  the  Web." 
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of  detail  and  ease  of  use,  (best 
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Here  are  the  facts: 

•  Investor  groups  and  financial  institutions 
are  now  paying  cash  to  buy  unwanted 
life  insurance  policies.  Whole  life, 
universal  life,  term  life,  joint-life, 
last-to-die  and  key-man  life  may  qualify. 

•  You  might  own  an  unwanted  and 
unneeded  life  insurance  policy  that 
is  eligible  to  be  sold  for  cash  and  not 
even  know  it! 


Recent  Purchase  Offers 

69  year-old  male:  $500,000  policy 
Cash  offer:  $100,000 

72  year-old  female:  $750,000  policy 
Cash  offer:  $165,000 

78  year-old  male:  $1 ,200,000  policy 
Cash  offer:  $408,000 

83  year-old  female:  $2,000,000  policy 
Cash  offer:  $406,000 


Rising  premiums  or  changed  family  circumstances  can  create  a  situation  where 
you've  decided  that  a  life  insurance  policy  is  no  longer  wanted  or  needed. 

For  example,  many  people  with  unwanted  cash  value  insurance  mistakenly 
believe  that  the  policy  value  is  worth  no  more  than  the  actual  cash  value. 
Even  worse,  many  people  mistakenly  believe  that  their  unwanted  term  life 
insurance  can  only  expire  worthless  or  be  lapsed  for  zero  value. 

How  to  obtain  a  free  life  insurance  policy  valuation.  If  you  are  at  least  55 
years  of  age  and  have  at  least  $100,000  of  life  insurance  coverage  in  force, 
please  mail  the  coupon  below,  call  us  toll-free  at  1-800-556-9393,  ext.  101 
or  visit  us  online  at  www.insure.com. 


Instant  quotes  from  over  100  companies 
Life  •  Auto  •  Health  •  Home  •  and  More! 


Insure.com 


YES!  I  am  at  least  65  years  of  age  and  would  like  free  information  on 
how  I  might  be  able  to  sell  an  unwanted  life  insurance  policy  for  cash. 


./_ 


/_ 


$ 


Date  of  birth  (MM/DD/YY) 


Coverage 


City  State 

Major  Illness  History:   □  Heart  Disease   □  Cancer  □  Diabetes   □  Stroke   □  Other 

(Please  check  all  that  apply.) 

Mail  to:  lnsure.com,  8205  South  Cass  Avenue,  Suite  102,  Darien,  IL  60561 


Zip 


Ad  Code:  FORBS  7/07 


NOTE:  The  sale  of  an  unwanted  and  unneeded  life  insurance  policy  is  called  a  life  settlement"  and  is  an  activity  that  is  regulated  in  at  least  37  states.  You  should  never  lapse' 
cancel  or  sell  a  life  insu  :  5  policy  until  after  you  have  first  obtained  independent  and  unbiased  information  regarding  all  of  your  options  and  choices  The  National  Associatior 
of  Insurance  Commissioners  i>=is  published  a  useful  brochure  entitled,  "Selling  Your  Life  Insurance  Policy:  Understanding  Life  Settlements."  Copies  may  be  obtained  by  callinc 
(816)  842-3600  or  visiting  vvwwnaic.org.  This  message  and  offer  is  void  where  prohibited  by  law.  Insure.com  generates  revenues  from  the  receipt  of  industry-standard  fees  anc 
commissions  paid  by  par;,cip?.tmg  insurance  companies,  life  settlement  providers  and  investors  Copyright  ©  1984-2007  lnsure.com.  Inc  All  rights  reserved.  CA  agent  #0A13858 
LA  agent  #200696,  MA  a  609159.  Insure.com,  Inc.  DBA  Insure  com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Insure.com,  Inc.  DBP 

lnsure.com  Insurance  Services.  Inc  in  UT  under  agent  #90093. 


Tulv 
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Forbes  marketplace 


Just  discovered  hoard  of  U.S.  $10  Gold  Liberty  Coins  Now  Available 


Our  buyers  just  discovered  one  of  the  most  significant 
Swiss  Bank  hoards  of  U.S.  gold  in  years.  They 
secured  2,785  magnificent  U.S.  gold  coins 
guaranteed  to  be  over  100  years  old. 
The  vintage  coins  in  this  hoard 
represent  dates  ranging  from 
1866    through    1906  that 
uniquely  symbolize  the  his- 
tory  of  our   nation  in 
fine  gold. 

Uncirculated  Gold  Coins 
from  the  Past  Hold  Key 
for  Future  Profits 

Each  of  these  $10  Gold 
Liberty  coins  is  guaranteed  in 
Uncirculated  Condition.  As  gold 
values  soar  with  unpredictable  oil 
prices  and  the  tailing  dollar,  you  may 
never  again  have  the  opportunity  to  own 

these  gold  coins  at  this  price.  With  contin- 
ued uncertainty  in  the  stock  market, 
demand  for  these  coins  continues  to  esca- 
late as  collectors  and  investors  scramble  to  scoop  up 
U.S.  gold  coins  for  their  gold  content  and 
their  role  as  "safe  haven"  against  a  falling 
dollar.  Uncirculated  coins  create  addi- 
tional value  over  bullion,  making  these 
coins  even  more  attractive  as 
you  diversify  your  portfolio. 
These  coins  have  sold  for 
hundreds    of   dollars  more. 


Shown  larger  than  actual  size 
of  27  mm  in  diameter 


Circulated    $10  Liberty 
coins  have  been  recendy 
advertised  for  $579— a 
whopping  $100+  more 
than  these  fresh  uncircu- 
ated  coins.  Collectors  will  not 
overlook  the  value  of  these 
vintage  uncirculated  coins 
I  as   they   consider  their 
scarcity  and  true  profit 
potential,  creating  a  col- 
lectors market  explosion 
that  has  yet  to  be  reflected 
in  today's  coin  prices. 

Don't  Miss  This  Opportunity: 
Order  Now! 

onsider  that  since  1999,  the 
number  of  coin  collectors  has  sharply 
risen  from  3  million  to  130  million,  you  may 
never  get  a  second  chance  to  capitalize  on  this 
opportunity.  Order  now  while  our  limited 
supplies  last.  Due  to  the  scarcity  of  these  coins,  we  must  issue 
a  strict  limit  of  10  coins  per  customer.  Prices  and  orders 
subject  to  change,  so  call  today.  Your  satisfaction  is  assured 
by  our  30-day  money-back  guarantee. 


Order  More  &  Save 

$  per  coin 

shipping 

total 

1  Liberty  Coin 

$479 

$15  S&H 

$494 

3  Liberty  Coins 

$465 

FREE! 

$1,395 

5  Liberty  Coins 

$449 

FREE! 

$2,245 

10  Liberty  Coins 

$439 

FREE! 

$4,390 

©  2007  New  York  Mint 


Call  Toil-Free: 


I  -800-642-9 1 60 


ext.  2192 


New  York  Mint,  Edina,  MN 

Not  affiliated  with  the  U.S.  Government 


Forbes  marketplace 


Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment  and 
88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
the  health  benefits  experienced  during  that  tryout,  and  the  ROM 
performance  score  at  the  end 


to  over  100  years  old  and  highly  trained  athletes  as  well.  The 
ROM  adapts  its  resistance  every  second  during  the  workout  to 
exactly  match  the  user's  ability  to  perform  work.  It  balances  blood 
sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to  be  true? 
Get  our  free  video  and  see  for  yourself.  The  best  proof  for  us  is 
that  97%  of  rentals  become  sales.  Please  visit  our  website  at: 
www.  FastExercise.com . 


of  each  4  minute  workout  that 
telis  the  story  of  health  and 
fitness  improvement.  At  under 
20  cents  per  use,  the  4 
minute  ROM  exercise  is  the 
least  expensive  full  body 
complete  exercise  a  person 
can  do.  How  do  we  know  that 
it  is  under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from  10 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  It. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limbemess/flexibility. 


•  ROM  is  the  best 
time  management 
tool  ever." 

Anthony  Robbi 


Motivational  speaker  Anth 
Robbins  calls  the  ROM  a 
tastic  time  management  t 
He  owns  3  ROM  machines: 
at  his  home,  one  at  his  resoi 
Fiji,  and  one  that  travels  \ 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAR,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 
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Best  friends  for  (longer)  life. 


Get  up  to  55  hours 
rechargeable  runtime  on 
many  USB  devices  with 
the  UPB10  Mobile  Power 
Pack -for  just  "69.991 


Up  to  55  hours  of  rechargeable  runtime  for  W! 


iPods,  cell  phones,  your  BlackBerry, 
PSPs,  cameras  -  these  are  more 
than  conveniences  -  they're  day-to- 
day essentials.  But  with  a  dead  bat- 
tery, these  essentials  are  useless. 
Which  is  whyAPC  is  introducing 
the  Mobile  Power  Pack,  a  modern 
day  dynamo  that'll  keep  your  mobile 
devices  up  and  running  and  doing 
what  you  need  them  to  do. 

The  new  Mobile  Power  Pack  gives 
you  anywhere  from  2  to  4  times 


normal  runtime,  depending  on  the 
device  -  so  no  matter  where  you 
are,  your  iPod  (or  whatever  it  is) 
won't  let  you  down. 

Sturdy  yet  small,  (the  Mobile  Power 
Pack  weighs  less  than  3  ounces) 
this  little  powerhouse  is  added 
insurance  that  whether  you're 
playing  tunes,  watching  movies,  or 
on  the  most  important  call  of  your 
life,  you'll  have  the  power  you  need. 


Out  of  box  compatibility 
with  USB  devices: 


iPods 
MP3s 
Sony  PSPs 


Cell  phones 

Cameras 

BlackBerry 


Find  APC  power  protection  products  at: 
ij^l     Office  depot. 

COMPUSA 


Business  travel  shouldn't  include  trips  to  the  outlet 

Don't  forget  to  pack  these  Lightweight,  Portable  Power  Products  for  Notebooks. 


UPB50 

Up  to  4  hours  of 
additional  notebook  runtime. 
Compact,  lightweight  design 


UPB70 

Up  to  6  hours  of  addi-  1 
tional  notebook  runtime 
Charges  and  powers  a  mobile 
device  via  USB  charging  port. 


Register  to  be  one  of  5  lucky  winners  to  receive  a 
FREE  Mobile  Power  Pack  (UPB10)  value  $69.99 

Visit  www.apc.com/promo  Key  Code  w554x  or  Call  888.289.APCC  x4550  or  Fax  401.788.2797 


Legendary  Reliability® 


©2007  American  Power  Conversion  Corporation  All  rights  reserved  All  trademarks  are  the  property  of  their  respective  owners 
e-mail:  esupportaapc.com  •  132  Fairgrounds  Road,  West  Kingston,  Rl  02892  USA  •  AX4B06EA4-USd 
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OVSTOCVE 


We  See  Your  Success 


Capital  To  G 


row. 


We  help  our  clients  grow  their  annual  sales  15%  or  more 
and  have  funded  in  excess  of  $1  billion  dollars  in  transactions 
to  firms  like  yours. 

212.755.3636  !  www.capstonetrade.com 


Purchase  Order  Finance  I  Trade  Finance  I  Letters  of  Credit 
Domestic  &  International  Accounts  Receivable  Factoring 


BEEN  BURNED 

Dispute?  Owed  Money?  Been 

Taken  Advantage  of  on  an  in- 
vestment or  business  deal? 
Ready  to  take  action  and  be 

compensated?  Don't  put  good 
money  after  bad. 

No  cost  unless  we  get  results! 

Client  First  LLC 
PHONE:  509-966-0359 
FAX:  509-966-0482 


87%  NET  PROFIT 

Our  program  is  simple  yet 
brilliant!  We  ensure  your 
success  by  spending  a  week 
with  you  in  your  area  where  it 
counts.  Exclusive  territories, 
low  overhead,  exceptional 
profit  margin  $250,000  profit 
potential  first  year  is  no 
exaggeration.  $12,900 
investment  normally  recovered 
in  the  first  30  days. 
Call:  1-877-808-0800 


ROCK  &  ROLL  HISTOR 
FOR  SALE! 

Rare  Memorabilia  Released  to  the  Public 

Signed  art  including  Beatles,  Eagles,  Elvis, 
Dylan,  Hendrix  and  MORE! 


For  a  FREE  Catalog  Call: 

1.877.601.ROCK 

www.signedrock.com 


SILVERSEA 

CRUISE  EXPERTS 


Best  Prices  &  Service 
1-800-747-5670 


MeritBSC.cor 

Business  Valuatioi 

Strategy  and 
Advice  since  198f 


NY  1-917-208-807 
SF  1-415-987-742. 


ASSET  PROTECTION  I  businesses  for  sale 


It's  About  Time 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning  f 

•  Global  Investments  f 


Steven  Sears,  CPA  •  Attorney  at  Lavr 

949-262-1100  •  www.searsatty.com 


International  Intermediary  has 
Middle  Market  Businesses 
for  Sale 


GW  EQUITY 

Mergers  &  Acquisitions 


877-213-1792 


www.GWEQUITY.com 


©  © 

Los  Angeles     New  York 

©  © 

London        Hong  Kong 

Bank 
Ownership 

We  invite  you  to  inquire. 
800-733-2191 


IMAGINE  


YOU  ARE  LOOKING  TO  BUY  OR 
SELL  A  BUSINESS  AND  YOU 
ARE  MATCHED  WITH  THE 
RIGHT  OPPORTUNITY  QUICKLYi 


WORLD'S  LARGEST  MATCHMAKER  OF  B U SINES 


Call  1-800-999-SALE 

Or  Visit  HWV.W8CSi.LC.COM 


Mprbes  marketplace 


MEDICAL  BREAKTHROUGH 

CTOR  APPROVES  NEW  MALE  ENLARGEMENT  FORMULAS 
FEATURED  ON  20/20  •  SIZE  MATTERS 

100%  MONEY  BACK  GUARANTEE 

•  Results  3  to  4  weeks 

•  All  Natural 

•  No  Prescription  Needed 

•  Pharmaceutical  Grade  Ingredients 

MAXIMUM-XE  PILLS 

www.supremeresearch.com 

SUPER-LQ 
LIQUID  FORMULA 

www.bondedlabs.com 
Indicate  department  code  77FTF  and  Save  25% 


Authorized  Online  Dealer 
HON  Office  Furniture 

.com 


((I 

PLANET 

OFFICE  FURNITURE.COM 

No  Hidden  Costs 

Low  Prices 
FREE  SHIPPING 


UNSECURED  LOAN 

$10,000  TO  $50,000 

Pre-approved  same  day  nationwide. 
Any  personal  or  business  purpose. 
Easy  application  process. 
No  collateral  required. 
Start-ups  welcome. 
Trusted  source. 

1-800-458-7695 
or 

www.AmOne.Com/FORBES 


Save  a  life...  Save  a  reputation 


Executive  Recovery  Coach,  Inc. 

In-home  Detox  •  Early  Recovery  Services 
Discretion  •  Privacy 

24-hr  Expert  On-site  Nursing  Supervision 

781-439-2603 

e-mail:  info@ExecutiveRecoveryCoach.com 
Website:  www.ExecutiveRecoveryCoach.com 


Get  your  book  published, 
marketed  and  distributed 
worldwide  for  minimal 
investment  in  as  little  as 
12  weeks! 

Submit  your  work  for 
consideration  at  . 

www.amgbook.com/forbesapp 

or  call 

1.866.775.1696  Ext.  110 


Timeshares 

^60-80%  off  Retail! 


,w  and  BEST  PRICES.' 

(800)640-7639 

holidaygroup.com/fm 


Looking  To  Grow  Your  Business? 


Free  Consultation! 
Contact  David  Klein 
CEO  and  President 
(845)  230-6313 
david@macromark.com 


We  Specialize  in  Responsive  Lists  That  Work! 

Direct  Mail  •  Email 

MILLIONS  OF  RESPONSIVE  BUYERS  AVAILABLE 


www.macromark.com    J^J  Q£  J*Q  77  Ic 


Macromark  Inc.,  185  Route  312,  Suite  303  Brewster,  NY  10509  (845)  230-6? 
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On  the  Business  of  Life 


ecently  I  had  a  letter  from  one  of  the  many  who  seem  to  get  exercised  over  some  of  these 
[Fact  &  Comment]  editorials,  and  he  began  with  this  high  flattery:  "While  I  am  sure  a  man 
of  your  intelligence  wouldn't  write  a  lot  of  those  editorials  that  appear  under  your  name —  " 
While  perhaps  I  ought  to  be  happy  if  blame  could  be  shifted  to  other  shoulders,  the  one  aspect  of  being  the 
boss  here  is  the  unmitigated  joy  of  inflicting  this  man's  views  on  readers.  As  another  correspondent  put  it, 
"Most  of  your  editorials  are  fortunately  short  because,  obviously,  you  can't  justify  a  lot  of  your  conclusions 
or  develop  your  thoughts."  —MALCOLM  S.  FORBES  ( 1 978) 


Immigration  is  the  sincerest  form 
of  flattery. 

—JACK  PAAR 


Let  those  flatter  who  fear:  It  is  not  an 
American  art. 

—THOMAS  JEFFERSON 


A  little  flattery  will  support  a  man  through 
great  fatigue. 

—JAMES  MONROE 

Every  virtuous  man  would  rather  meet  an 
open  foe  than  a  pretended  friend  who  is  a 
traitor  at  heart. 

— H.F.  KLETZING 


The  aim  of  flattery  is  to  soothe  and 
encourage  us  by  assuring  us  of  the  truth 
of  an  opinion  we  have  already  formed 
about  ourselves. 

—EDITH  SITWELL 

The  flattery  of  posterity  is  not  worth  much 
more  than  contemporary  flattery,  which  is 
worth  nothing. 

—JORGE  LUIS  BORGES 

If  a  man  is  vain,  flatter.  If  timid,  flatter. 
If  boastful,  flatter.  In  all  history,  too  much 
flattery  never  lost  a  gentleman. 

— KATHRYN  CRAVENS 


Do  you  do  egos? 


Flattery  is  the  infantry  of  negotiation. 

—LORD  CHANDOS 


Baloney  is  the  unvarnished  lie  laid  on  so 
thick  you  hate  it.  Blarney  is  flattery  laid 
on  so  thin  you  love  it. 

—BISHOP  FULTON  J.  SHEEN 


None  are  more  taken  in  by  flattery 
than  the  proud  who  wish  to  be  first 
and  are  not. 

—SPINOZA 


I  hate  careless  flattery,  the  kind 
that  exhausts  you  in  your  effort 
to  believe  it. 

—WILSON  MIZNER 


There  is  no  food  more  satiating  than  milk 
and  honey;  and  just  as  such  foods  produce 
disgust  for  the  palate,  so  perfumed  and 
gallant  words  make  our  ears  belch. 

— PIETRO  ARETINO 


To  make  a  man  happy  tell  him  he  works 
too  hard,  that  he  spends  too  much  money, 
that  he  is  "misunderstood"  or  that  he  is 
"different";  none  of  this  is  necessarily 
complimentary,  but  it  will  flatter  him 
infinitely  more  than  merely  telling  him 
that  he  is  brilliant,  or  noble,  or  wise, 
or  good. 

—HELEN  ROWLAND 


If  you  are  flattering  a  woman,  it  pays 
to  be  a  little  more  subtle.  You  don't  have 
to  bother  with  men,  they  believe  any 
compliment  automatically. 

—ALAN  AYCKBOURN 

— "  1 

A  Text  ■«■  

A  friend  that  hath  friends  must 
shew  himself  friendly:  and  there  is 
a  friend  that  sticketh  closer  than  a 
brother. 

—PROVERBS  18:24 
Sent  in  by  George  T.  Waller,  Phoenix,  Ariz. 
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You  never  actually 
wn  a  Patek  Philippe. 


You  merely  take 
are  of  it  for  the  next 
generation. 


mx 


The  patented  Annual  Calendar  displays 

day,  month"  and  date,  which  only 
needs  resetting  once  a  year.  A  sapphire 

crystal  back  reveals  the  self-winding 
movement  which,  like  all  Patek  Philippe 
mechanical  watches,  is  distinguished 

by  the  Geneva  Seal.  Ref.  5146J. 
Tel:  (1)  212  218  1240.  www.patek.com 


•ViW/  Mercedes-Benz  USA,  I 


s 

"You  get  behind  the  wheel  of  this  car 
and  you  just  feel  like  a  king." 


TODD  MORICI  COLLECTS  AND  RACES  SOME  OF  THE  WORLD'S  FINEST  AUTOMOBILES, 
BUT  CONSIDERS  THE  S-CLASS  EXPERIENCE  SOMETHING  UNIQUE. 


"It's  just  a  wonderful  car  to  drive.  For  a  vehicle  of  this 
size,  the  performance  and  handling 
are  outstanding.  And  the  technology 
is  really  second  to  none." 

He  owns  a  Black  2007  S550. 
His  car  is  equipped  with  some  of 
the  most  advanced  and  thoughtful 
innovations  on  the  road.  Yet  it  is 
not  merely  the  level  of  technology 
he  finds  so  impressive,  but  the 
fact  that  it  is  so  easy  to  use. 

"The  control  panel  is  as  functional  as  it  is  beautiful. 
I  can  adjust  the  radio,  change  the  cabin  temperature, 


Todd  Morici 


turn  on  my  lumbar  massage,  even  dim  the  cabin  lighting 
with  a  couple  of  clicks.  Everything  is  completely  intuitive." 
The  car's  COMAND  technology  allows  him  to  navigate  his 
way  to  everything  from  one  location  which  is  thoughtfully 
placed  right  at  the  center  console. 

In  the  cabin,  fine  leathers  and  polished  woods  spread 
across  the  vast  and  spacious  interior  while  fiber-optic 
ambient  lighting  sources  provide  a  warm  and  comforting 
glow.  Outside  noise  is  kept  outside  through  specially 
insulated  doors  and  dual-pane  windows. 

Morici  concludes  his  review  with  a  smile:  "I'm  a  car 
guy.  The  more  you  know  about  cars,  the  more  you  want 
to  drive  this  one." 


THE  2007  S-CLASS.  Innovative  and  sophisticated  technology  that  is  intuitive  and  simple  to  use. 

 Unlike  any  other.  


Mercedes-Benz 


Model  shown  S65  AMG. 


MBUSA.com 

For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBUSA.co 
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he  might  never  go  back.  Now 
Harsh  Manglik  has  returned 
to  India  to  ride  the  outsourcing 
wave'  and  oversee  35,000 
employees  for  Accenture. 

Thousands  more  are  returning 
to  Asian  nations  once  broken, 
now  booming.  "It  is  heady 
to  think  you'll  have  a  role  in 
shaping  things  and  seeing  your 
fingerprints  on  it,"  he  says. 
'The  future  is 
being  designed." 
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BMW  2007 

The  all-new 
335i  Convertible 


bmwusa.com 
1-800-334-4BMW 


The  Ultimate 
Driving  Machine- 


So  intelligent,  even  the  seats  wear  sunblock. 


□  Become  financially  independent 

□  Watch  a  meteor  shower 

□  Tour  MoMA  with  a  personal  guide 

□  Seethe  NFL  draft  live 


Whatever's  on  your  list  of  things  to  do  in  life,  do  it  better  with  Visa  Signature.  With  exclusive  packages  atPinehurst,  it  takes  you  pli 


VISA 
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96  Global  Supermarket 

For  better  growth  prospects  or  cheaper 
markets,  it  pays  to  shop  outside  the  U.S. 

102  Funds:  Should  You 
Be  Going  Global? 

Global  funds  invest  in  both  U.S.  stocks 
and  foreign  stocks.  Robert  Gensler, 
T.  Rowe's  Global  fund  manager,  shows 
how  it's  done.  By  Michael  Maiello 

106  European  Unions 

The  merger  mania  sweeping  the  U.S.  is 
reaching  Europe.  Managers  of  a  success- 
ful fund  tell  how  to  profit  from  this  trend. 
By  Heidi  Brown 

116  Real  Estate: 
Bargains  in  European  REITs 

Europeans  are  finally  embracing  real  estate  stocks. 
Outside  of  Britain,  they're  not  horribly  expensive. 
By  Stephane  Fitch 

122  Islam:  Investing  With  the  Faith 

How  does  a  God-fearing  Muslim  finance  a  gas  well? 
With  a  sale-leaseback.  By  Richard  C.  Morais 

133  A  Hard  Look  at  Hard  Assets 

If  you  want  inflation  protection,  look  at  producers  of  oil 
and  metals.  But  be  wary  of  resource  stocks  with  frenzied 
prices.  By  Andrew  T.  Gillies 
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134  Asia:  Overlooked  Value 

China  and  India  are  red  hot.  So  one  money  manager  is 
steering  investors  to  elsewhere  in  Asia. 
By  Megha  Bahree 

154  Swimming  in  Prosperity 

Asia's  fishery  industry  is  awash  with  growth, 
opportunity  and  risk.  By  Russell  Flannery 

156  Red  Shares 

Another  communist  country  now  has 

a  decadent  capitalist  stock  market.  With  Vietnam, 

it  pays  to  take  the  long  view  By  Chaniga  Vorasarun 

158  Thrilla  in  Manila 

Fiscal  reform,  a  property  surge  and  the  growth  of 
outsourcing  have  helped  the  Philippines  join  the  Asian 
upswing.  By  Kerry  A.  Dolan 

160  The  Exchange  That  Launched 
1,000  Ships 

With  little  fanfare,  Greece  has  become  one  of  Europe's 
best-performing  economies  and  stock  markets. 
By  Tatiana  Serafin 

162  Vive  la  Difference 

The  new  boss  in  Paris  is  not  the  same  as  the  old  boss. 
Things  won't  be  the  same  for  French  companies,  either. 
By  Christopher  Steiner 
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By  Helen  Coster 
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Post-Castro  Boom 

Don't  wait  for  a  regime  change.  Invest  in  Cuba  now. 
By  Alex  Davidson 
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his  last  one.  By  Matthew  Herper 
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fixtures.  By  Emily  Lambert 


ENTREPRENEURS 

68  Food  Fight  A  husband  and  wife 
bought  a  grocery  delivery  service  together. 
The  business  survived.  The  marriage  didn't. 
By  Alex  Davidson 
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might  prevent  deadly  esophageal  cancer  in 
some  at  risk.  By  Andy  Stone 
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72  Devil's  Advocate  Italian  oil  giant  Eni 
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But  now  its  future  hangs  on  Russia. 
By  Daniel  Fisher 
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God's  work.  By  Emily  Schmall 
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sport.  By  Jessica  Maxwell 
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lur  passion  for  the  very  best  in  technology,  quality  and  service  is 
t  the  heart  of  our  commitment  to  you  wherever  you  are  in  the  world. 
Iridgestone  wants  to  inspire  and  move  you. 


PASSION  for  EXCELLENCE 


vww.bridgestonetire.com 
vww.runflat-system.com 
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Electronic 
Stability  Contro 
six  airbags,  anc 
260  horsepower 

standarc 
very,  very  smart 
America's  Best 
Warranty:  geniu 
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The  all-new  7-passenger  Hyundai  Veracruz.  Introducing  the  smartest  SUV  in  its  class.  Smart  because  the  luxurious 

interior  is  equipped  with  enough  airbags  to  cover  three  rows  of  seats.  Smart  because  the  260-hp  V6  gets  25  miles  to  the 
gallon  highway?  Smart  because  Electronic  Stability  Control  and  a10-year/100,000-mile  warranty**are  standard.  For  extra 
credit,  how  about  keyless  entry,  XM  Satellite  Radio***  and  active  front  head  restraints.  And  the  good  thinking  extends  to  the  j 
intelligent  price.  Starting  at  s26,995:  Proving  that  the  all-new  Veracruz  is  also  all-smart.  Learn  more  at  HyundaiUSA.com. 


Safety  belts  should  always  be  worn.  "EPA  estimates  for  comparison  for  2WD  model.  Your  actual'mileage  will  vary  with  options,  driving  conditions,  driving  habits,  and  vehicle's  condition.  "Hyundai  Advantage!"  See 
dealer  for  LIMITED  WARRAMTY  details.  ""XM  Satellite  Radio  requires  XM  subscription,  added  separately  after  first  three  trial  months.  See  your  dealer  for  details.  All  fees  and  programming  subject 
to  change.  XM  service  available  only  in  the  48  contiguous  United  States.  ©  2007  XM  Satellite  Radio  Inc.  All  rights  reserved.  Limited  model  shown,  $32,995.  'MSRP  for  GLS  model.  MSRPs  include  freight 
exclude  taxes,  title,  license,  and  options.  Oealer  price  may  vary.  Hyundai  and  Hyundai  model  names  are  registered  trademarks  of  Hyundai  Motor  America,  All  rights  reserved.  ©  2007  Hyundai  Motor  America 
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A  World  of  Risk 
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"There  is  no  security  on  this  earth.  Only  opportunity." 
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Douglas  MacArthur — and  dive  into  our  special  report 
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Dollars  and  Diplomas 

THAT  DUSTUP  OVER  KICKBACKS  ON  STUDENT  LOANS  WAS  JUST 
a  diversion.  So  what  if  the  college  lending  officer  got  a  free  spa 
treatment  or  some  insider  stock?  The  real  scandal  is  not  that  the 
bank  might  be  ripping  off  the  student.  It's  that  the  college  might 
be  doing  that. 

On  page  36,  David 
Moss  of  Harvard 
Business  School  pro- 
poses to  make  the 
repayment  of  a  stu- 
dent loan  contingent 
on  the  borrower's 
income  in  later  life.  A 
sensible  option,  albeit 
unlikely  to  be  a  popu- 
lar one.  Yale  used  to 
have  a  worthy  lending 
program  in  which  the 
grads  who  took  jobs 
as  investment  bankers 
repaid  large  sums 
while  the  poets  got  a  break.  It  was  not  a  big  hit. 

What's  fascinating  about  this  scheme  is  not  so  much  its  pro- 
gressive aim  as  its  enforcement  mechanism.  Almost  as  an  aside, 
professor  Moss  suggests  making  the  IRS  the  collection  agent. 
That  way,  borrowers  couldn't  underreport  their  income.  Wait  a 
minute.  While  we're  at  it,  we  could  get  some  real  value  out  of  the 
tax  collector.  Why  not  have  the  IRS  tell  us  whether  higher  educa- 
tion is  connected  to  higher  incomes? 

Five  years  after  a  class  graduates — from  Yale  or  the  Culinary 
Institute  of  America  or  wherever — the  government  would  aver- 
age the  wage  incomes  of  all  those  graduates  who  got  federally 
guaranteed  tuition  loans  and  publish  the  results.  It  might  or 
might  not  be  useful  to  discover  that  Yalies  prosper,  but  it  would 
be  extremely  useful  to  know  how  two  business  schools  or  cook- 
ing schools  compare.  Students  and  taxpayers  alike  suspect  that 
trade  schools  exaggerate  the  career  success  of  their  graduates. 
The  IRS  diploma  database  would  settle  the  matter — and  make  it 
hard  for  bad  schools  to  survive. 

Colleges  will  squawk  that  this  exercise  is  unfair,  since  a 
worker's  income  is  as  much  a  function  of  supply  and  demand  or 
mere  chance  as  of  a  sheepskin.  This  is  a  hypocritical  argument, 
coming  as  it  does  from  an  industry  that  has  perpetrated  a  giant 
fraud  on  the  public  in  lecturing  us  that  college  grads  have  higher 
incomes  than  nongrads.  They  do,  but  the  cause  and  effect  rela- 
tionship is  faint.  It  could  be  that  college  is  a  big  waste  of  money. 

It  will  also  be  objected  that  a  crass  focus  on  income  statistics 
will  penalize  poets  and  the  colleges  that  train  them.  A  suitable 
response  from  the  taxpayer:  Study  Emily  Dickinson  if  you  want, 
but  not  on  my  dime. 
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Karim  Rashid 

"  I  want  to  change  the  world ". 
And  like  Samsung,  Karim  Rashid  knows 
that  to  change  the  world,  first  you  have  to  see 
it  clearly.  Karim  Rashid  was  born  in  Cairo  and 
moved  to  Canada  as  a  child.  From  the  beginning, 
Karim  has  thrived  on  transforming  the  shapes,  colours 
and  beauty  of  his  surroundings.  All  to  create  a  new 
expression ;  design  a  new  world.  From  Umbra  to 
Prada,  Miyake  to  Method,  he  has  shared  his  vision 
broadly  to  shake  up  the  way  we  think  and  look  at 
design.   Rashid's  work  appears   in  prestigious 
museum    collections   worldwide,    including  the 
Victoria  and  Albert  Museum  in  London  and  the 

Museum  of  Modern  Art  in  New  York.  An  award- 
winning   designer  of  architecture   and  interiors, 

Karim  Rashid's  goal  to  change  the  world  through  design 
has,  in  many  ways,  already  been  met.  "Ornamentation 
is  a  modus  operandi  for  communication  —  it  is  a  way  to  bring 
life  to  a  space,  to  Pring  the  space  to  life...  —  in  the  case  of  a 
truly  brilliant  television,  it  must  always  be  on  even  when  it  is  off  ". 

imagine  a  TV  as  sculpture. 

Like  Rashid,  Samsung  believes  beauty  turns  everyone  on.  Our  vision  is  to  add 
quality  of  life,  not  just  quality  of  picture.  That's  what  you  get  with  the  new 
Samsung  LCD  TV  (53  Series).  Its  neoclassic  lacquer  exterior,  the  subtle  LED 
light,  the  curved  crystal  bezel,  hidden  speakers  and  touch  sensor  buttons 
command  the  room.  Engage  the  eye.  Demand  attention.  The  53  Series 
has  brains  as  well  as  beauty.  With  Wide  Color  Enhancer  and  a 
dynamic  contrast  ratio  of  up  to  8000:1 ,  Samsung's  vision  goes 
well  beyond  design  and  actually  brings  your  room  to  life. 
Imagine  turning   on  your  entire   living  room. 
With  Samsung's  53  Series,  you  can. 
www.samsung.com 
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Private  Skies 


Your  editorial  for  modernizing  the 
U.S.  aviation  system  by  privatizing  it, 
funding  it  with  user  fees  and  putting 
the  airlines  in  charge  ("Avoiding 
More  Air  Travel  Turbulence,"  Fact 
and  Comment,  June  4,  p.  33)  is  badly 
misinformed.  First,  a  privatized  sys- 
tem dominated  by  the  airlines  won't 
emphasize  aviation  system  growth.  The  big  airlines  have  consistently  proven 
that  theyd  rather  dominate  the  existing  system  than  expand  its  capacity.  Wit- 
ness their  vigorous  fight  against  construction  of  congestion-easing  new  airports 
in  southern  California  or  Illinois,  or  their  stifling  of  consumer  choices  by  hoard- 
ing gates  and  attempting  to  shut  down  upstart  airlines. 

To  support  your  position,  you  reference  Robert  W.  Poole  Jr.  of  the  Reason 
Foundation,  which  seeks  to  privatize  government  services.  But  Poole  and  other 
privatize-everything  theorists  ignore  important  facts  when  it  comes  to  priva- 
tized aviation  systems:  They  are  less  efficient  than  the  U.S.  system,  they  raise 
fees  when  aviation  stakeholders  can  least  afford  it  (during  economic  down- 
turns), and  they  come  with  enormous  administrative  costs  for  compliance. 
Simply  put,  the  system  you  advocate  would  accomplish  what  FORBES  famously 
detests:  costly  bureaucracy  and  inefficient  use  of  tax  revenues.  A  fair  approach 
to  aviation  system  modernization  is  needed  because  general  aviation  (all  flights 
except  the  scheduled  airlines)  is  squeezed  out  when  congestion  increases. 

The  U.S.  has  the  worlds  largest,  safest  and  most  efficient  aviation  system, 
financed  through  efficient  and  simple  excise  taxes.  Lets  modernize  without 
turning  the  system  over  to  the  airlines  or  resorting  to  foreign-style  user  fees 
with  their  large  and  expensive  bureaucracies  and  onerous  compliance  costs. 

ED  BOLEN 

Chief  Executive,  National  Business  Aviation  Association 

Washington,  D.C. 
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Readers  Say 

READERS@FORBES.COM 


Wake  Up,  Callers 

In  "Hooking  Up"  (On  My  Mind,  June  4, 
p.  44)  Columbia  University  professor  Tim 
Wu  likens  todays  ultracompetitive  wireless 
industry  to  the  bygone  phone  monopoly 
of  the  1970s,  painting  the  wireless  indus- 
try as  a  plodding  behemoth  that  is  neither 
competitive  nor  innovative.  In  Professor 
Wu's  world,  there  aren't  233  million  Amer- 
icans using  high-quality  and  ever  evolving 
wireless  devices  to  surf  the  Internet,  listen 
to  music,  take  and  send  photos,  watch 
television,  text-message  and  e-mail,  play 
videogames  or  make  calls.  Nor  do  95%  of 
Americans  have  access  to  four  or  more 
wireless  carriers.  In  professor  Wu's  world, 
consumers  don't  have  choices,  prices  aren't 
declining,  and  innovation  is  at  a  standstill. 


No  one  wants  the  1 970s  back. 

STEVE  LARGENT 
Chief  Executive,  The  Wireless  Association 
Washington,  D.C. 

Fish  Stew 

Shortly  after  our  story  on  Asian  fisheries 
(p.  154)  went  to  press,  the  FDA  banned  five 
types  of  farm-raised  seafood  from  China. 
This  is  a  short-term  setback  for  exporters 
(shares  of  three  Chinese  firms  cited  are  off 
an  average  19%)  but  should  lead  to  tighter 
quality  controls  and  leave  in  place  the 
long-term  case  for  the  industry. 


■Forbes 
■com 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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MULTIPLY  MOBILE  SECURITY 
/    AND  MAXIMIZE  CONFIDENCE. 

INTRODUCING  NEW  INTEL*  CENTR1NO®  PRO  PROCESSOR  TECHNOLOGY. 

Deploy  security  upgrades  to  notebooks  remotely/  even  if  they're  powered  off*  Automatically  isotate  an 
infected  notebook  before  it  infects  other  devices.  tyith  64-bit  capable  Intel  f^entrino  Pro  processor  technology, 
powered  by  the  Intel*  Core™2  Duo  processor,  you  multiply  your  poWer  to  manage  your  systems. 
Learn  more  about  why  great  business  computing  starts  with  Intel  inside.  Visit  intel.com/centrinopro 
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BOLDNESS   CHANGES  EVERYTHING 


ArcelorMittal 


Do  you  believe  in  the  power  of  boldness?  Those  who  dug  the  Panama  Canal  did.  At  ArcelorMittal,   I  transforming 
we  believe  in  boldness.  Because  boldness  can  change  everything.  It  creates  opportunities  to  tomorrow 
redefine  excellence,  to  lead  our  industry  and  to  transform  tomorrow. 


www.arcelormittal.com 


Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Bush's  Big  One 


GEORGE  W.  BUSH'S  PRESIDENTIAL  LEGACY  WILL  ULTIMATELY 
depend  on  a  decision  he  has  yet  to  make:  Iran.  Even  European 
skeptics  can  no  longer  doubt  that  Iran's  regime  is  working  toward 
producing  nuclear  weapons.  Sure,  Iran  has  had  setbacks,  but  it's 
pouring  every  possible  resource  into  bringing  this  project  to 
fruition.  It's  only  a  question  of  time.  Most  experts  now  say  the 
country  will  have  nuclear  capability  within  one  to  three  years. 

If  President  Bush  doesn't  stop  the  mullahs,  or  if  he  leaves  the 
problem  to  his  successor,  his  presidency  will  be  judged  a  failure. 
He'll  get  points  for  recognizing  the  need  to 
combat  Islamic  fanaticism,  but  the  verdict  will 
be  one  of  failure  because  he  lacked  the  neces- 
sary political  and  executive  skills  to  prosecute 
the  war  on  terrorism  effectively,  successfully. 

Clearly,  diplomacy  alone  won't  work.  The 
Iranians  are  playing  for  time.  But  their  econ- 
omy, a  wreck,  is  highly  vulnerable  to  pres- 
sure. Unemployment  is  high.  The  mullahs 
have  even  mismanaged  the  oil  sector — out- 
put would  be  some  2  million  barrels  a  day 
higher  if  the  industry  had  been  properly 
managed  and  requisite  investments  made. 
And  now  the  government  has  imposed  gasoline  rationing. 

So  what  should  the  President  do  now?  The  U.S.  should  begin 
by  imposing  a  "capital  blockade" — eliminating  or  at  least  substan- 
tially reducing  flows  of  investment  capital  into  Iran.  A  traditional 
blockade  could  have  serious  political  repercussions,  particularly 
among  Muslim  populations  around  the  world.  But  a  capital 
blockade  is  not  physically  obvious:  There  are  no  naval  vessels  or 
Air  Force  jets  visibly  interfering  with  ships  and  airplanes.  Such  a 
blockade  could  be  implemented  gradually  to  let  the  world — and 
Iran — know  that  we  mean  business,  that  we  will  ramp  up  the 
pressure  until  Iran  abandons  its  nuclear  program. 

Washington  could  kick  off  the  process  by  vigorously  endorsing 
a  movement  afoot  in  a  number  of  states,  including  California  and 
New  York,  to  divest  their  pension  funds  of  stocks  in  companies  that 
have  links  to  Iran,  particularly  in  the  energy  sector.  U.S.  companies 
cannot  operate  in  Iran,  but  a  number  of  foreign  entities  do. 

Surprisingly,  the  Bush  Administration  is  strongly  against 
such  legislation,  saying  it  would  complicate  efforts  to  get  the 
cooperation  of  reluctant  allies  to  enact  more  sanctions.  Our  State 
Department  is,  as  usual,  way  off  base  on  this.  The  divestiture 
move  should  be  encouraged,  with  Washington  telling  one  and  all 
that  these  moves  are  merely  preliminary  to  more  forceful  eco- 
nomic actions  Washington  is  prepared  to  take  if  necessary. 

At  the  same  time,  the  U.S.  should  seize  Iranian  assets  in  the 
U.S.;  the  State  Department  has  been  dragging  its  feet  here.  And 


Israel  Seeking 
New  Deadline 
On  Iran  Bomb 

Wants  Tehran  To  Change  Behavior 
By  Year's  End  or  Risk 'Next  Level' 


we  should  step  up  efforts  to  block  access  to  tens  of  billions  of  dol- 
lars in  funds  that  Iran's  corrupt  mullahs  and  their  confederates 
have  salted  away  in  foreign  bank  accounts. 

Washington  has  also  been  very  slow  to  work  with  dissident  groups 
and  the  large  number  of  disaffected  minorities  in  Iran.  It  should 
increase  efforts  there,  not  to  mention  helping  antiregime  unions. 

If  these  initial  moves  don't  trigger  the  desired  changes  in  Iran, 
the  U.S.  should  then  announce  that  we  are  going  to  start  seizing 
or  freezing  the  assets  of  companies  that  continue  to  invest  in  Iran. 

After  these  steps  have  been  taken,  the 
world  will  be  prepared  if  we  then  are  forced 
to  turn  to  a  more  traditional  blockade.  Here, 
again,  the  mullahs  are  exposed,  as  Iran 
imports  40%  of  its  gasoline.  The  regime  vir- 
tually gives  the  stuff  away  as  a  means  of  buy- 
ing support  and  now  is  rationing  it,  earning 
even  more  unpopularity.  Cut  off  that  supply 
and  Iran's  Islamic  fascists  will  have  a  severe 
political  problem  on  their  hands. 

If  all  this  didn't  bring  about  a  regime 
change  and  an  abandonment  of  Iran's 
—The  New  York  Sun   nuclear  ambitions,  then  President  Bush 
would  have  to  resort  to  air  strikes,  which  could  set  the  mullahs' 
nuclear  ambitions  back  a  decade  or  more. 

Israel?  It  has  the  air  capability  to  disrupt  Iran's  nuclear  program 
for  a  couple  of  years.  But  make  no  mistake,  if  the  Israelis  struck  Iran 
on  their  own,  the  U.S.  would  suffer  the  same  political  fallout  that 
it  would  if  we  had  done  the  deed.  No  one  would  ever  believe  the 
Israelis  had  carried  out  such  an  attack  without  Washington's  approval. 

The  big  question  is  whether  President  Bush  could  make  such 
a  monumental  move.  The  State  Department  would  be  against  it, 
and  the  Pentagon,  at  best,  would  be  politically  neutral.  Capitol 
Hill  Democrats  would  also  be  opposed  to  using  force  against 
Iran,  as  would  many  officials  from  the  first  Bush  Administration. 

Yet  big  things  must  now  be  done.  Iran  is  the  world's  largest 
hinder  of  terrorism.  It's  the  principal  paymaster  of  such  extremist 
forces  as  Hamas  and  Hezbollah.  Fanatics  fervently  believe  that 
when  Iran  achieves  nuclear  capability  it  will  dominate  the  Middle 
East  and  be  able  to  cow  an  already  cowering  Europe.  Within  the 
next  decade  Iran  will  have  nuclear- tipped  ballistic  missiles  that  will 
be  able  to  reach  our  shores.  Extremists  think  this  will  neutralize  or 
seriously  mitigate  the  U.S.'  antiterrorist  efforts.  In  their  minds  those 
missiles  will  certainly  keep  U.S.  power  out  of  the  Middle  East. 

The  importance  of  events  in  Iran  overshadows  what  is  hap- 
pening in  Iraq.  If  President  Bush  defangs  nuclear-obsessed  Iran, 
all  his  other  setbacks  and  disappointments  will  fade  into  insignif- 
icance as  time  passes. 
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Fact  and  Comment 


Free  Speech- 

MOST  WASHINGTON  POLITICIANS  DON'T  LIKE  FREE  SPEECH 
much.  Oh,  they  say  they  do,  but  actions  speak  louder  than  words. 
Several  years  ago,  for  instance,  Congress  passed  the  McCain- 
Feingold  bill,  which  included  a  provision  muzzling  advocacy 
groups  from  mentioning  federal  candidates'  names  60  days 
before  a  general  election.  Thankfully  the  Supreme  Court  just 
threw  that  crazy  restriction  out,  but  only  by  a  5-to-4  vote. 

Now  Washington  liberals— with  winks  and  nods  from  some 
of  the  GOP— want  to  revive  a  pernicious  rule  called  the  "fairness 
doctrine"  that  Ronald  Reagan  killed  20  years  ago.  The  fairness 
doctrine  required  radio  and  television  stations  to  give  equal  time 
to  all  political  candidates  and  points  of  view.  Sounds  innocuous, 
but  its  effect  was  to  prevent  the  kind  of  talk  radio  we  have  today. 
Stations  shied  away  from  any  overtly  political  commentary  for 
fear  of  the  Federal  Communications  Commissions  hitting  them 
with  fines  or  perhaps  even  threatening  to  not  renew  their 


-Soviet  Style 

licenses.  Of  course,  the  fairness  doctrine  didn't  prevent  anticon- 
servative,  anti- Republican  bias  in  how  news  was  disseminated.  In 
short,  liberals  controlled  the  media,  and  they  had  a  monopoly. 

When  Reagan  repealed  the  doctrine,  talk  radio  blossomed,  and 
conservative  opinion  could  be  heard  vigorously  across  the  airwaves. 
A  little  more  than  a  decade  ago  Fox  News  rose  up  to  challenge 
CNN's  liberal  domination.  Within  a  few  years  the  upstart  surpassed 
CNN  and  hasn't  looked  back.  (Dispassionate  analysis  shows  that 
Fox  News  gives  considerable  airtime  to  anticonservative  view- 
points, but  this  balanced  approach  looks  like  right-wing  bias  when 
compared  with  the  leftist  tendencies  of  traditional  television.) 

Some  Republicans  are  sympathetic  to  resurrecting  the  fairness 
doctrine  because  most  talk  radio  hosts  vigorously  oppose  the 
President's  efforts  to  get  a  comprehensive  immigration  reform  bill 
passed  this  year.  True  believers  in  the  First  Amendment,  however, 
should  unite  to  quash  this  censorship  initiative. 


Unforgettable 


The  Forgotten  Man:  A  New  History  of  the  Great  Depression — 

by  Amity  Shlaes  (HarperCollins,  $26.95).  Many  histories  have  been 
written  about  the  Great  Depression,  the  most  searing  economic  cat- 
aclysm this  country — and  most  of  the  world — has  ever  endured.  Its 
most  disastrous  result,  of  course,  was  facilitating  the  rise  of  Adolf 
Hitler  in  Germany.  But  Amity  Shlaes'  new  book  stands  head  and 
shoulders  above  previous  efforts  in  two  profound,  insightful  ways. 

First,  she  brings  together  a  growing  body  of  scholarship  to 
make  an  absolutely  unconventional  conclusion:  The  economic 
policies  of  both  Herbert  Hoover  and  Franklin  Roo- 
sevelt were  deeply  flawed.  Hoover's  ghastly  mistakes 
brought  on  the  disaster  and  then  deepened  it.  And 
while  Roosevelt  did  some  helpful  things,  overall 
his  programs  needlessly  prolonged  the  slump.  For 
the  first  time  in  American  history  a  recovery  from 
a  downturn  failed  to  exceed  the  heights  of  the  previ- 
ous expansion.  After  four  years  of  wild  FDR  exper- 
imentation, unemployment  still  stood  at  14%. 
Then  in  1937-38  the  economy  underwent  another 
sickening  slide,  with  unemployment  reaching  almost  20%.  Roo- 
sevelt and  Hoover  had  night-and-day  differences  in  personality 
and  political  skills,  but  both  deserve  failing  grades  in  economics. 

Second,  Shlaes  focuses  on  key  personalities  instead  of  on  chron- 
icling the  Depression,  weaving  the  story  around  these  fascinating 
figures.  She  makes  clear  that  the  fu  st  part  of  the  New  Deal,  particu- 
larly the  National  Recovery  Administration  (NRA),  was  profoundly 
influenced  by  the  apparent  economic  success  of  the  Soviet  Union 
and  Mussolini's  Italy.  She  tells  the  fascinating  tale  of  a  group  of  key 
liberals  visiting  the  Soviet  Union  in  1927,  their  trip  capped  off  by  a 
six-hour  meeting  with  Joseph  Stalin.  Most  of  those  travelers  were  in 
no  way  sympathetic  to  totalitarianism,  but  they  were  impressed  with 
the  way  central  planning  seemed  to  avoid  the  ostensible  flaws  of 
free-market  capitalism.  Several  played  critical  public  roles  in  influ- 
encing policy,  and  s<       erved  in  the  Roosevelt  Administration. 


Shlaes  has  a  chapter  on  the  Schechter  brothers,  New  York 
kosher  chicken  butchers  who  ran  afoul  of  the  NRA  codes,  were 
convicted  and  sentenced  to  jail.  Their  case  made  it  to  the 
Supreme  Court,  which  unanimously  threw  out  the  whole  NRA. 

Shlaes  also  tells  the  absorbing  story  of  the  fight  between 
Wendell  Willkie — the  true  hero  of  this  book — and  David  Lilien- 
thal.  Both  were  Hoosiers  and  were  on  opposite  sides  of  the  epic 
struggle  over  who  would  control  America's  electric  utilities, 
which  appeared  pivotal  to  controlling  the  economy. 

Willkie  represented  a  stockholder-owned  utilities 
company,  Commonwealth  &  Southern,  while  David 
Lilienthal  was  the  driving  force  behind  the  govern- 
ment-owned Tennessee  Valley  Authority.  Lilienthal 
and  his  allies  wanted  to  replicate  the  TVA  around 
the  country  and  extinguish  privately  owned  utilities. 
Though  Willkie  lost  the  battle — he  was  forced  to  sell 
a  large  part  of  his  company  to  the  TVA — and  Roo- 
sevelt succeeded  in  breaking  up  many  of  the  holding 
companies,  most  of  America's  electricity  continued 
to  be  generated  by  the  private  sector.  More  important,  after  debating 
a  Roosevelt  official  on  the  economy  over  national  radio,  Willkie 
became  a  national  figure.  He  won  the  verbal  contest  and  went  on  to 
land  the  1940  Republican  nomination  for  President.  Though 
Willkie  was  defeated  by  FDR,  he  showed  Republicans  that  you 
could  defend  free  enterprise  without  seeming  to  be  against  the  poor, 
the  unemployed  and  the  embattled  middle  class.  In  fact,  Willkie's 
free-market  optimism  was  a  precursor  to  that  of  Ronald  Reagan. 

Ironically,  Roosevelt's  big-government  bent  made  him  an 
ideal  war  President.  After  Pearl  Harbor  FDR  successfully  headed 
a  government  that  rapidly  mobilized  the  U.S.  economy  to  fight 
Nazi  Germany,  imperialist  Japan  and  Fascist  Italy.  Now  Roosevelt 
was  working  with  business,  not  against  it,  with  positively 
astounding  results. 

This  will  be  the  Depression  history  for  years  to  come. 
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WE  HAVE  A  SHARP  EYE  FOR 
GLOBAL  OPPORTUNITIES. 

Templeton  fund  managers  spot  global  investment  opportunities  others  might  miss. 

templeton    Wnen  y°u  rea,ize  tnat  over  half  the  world's  investment 
global      opportunities  are  located  outside  the  United  States, 

FUNDS 

■■■■■HI  you  can  begin  to  see  what  global  investing  can  do 
for  your  portfolio.  Of  course,  taking  advantage  of  this  situation 
requires  a  unique  perspective.  With  offices  in  over  25  countries 
and  analysts  using  research  techniques  honed  for  over  50  years, 
we  spot  opportunities  others  might  miss.  That  experience  and 
expertise  have  made  Templeton  a  leader  in  global  investing. 

For  information  about  how  our  perspective  might  benefit  your 
portfolio,  see  your  financial  advisor,  call  1-800-FRANKLIN  or  visit 
franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVES 


TEMPLETON  GLOBAL  BOND  FUND 

Overall  Morningstar  Rating™  5/31/07-Class  A* 

★  ★★★★ 

Out  of  167  U.S.-domiciled  World  Bond  Funds 


Before  investing  in  Templeton  Global  Bond  Fund,  you  should  carefully  consider  the  fund's  investment  goals, 
risks,  charges  and  expenses.  You'll  find  this  and  other  information  in  the  fund's  prospectus,  which  you  can 
obtain  from  your  financial  advisor.  Please  read  the  prospectus  carefully  before  investing. 
Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Morningstar  Ratings  measure  risk-adjusted  returns.  The  Overall  Morningstar  Rating"''  for  a  fund  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  its  3-,  5-  and  10-year  (if  applicable) 
rating  metrics.  Past  performance  does  not  guarantee  future  results. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


tSource:  Morningstar-  5/31/07.  For  each  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  risk-adjusted  return  measure  that  accounts  for  variation  in  a  fund's  monthly  performance 
(including  the  effects  of  all  sales  charges),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  a  Morningstar 
Rating'"  of  5  stars,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction 
of  one  fund  and  rated  separately.)  The  Fund  was  rated  against  167, 146  and  104  funds  and  received  Morningstar  Ratings  of  5,  5  and  5  stars  for  the  3-,  5-  and  10-year  periods,  respectively. 
Morningstar  Rating™  is  for  Class  A  shares  only;  other  share  classes  may  have  different  performance  characteristics.  ©2007  Morningstar,  Inc.  All  rights  reserved.  The  information  contained 
herein  is  proprietary  to  Morningstar  and/or  its  content  providers;  may  not  be  copied  or  distributed;  and  is  not  warranted  to  be  accurate,  complete  or  timely.  Neither  Morningstar  nor  its  content 
providers  are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  information. 


Better.  And  better  is  a  full-size  SUV  designed  to  connect  with  the  driver.  Better  is  a  newly 
crafted  cabin  designed  to  create  a  generous,  refined  environment  for  up  to  eight.  Better  is 
standard  features  like  a  RearView  Monitor  and  Rear  Sonar  System*  tb  assist  with  parking, 
a  Bose  premium  audio  system  with  a  Music  Box  hard  drive  that  stores  over  2,900  songs, 
Infiniti  Navigation  System**  and  exclusive  XM  NavTraffic  n  that  gives  you  the  foresight  of 
real-time  traffic  monitoring.  Better  is  far  more  than  just  simply  bigger.  You  see,  ultimately,  JH| 
better  is  the  new  Infiniti  QX56. 


Acquire  a  QX56  now  and  receive  three  years  of  XM"  radio  and  NavTraffic  service, 
complimentsoflnfinitiIDiscovermoreatlnfiniti.com/QX. 


The  new  QX56    I  N  f  I  N  I  T  I 


Other  Comments 


Everything  one  invents  is  true,  you  can  be  sure  of  that.  Poetry  is  as  exact  a  science  as  geometry. 

— GUSTAVE  FLAUBERT 


Liberating  Liberty  America  became  an  economic  power 
despite,  not  because  of,  Hamiltonian  intervention.  Hong  Kong  and 
much  of  East  Asia  went  from  abject  poverty  to  affluence  in  a  few 
decades  not  because  their  governments  gave  people  "tools  they  need 
to  compete"— they  didn't — but  because  they  exercised  limited  pow- 
ers. I  wish  [David]  Brooks  and  other  Hamiltonian  conservatives 
understood  that  freedom  and  prosperity  have  nothing  to  do  with 
bureaucrats  managing  society  through  schooling  and  tax  manip- 
ulation. Prosperity  comes  from  leaving  people  free  in  a  legal  sys- 
tem that  respects  their  persons  and  property  so  they  can  pursue 
their  dreams  while  taking  responsibility  for  their  actions.  Free  peo- 
ple find  their  own  tools  if  the  state  leaves  them  alone. 

In  the  era  of  big  government,  the  last  thing  we  need  are  cham- 
pions of  the  statist  Hamilton.  What  we  need  now  are  champions 
of  the  libertarian  Jefferson,  who  said  in  a  very  un-Hamiltonian  way: 
"I  would  rather  be  exposed  to  the  inconveniences  attending  too  much 
liberty  than  to  those  attending  too  small  a  degree  of  it." 

—JOHN  STOSSEL,  New  York  Sun 

Promoting  Terror  The  Iranian  regime  and  the  corpo- 
rations partnering  with  it  are  abetted  by  a  well-heeled  Washington 
lobby:  the  National  Foreign  Trade  Council.  Its  president  is  William 
Reinsch,  and  the  effect  of  its  lobbying  at  the  moment  would  be  to 
keep  American  taxpayers  and  pension  fund  beneficiaries  under- 
writing our  enemies  through  their  institutional  and  personal  in- 
vestments. Mr.  Reinsch  had  a  checkered  career  prior  to  assuming 
his  current  role  as  Terrors  Lobbyist.  Now,  the  former  Commerce 
undersecretary  heads  a  trade  council  that  favors  doing  business  with 
Americas  enemies  and  runs  interference  for  those  determined  to 
do  so.  In  his  present  role,  Mr.  Reinsch  works  to  counter  citizens 
and  their  elected  representatives  who  believe  such  business  deal- 
ings are  strategically  ill-advised  and  morally  repugnant. 

As  to  the  effect  on  Iran  of  [divestment]  initiatives  under  way, 
they  actually  could  prove  as  dramatic  as  the  divestment  campaign 
mounted  20  years  ago  against  South  Africa.  That  campaign  indis- 


putably helped  compel  the  apartheid  regime  to  abandon  its  racist 
policy  and  ultimately  contributed  to  the  governments  fall  from  power. 

Interestingly,  Mr.  Reinsch  told  a  reporter,  "You  don't  win  this 
particular  battle  in  the  hearings;  you  win  the  barde  in  the  backroom, 
where  you  can  explain  the  consequences  of  the  legislation."  In  other 
words,  his  clients'  case  cannot  stand  the  light  of  day.  Their  only  chance 
lies  in  spooking  legislators  in  settings  where  their  constituents  and 
the  press  cannot  monitor  the  misinformation  and  intimidation. 

—FRANK  J.  GAFFNEY  JR.,  president, 
Center  for  Security  Policy,  Washington  Times 

Dose  of  Reality  [Michael  Moore's  Sicko]  is  compelling 
material — I  know  because,  born  and  raised  in  Canada,  I  used  to 
believe  in  government-run  health  care.  Then  I  was  mugged  by 
reality.  [Consider,  for  instance:]  Around  the  time  Mr.  Moore  was 
putting  the  finishing  touches  on  his  documentary,  a  hospital  in 
Sutton  Coldfield  [U.K.]  announced  its  new  money-saving  linen 
policy:  Housekeeping  will  no  longer  change  the  bed  sheets 
between  patients,  just  turn  them  over. 

—DAVID  GRATZER,  M.D.,  Manhattan  Institute, 
Wall  Street  Journal 

Talking  Sense  With  little  exception,  talk  radio  has  been 
dominated  by  the  right,  which  has  made  it  a  rich  target  of  the  left. 
The  inevitable  collapse  of  overhyped  Air  America,  the  left's 
attempt  to  balance  out  the  right's  command  of  the  radio  talk- 
show  airwaves,  will  only  make  the  left's  envy  even  more  wrathful. 
Look  for  Air  America's  embarrassing  failure  to  become  a  rallying 
point  for  [Democratic  Representative  Dennis]  Kucinich  and 
party  colleagues  who  would  exhume  the  fairness  doctrine. 

That  the  market  has  justly  rejected  talk  radio  that  is  filtered 
through  a  left-wing  looking  glass  is  meaningless  to  most  Demo- 
crats. Many  in  the  party,  as  the  public  will  learn  soon  enough,  are 
so  convinced  of  the  superiority  of  their  positions  that  they  are  will- 
ing, even  eager,  to  violate  market  preferences,  disregard  a  basic  lib- 
erty and  force  broadcasters  to  give  them  equal  time.  Democrats 
should  not  complain  about  the  right's  success  in  talk  radio;  they 
have  newspapers,  network  television  and  Hollywood  to  carry  their 
water.  In  all  fairness,  the  Democrats  should  just  leave  the  media 
alone  and  let  a  free  people  make  their  own  choices. 

— Investor's  Business  Daily 

Clueless  [In  June]  the  House  responded  [to  the  State  Depart- 
ment's passport  debacle]  in  about  the  most  counterproductive  way 
imaginable.  It  approved  measures  to  cut  financing  for  the  new  sys- 
tem and  to  delay  the  requirement  for  land  and  sea  travelers  until 
June  2009.  Pushing  off  a  deadline  that  far  is  like  telling  a  kid  who 
failed  to  do  his  homework  that  he  doesn't  have  to  complete  it  for 
another  two  years.  Where's  the  incentive  to  do  better? 

—  USA  Today  F 
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Who  helps  doctors  see  each 
patient  as  one  of  a  kind? 

We  do.  .  •  > 


Innovations  from  Siemens  can  be  found  everywhere.  And  more  advanced  personalized 
healthcare  is  an  innovation  that's  closer  than  you  think.  Our  technology  and  process 
advancements  in  imaging,  laboratory  diagnostics  and  information  technologies  are 
enabling  customized  care  based  on  patients'  individual  needs.  Interventions  can  begin 
earlier  —  before  a  patient  experiences  symptoms  of  disease.  Hospitalization  can  be  ' 
minimized  and  overall  healthcare  costs  reduced.  At  Siemens,  our  innovations  today  are 
working  toward  a  healthier  tomorrow. 

automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa. Siemens. con  :fakind 


SIEMENS 


By  David  Malpass,  Chief  Economist, 
Bear  Stearns  &  Co. 


The  Washington  Tax  Mess 


OVER  THE  NEXT  FEW  MONTHS  WASHINGTON  WILL  ALMOST 
certainly  pass  a  massive  tax  bill  to  maintain  the  alternative  mini- 
mum tax  at  roughly  current  levels.  Without  a  new  bill  inflation 
and  income  growth  will  cause  the  AMT  to  automatically  expand 
to  an  extra  20  million  taxpayers,  adding  $50  billion  to  their  2007 
tax  bills.  This  makes  the  AMT  bill  one  of  the  few  remaining 
"must-pass"  pieces  of  legislation  before  the  2008  elections. 

The  2007  bill  will  be  important  in  and  of  itself— a  typical  tome 
of  tax  complexity— but  its  bigger  impact  will  be  as  a  prototype  for 
dealing  with  the  2010  expiration  of  the  Bush  2003  tax  cuts.  The 
2010  expirations  are  a  much  larger  problem  than  the  AMT — 
roughly  $4  trillion  versus  $600  billion,  using  congressional  scor- 
ing. They  would  penalize  the  most  growth-oriented  parts  of  the 
economy,  raising  tax  rates  on  capital  gains  and  dividends  and 
increasing  personal  income  tax  rates  and  those  on  small  busi- 
nesses. Thus,  resolving  the  2010  expirations  may  well  be  the 
biggest  economic  and  market  event  of  the  next  Administration. 

At  the  core  of  the  issue — for  both  the  AMT  and  the  expira- 
tions— is  the  definition  of  a  tax  increase.  President  Bush's  aides  have 
said  he  will  veto  any  tax  increase,  but  Washington's  standard  dodge 
is  that  a  bill  that  is  scored  as  "revenue  neutral"  is  not  a  tax  increase, 
even  if  it  increases  many  taxes  and  causes  a  heavier  net  tax  burden. 

The  revenue  neutrality  standard  creates  two  major  biases 
toward  higher  taxes.  First,  Congress  scores  a  tax  bill  (guesses  the 
revenue  impact)  on  the  explicit  assumption  that  economic 
growth  and  asset  prices  are  unchanged  by  tax  rates — expressly 
denying  the  2003  experience,  when  the  economy,  equity  markets 
and  tax  receipts  surged  after  the  growth -oriented  tax  cut.  This  is 
called  a  static  model.  It's  Washington's  dream  concept:  taxes  with- 
out consequences.  The  scoring  procedure  is  now  deeply  embed- 
ded, having  been  perpetuated  over  successive  Republican  and 
Democratic  majorities  in  Congress. 

The  second  major  tax  bias  is  Congress'  choosing  to  use  hypo- 
thetical revenues  as  its  baseline  for  defining  a  tax  increase  instead 
of  using  the  actual  or  likely  tax  burden.  For  example,  the  AMT 
bill's  baseline  is  the  large  hypothetical  2007  revenue  gain,  in  the 
event  that  millions  more  people  pay  the  AMT  and  U.S.  economic 
growth  is  unaffected  by  their  having  to  do  so.  Congress'  ideal.  A 
more  realistic  choice  would  be  one  based  on  the  actual  2006 
AMT  tax  burden.  The  current  method  invites  Congress  to 
impose  big  new  taxes  to  offset  the  theoretical  cost  of  keeping  the 
AMT  the  way  it  is. 

Unlike  the  appropriations  process,  in  which  Republicans  have 
taken  a  clear  stand  against  budget-busters  and  have  assured  the  Pres- 


ident that  they  will  support  his  vetoes,  the  coming  AMT  debate  may 
split  the  Republicans.  Many  simply  want  to  keep  the  AMT  from 
going  up  and  don't  want  to  fight  business  tax  increases,  especially 
if  they're  labeled  as  taxes  on  the  rich.  Others  support  "revenue  neu- 
trality" in  principle,  perhaps  thinking  that  it,  rather  than  economic 
growth,  controls  the  fiscal  deficit.  While  President  Bush  opposes 
tax  increases,  his  position  on  a  "revenue  neutral"  tax  bill  including 
hikes  and  extensions  is  unclear.  The  President  instructed  the  2005 
tax  reform  commission  to  adhere  to  revenue  neutrality.  And  the 
Administration's  latest  budget  proposed  paying  for  the  deficit-neu- 
tral cost  of  maintaining  the  2006  AMT  burden  with  spending  cuts. 

Fixing  the  Mess 

Given  current  political  dynamics,  Washington  will  likely  choose 
"business  as  usual":  a  big  tax  increase  masked  in  "revenue  neu- 
trality" and  marketed  as  a  "cut"  in  the  alternative  minimum  tax. 
Within  the  bill — and  mostly  unread  until  after  the  congressional 
vote  is  taken — will  be  hundreds  of  winners  and  losers  carefully 
chosen  to  lock  in  key  legislators,  interest  groups  and  lobbyists 
and  win  the  President's  signature.  The  net  effect?  Another 
upward  ratchet  in  business  taxation  as  payment  for  Washington's 
maintaining  the  2006  AMT  treatment. 

With  every  year  that  Congress  nurses  these  surreal  procedures 
(pretending  that  tax  hikes  aren't  hikes  and  don't  slow  the  econ- 
omy), the  tax  code  gets  more  convoluted.  Congress  must  develop 
a  more  balanced  technique  for  calculating  revenue  neutrality.  It 
could  do  this  in  two  steps.  The  first  would  be  to  use  the  actual 
2006  tax  burden  instead  of  hypothetical  tax  revenue  as  the  base- 
line for  this  summer's  AMT  bill.  This  would,  in  effect,  allow  the 
AMT  to  be  inflation-indexed  without  requiring  tax  increases  as 
offsets.  It  would  also  set  a  pro-growth  precedent  for  the  2010  expi- 
rations, causing  a  major  celebration  in  U.S.  growth  expectations 
and  asset  prices.  The  second  step  could  be  taken  when  Congress 
considers  larger  tax  bills.  In  scoring  them  it  could  decide,  perhaps 
by  vote,  to  factor  in  at  least  a  portion  of  the  growth  and  asset-price 
impact  of  constructive  tax  changes  (assumed  to  be  nil  under  cur- 
rent procedures).  This  would  create  a  more  level  playing  field  for 
considering  tax  changes  on  their  merits,  raising  the  chances  of 
reforming  the  tax  code  before  it  pushes  us  into  recession. 

With  the  President  practicing  his  veto  power  on  appropria- 
tions bills,  it's  too  early  to  give  up  on  constructive  changes  in  tax 
procedures  during  the  next  few  months.  Mr.  Bush  would  have  to 
define  a  tax  increase  using  the  duck  test:  If  it  walks  and  quacks 
like  a  duck,  it  probably  is  one.  F 


David  Malpass,  chief  economist,  Bear  Stearns  &  Co.;  Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor 
of  Singapore;  and  Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico,  rotate  in  writing 
this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Zero-Sum 

THE  MOOD  IN  AMERICA  REGARDING  STOCKS  AND  THE  ECON- 
omy  turned  palpably  sour  this  summer.  Blackstones  IPO  let  loose 
the  dogs  of  resentment.  Republicans  and  Democrats  raced  to  the 
nearest  microphone  to  express  outrage.  Chuck  Grassley  (R-Iowa) 
accused  Blackstone  of  "screwing  the  middle-income  taxpayer" 
because  the  firm  paid  the  capital  gains  tax  rate  on  sweat-equity 
profits,  as  entitled  by  the  federal  tax  code.  What's  new  about  that? 
Every  private  equity  and  venture  capital  firm  in  the  U.S.  has  paid 
that  rate  since  1978,  when  it  was  lowered  from  49%  to  28%. 

That's  why  the  rate  was  lowered,  Chuck!  To  stimulate  innovation! 

Has  private  money  screwed  America?  Not  at  all.  During  the 
1979-2007  period  risk  capital  flowed  into  virgin  fields  and  Amer- 
ica recovered  its  entrepreneurial  chops.  Think  of  Apple,  Sun 
Microsystems,  Microsoft,  Dell,  Oracle,  Cisco,  Palm,  Yahoo  and 
Google.  All  started  little  and  have  grown  mighty.  All  were  backed 
by  private  money,  "screwing  the  middle-income  taxpayer." 

I  wish  Senator  Grassley  would  give  it  a  rest.  He  won't,  of  course. 
Politicians  can't  help  themselves.  They  live  in  a  world  defined  by 
limits.  There  is  only  one  President  and  100  senators  and  435  con- 
gressmen. One  blowhard's  win  is  another  blowhard's  loss  in  the 
lowlands  east  of  the  Potomac.  Thus  Blackstones  rewards,  according 
to  Grassley,  can  only  hurt  the  rest  of  us.  In  late  June  Congressman 
Sander  Levin  (D-Mich.)  took  the  zero-sum  fallacy  further  when 
he  introduced  a  bill  that  would  end  the  15%  cap  gains  tax  prefer- 
ence for  most  private  partnerships:  private  equity,  hedge  funds, 
venture  capital  firms,  real  estate  partnerships  and  oil  and  gas  deals. 

Wrong  Then,  Wrong  Now 

Politicians  aren't  the  only  ones  with  flattened  vision.  At  the  dawn 
of  the  U.S.  economic  boom  in  1980  MIT  economist  Lester  C. 
Thurow  looked  backward  into  the  dark  night.  He  called  his  sad 
new  book  The  Zero-Sum  Society:  Distribution  and  the  Possibilities 
for  Economic  Change.  Here  is  a  description  on  Amazon: 

"Interpreting  macroeconomics  as  a  zero-sum  game,  Thurow 
proposes  that  the  American  economy  will  not  solve  its  most  trench- 
ant problems — inflation,  slow  economic  growth,  the  environment — 
until  the  political  economy  can  support,  in  theory  and  in  practice, 
the  idea  that  certain  members  of  society  will  have  to  bear  the  brunt 
of  taxation  and  other  government-sponsored  economic  actions." 

That  yawner  of  a  58-word  sentence  gives  you  the  flavor  of  the 
book.  Nevertheless,  the  famed  Harvard  economist  John  Kenneth 
Galbraith  called  Zero-Sum  Society  "an  extraordinarily  good  and 
lucid  examination  of  current  economic  difficulties."  Galbraith 
was  wrong  about  prose  and  prophecy.  It  was  a  horrible  book  and 
a  crimped  way  of  looking  at  economics  and  the  human  spirit. 
President  Ronald  Reagan  neglected  to  read  it.  One  assumes  the 
founders  and  backers  of  Apple,  Sun  Microsystems,  Microsoft, 


Fallacies 

Dell,  Oracle,  Cisco,  Palm,  Yahoo  and  Google  passed  on  it,  too. 

Zero-sum  implies  no  net  progress  in  human  affairs.  The  facts 
scream  otherwise.  Global  production  in  2006  amounted  to  $66  tril- 
lion, or  $10,200  per  person.  Two  hundred  years  ago  per  capita 
income  was  about  $300.  Five  thousand  years  ago  it  was  equiva- 
lent to  $200.  For  the  mass  of  mankind  there  was  no  detectable 
economic  progress  for  4,800  years.  Then  came  the  Industrial 
Revolution  with  its  hockey-stick  curve  in  income  and  life  span. 

Yet  the  zero-sum  myth  lives  on.  Like  a  retrovirus  it  burrows 
and  hides  and  waits.  In  1968  it  popped  up  in  the  form  of  a  best- 
selling  book  by  Paul  R.  Ehrlich  entitled  The  Population  Bomb.  As 
investor  Gary  Alexander  recounted  in  a  recent  speech:  "[Ehrlich] 
opened  famously  by  saying,  'The  battle  to  feed  [all  of]  humanity 
is  over.  In  the  1970s  and  1980s  hundreds  of  millions  of  people 
will  starve  to  death  in  spite  of  any  crash  programs  embarked 
upon  now.'  Writing  in  Ramparts  magazine,  Ehrlich  went  even 
further,  'Millions  of  people  will  soon  perish  in  smog  disasters  in 
New  York  and  Los  Angeles  ...  the  oceans  will  die  of  DDT  .poi- 
soning by  1979  ...  the  U.S.  life  expectancy  will  drop  to  42  years 
by  1980,  due  to  cancer  epidemics.'  Hepatitis  and  dysentery  would 
sweep  America  by  1980  and  nearly  all  of  us  would  wear  gas 
masks.  Over  65  million  Americans  would  starve  in  the  1980s, 
leaving  only  22.6  million  starved  Americans  alive  in  1990." 

Then,  to  Ehrlich's  apparent  dismay,  the  inventive  human 
spirit  intervened. 

While  Ehrlich  was  gnashing  his  teeth,  Alexander  writes, 
"Dr.  Norman  Borlaug  was  launching  the  Green  Revolution, 
which  has  managed  to  feed  billions  more  people  on  moderately 
more  arable  soil  than  in  the  1960s.  Instead  of  starving  against  our 
will,  millions  of  us  are  trying  to  starve  voluntarily— by  dieting. 
Food  is  far  cheaper,  relative  to  the  overall  growth  of  the  cost  of 
living,  than  in  the  1960s.  From  1977  to  1994  food  costs  fell  77% 
in  real  terms." 

Undeniable  progress.  Yet  the  zero-sum  virus  lives!  You  can 
find  it  today  lurking  inside  these  political  canards:  Energy  is  run- 
ning out.  Earth  is  burning  up.  Immigrants  take  American  jobs. 
Imports  wreck  American  industries.  Taxes  must  go  up  to  balance 
the  budget.  Americans  spend  too  much  on  health  care.  Nor  is 
corporate  management  immune  to  zero-sum  thinking.  Consider 
these  oft-heard  sayings:  Our  market  is  mature.  We'll  have  to  add 
services  to  boost  margin.  We'll  have  to  merge  with  Company  X 
to  grow  revenue.  Let's  build  a  patent  wall.  Let's  sue,  sue,  sue. 

What  do  you  think?  Send  your  favorite  zero-sum  fallacies  to 


publisher@forbes.com.  F 
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Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  e-mail  him 
at  publisher@forbes.com. 
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The  Rich  Get  Richer 

Databases  say  99  U.S.  public  companies  now  trade  for  upward  of 
$100  a  share,  among  them  Google  (recent  price,  $530.38),  Gold- 
man Sachs  ($219.18)  and,  of  course,  Berkshire  Hathaway 
($110,000).  That  compares  with  just  21  such  lofty  stocks  five 
years  ago  and  42  in  1997.  But  a  dear  quotation  has  proved  to  be 
a  pretty  decent  indicator  of  riches  to  come.  Over  ten  years  the 
S&P  500  has  had  a  total  return  of  7%  a  year,  but  this  group  of  42 
has  returned  an  average  10%  a  year.  The  five-year  outperfor- 
mance  was  even  greater:  1 )  %  annualized  for  the  S&P  500  since 
2002  versus  16%  for  the  rich  stocks.    — Chana  R.  Schoenberger 

Paying  Taxes  by  Phone 

IDT,  the  Newark,  N.J.  long-distance  firm  whose  $840  million 
market  cap  and  (at  last  report)  $750  million  in  reasonably  liquid 
assets  contrast  sharply  with  its  declining  sales  and  rising  losses, 
confirms  the  Internal  Revenue  Service  is  auditing  its  tax  returns 
for  2001  to  2004.  Likely  focus:  whether  IDT  properly  used  tax- 
cutting  losses  from  the  Net2Phone  unit,  a  pioneering  Voice- 
over-Internet  provider  IDT  controlled  but  never  majority  owned. 
Estimates  of  an  IRS  back  tax  bill  soon  range  from  zero  (that  from 
IDT,  which  defends  its  accounting)  to  $300  million.  Stanford 
Group  analyst  Clayton  Moran  says  the  top  figure  could  whack  29% 
off  the  shares,  recently  trading  at  $  1 0.22.         —Michael  Maiello 


Radioactive  Future 

Over  nine  months,  shares  of  Uranerz  Energy,  a  uranium  company 
with  offices'  in  Casper,  Wyo.  and  Vancouver,  B.C.,  have  gone  up 
283%  to  a  recent  $5. 1 0,  producing  a  $222  million  market  cap.  Since 
its  founding  in  1999  as  Carleton  Ventures,  the  firm  hasn't  sold  any 
minerals  or  generated  any  revenue.  In  2005  it  took  its  present 
name,  once  used  by  a  European  exploration  outfit.  Uranerz  says 
it  is  pursuing  mining  opportunities  in  Canada,  Wyoming  and 
Mongolia,  but  the  firm  might  be  stretched  a  bit  thin;  only  five  full- 
time  workers  are  on  the  payroll.  Boss  Glenn  Catchpole  says  he 
hopes  to  begin  production  by  late  2010.  Uranerz  states  in  fresh 
filings  that  it  "has  not  presently  determined"  if  anything  it  has  is 
"economically  recoverable."  —  William  P.  Barrett 

Aliens  Must  Have  Come  From  NYC 

Remote  Roswell,  N.M.  long  has  drawn  tourists  and  their  little 
green  dollars  for  the  Roswell  Incident,  the  supposed  summer-of- 
1947  crash  of  an  alien  spaceship.  But  this  months  60th-anniversary 
festival  still  masked  some  holes  in  the  tale.  Researchers  can't  even 
agree  on  the  accident  site,  having  identified  a  half-dozen  venues 
over  a  200-mile  range.  Nor  is  there  consensus  on  the  exact  day, 
with  different  dates  cited  over  a  three-week  period.  A  book  by 
ex-Pentagon  official  Karl  T.  Pflock,  who  agreed  with  a  U.S.  govern- 
ment report  the  wreck  was  a  (U.S.)  military  monitoring  balloon, 
says  hieroglyphic  symbols  reported  by  witnesses  were  adhesive 
tape  made  by  Merrick  Manufacturing  in  New  York  City.  — W.P.B. 


■ 

Quids  Pro  Quo 

A  new  academic  study  suggests  parents  tend  to  donate 
more  to  their  alma  maters  as  their  children  near  college 
age,  then  cut  back  after  the  admissions  decision  is 
made — especially  if  it's  a  rejection.  Economics  researchers 
Jonathan  Meer  (Stanford)  and  Harvey  S.  Rosen  (Prince- 
ton) examined  data  of  32,500  graduates  from  1972  to 
2005  from  what  they  dubbed  Anon  U,  an  unidentified 
"selective  research  university"  that  didn't  graduate 
women  until  the  1970s.  Conclusion:  "Some  donations  are 
made  in  the  hope  of  a  reciprocal  benefit." — Janet  Novack 


The  Real  Fun  Begins  After  the  Candles  Are  Blown  Out 

Birthday  celebrations  sometimes  attract  attention  that  proves  to  be  rather  unwanted  by  the  participants.— J.N. 


1  PARTYGOER 

DETAILS  AFTERMATH 

Alice  Amafo 

cabinet  member  in  Suriname  used  public  funds  for  her  30th    resigned  after  exposure 

Conrad  Black 

publisher  billed  firm  for  most  of  $62,000  tab  for  wife's  60th     stood  trial  for  fraud   

 ^  i 

|  Lawrence  W.  Burt 

ran  U  of  Texas  aid  office  that  took  birthday  cakes  from  lenders  fired 

Kurt  Clayweil 


Connecticut  contractor  deducted  expenses  for  wife's  party 


William  M.  Johnson     public  funds  used  for  Philadelphia  official's  birthday  bash 


5'/£  years  for  tax  fraud 
acquitted  of  theft  charges 


Stephen  Schwarzman   hedge  fund  titan  threw  lavish  party  for  self 


Congress  eyes  his  tax  breajj 


L  Dennis  Kozlowski  ^hief  exec's  firm  helped  fund  Sardinia  toga  party  for  wife       7  years,  $240  million  payback 
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On  My  Mind  

By  David  Moss,  professor  at  harvard  business  School  and  author,  a  Concise  Guide  to  Macroeconomics-.  What 

Managers,  executives,  and  Students  need  to  know  (Harvard  Business  school  Press,  2007). 

Leave  No  Risk  Behind 

The  government  should  stop  guaranteeing  companies  that  make  student  loans. 

Insure  students  instead. 


THE  CRISIS  IN  AMERICA'S  STUDENT  LOAN 
system  should  surprise  no  one.  With  the 
federal  government  covering  the  losses 
and  private  lenders  collecting  the  gains, 
it's  no  wonder  that  lenders  have  been  cut- 
ting corners  to  grab  business.  The  kick- 
back scandal  is  only  the  tip  of  the  iceberg. 
The  deeper  problem  is  that  the  federal 
government  is  underwriting  the  wrong 
risk.  It  should  be  insuring  students,  not 
the  companies  that  lend  to  them. 

Economists  have  long  recognized  that 
a  significant  government  role  is  essential 
in  student  lending,  since  student  loans 
don't  work  the  way  that  other  loans  do. 
When  a  business  borrows  to  buy  a  new 
machine,  it  can  use  the  machine  itself  as 
collateral  for  the  loan.  But  when  a  student 
borrows  to  pay  for  college,  there's  nothing 
to  collateralize.  The  economist  Milton 
Friedman  identified  this  problem  as  early 
as  1955,  observing  that  financial  markets 
underinvested  in  human  capital  as  a 
result.  A  decade  later  federal  policymak- 
ers began  guaranteeing  student  loans  to 
help  address  this  market  flaw. 

Although  private  lending  to  students 
expanded  dramatically  after  the  introduc- 
tion of  federal  guarantees,  the  system  still 
falls  short.  Students  who  borrow  to  cover  tuition  place  them- 
selves in  serious  financial  jeopardy.  Heavily  in  debt  coming  out  of 
college,  they  can  ill  afford  a  low-paying  job  (as  a  teacher,  for 
example),  or  delays  in  finding  a  job,  or  significant  interruptions 
once  their  careers  have  commenced.  The  College  Board  reports 
that  the  median  college  graduate  in  2004  finished  school  nearly 
$20,000  in  the  hole. 

Fortunately,  there's  a  way  to  ease  the  burden  on  students  and 
clean  up  the  system  at  the  same  time.  The  solution  lies  in  chang- 
ing the  way  we  finance  higher  education,  insuring  students 
against  losses  on  their  educational  investments,  rather  than  guar- 
anteeing lenders  against  bad  loans. 

Specifically,  we  should  ensure  that  every  American  can 
finance  college  or  graduate-school  tuition  (or  the  cost  of  job 
training)  with  a  special  income-contingent  loan  (ICL)  from  the 
federal  government.  The  loan  would  have  an  extended  term  (up 


Let  borrowers  stop 
paying  when  their 
income  goes  down. 


to  30  years,  like  a  mortgage)  and  would 
defer  or  potentially  forgive  interest  pay- 
ments for  any  year  in  which  the  recipi- 
ent's household  income  fell  below  a  pre- 
specified  trigger. 

A  federal  ICL  program  would  make 
certain  that  every  American  equipped  to 
earn  a  college  degree  could  get  it,  irre- 
spective of  need.  Although  participating 
students  would  still  assume  substantial 
levels  of  debt,  they  would  have  much  less 
cause  for  worry,  and  thus  much  more 
reason  to  invest  in  higher  education, 
since  they  would  not  have  to  pay  when 
their  income  faltered. 

An  ICL  program  would  also  reduce 
costs.  Under  the  current  regime  about 
three-quarters  of  loans  for  postsecondary 
education  are  guaranteed  by  the  federal 
government.  Private  lenders  earn  profits 
when  the  loans  are  repaid,  and  the  fed- 
eral government  is  left  holding  the  bag 
when  they  are  not.  In  addition,  the  fed- 
eral government  often  pays  dearly  for 
private  collection  services,  which  are  fre- 
quently provided  by  the  same  lenders 
whose  "losses"  were  already  covered  by 
federal  guarantees.  Under  an  ICL  pro- 
gram, collection  could  be  administered 
through  the  IRS,  as  part  of  the  tax  withholding  system.  Since 
repayment  would  be  virtually  automatic,  delinquency  would  be 
reduced  to  an  absolute  minimum,  which  in  turn  would  ensure 
the  lowest  possible  interest  rates  on  the  loans. 

Income-contingent  lending  for  education  is  not  a  new  idea. 
Milton  Friedman  championed  it,  as  did  James  Tobin,  another 
Nobel  economist  from  the  other  side  of  the  political  spectrum. 

The  good  news  is  that  Congress  is  moving  on  legislation  to 
shift  resources  from  lenders  to  students.  Bills  in  both  houses 
promise  to  reduce  subsidies  to  lenders,  while  simultaneously 
increasing  funding  for  student  aid,  reducing  the  interest  rate  on 
certain  student  loans  and  expanding  loan  forgiveness  programs. 
The  bills  even  contain  some  promising  income-contingent  repay- 
ment options,  steps  in  the  right  direction.  We  should  go  further, 
with  a  comprehensive  system  of  income-contingent  lending.  In 
other  words,  education  insurance  for  the  2 1st  century.  F 
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Your 

STOCK-PROFIT  COMPASS 

is  now  ready! 

Just  point  this  virtual  compass  and  follow  the  heading  to 
consistent  stock  profits 

Making  money  in  the  stock  market  can  be 


Your  Stock-Profit  Compass  Provides  4  Vital  Signals 


BUY  —  at  the  early  stages  before  market  frenzies  drive  up  the  share  price 
PROTECT  PROFITS  —  when  you  are  up  more  than  80%  in  less  than  1 00  days 
HOLD  —  in  times  of  fluctuation  in  which  discipline  is  your  most  valuable  asset 
SELL  —  after  sustained  market  reaction  has  overvalued  the  share  price 

One-Time  Offer  for  First-Time  Compass  Users 


If  you  are  new  to  the  Ultimate  Stock-Profit  Compass,  this  is  your  chance 
to  ensure  lifetime  online  access  for  the  special-offer  price  of  $49.95.  Make 
your  decision  quickly  because  this  offer  has  strictly  limited  availability. 

Fastest  service  is  ensured  by  calling  Contrarian  Press: 
toll  free  line:  866-628-2661 

Or  email  your  request  to:  info@ContrarianPress.com 
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Follow-Through 


AUGUST  14,  2006 


Still  Marvell-ous? 


Stripped  down:  Weili  Dai  and  Sehat  Sutardja. 


Last  year  we  profiled  Marvell,  a 
scrappy  semiconductor  company 
that  had  grown  to  $2  billion  in  sales 
by  winning  away  business  from  chip 
giants  like  Texas  Instruments,  Intel 
and  Broadcom.  Since  then  the  SEC 
and  federal  prosecutors  have  fingered 
the  Santa  Clara,  Calif,  company, 
along  with  dozens  of  others,  in 
options-backdating  investigations. 
After  an  internal  investigation  Mar- 
veil's  board  in  May  asked  cofounder 
Weili  Dai  to  leave  her  post  as  chief 
operating  officer  after  finding  that 
she  had  backdated  options  (she's  now 
director  of  strategic  marketing).  Mar- 
vell stripped  her  husband  and 
cofounder  Sehat  Sutardja  of  his  role 
as  chairman  but  allowed  him  to  con- 
tinue as  chief  executive.  The  board 
said  he  had  been  present  at  meetings 
where  backdating  was  discussed  but 
was  only  an  occasional  participant. 
The  shake-up  means  Dai,  an  ener- 


getic, exacting  executive,  will  no  longer 
lead  sales  efforts  or  help  turn  around  the 
cell  phone  chip  business  that  Marvell 
bought  for  $600  million  from  Intel  as  our 
story  was  going  to  press.  Dai  and  Sutardja 
did  not  respond  to  requests  for  comment. 
The  two,  each  worth  $l  billion  on  paper 
when  our  story  ran,  have  seen  their  stock 
wealth  fall  35%.  —David  Whelan 

JUNE  18,  2007 

Quitting  North  Korea 

Our  story  on  British  American  Tobacco 
described  the  company's  eagerness  to 
peddle  cigarettes  anywhere  and  every- 
where. That  included  spots  where  com- 
petitors feared  to  tread,  most  notably 
North  Korea,  where  BAT  had  a  55%  stake 
in  a  government  factory  near  Pyongyang. 
Shortly  after  our  story  appeared,  BAT 
announced  a  sudden  decision  to  pull  out 
of  North  Korea.  A  BAT  spokesman  said 
the  decision  was  not  made  as  a  result  of 


THINK 


1  8-wheel  air  freshener 


political  pressure,  but 
"for  business  reasons 
and  to  manage  future 
business  risk."  BAT 
has  agreed  to  license 
its  brand,  Craven  A, 
to  its  former  North 
Korean  partner. 
— Michael  Freedman 

APRIL  18, 
2005 

China's  Oil  King 

When  we  profiled  Asia's  largest  oil  producer, 
PetroChina,  the  government-controlled 
company  was  looking  to  expand  its  domes- 
tic-focused business  overseas.  Since  our 
report  PetroChina  has  taken  a  50%  stake  in 
an  exploration  company  owned  by  its 
parent  company,  giving  it  access  to  reserves 
in  countries  including  Venezuela,  Peru  and 
Kazakhstan.  In  June,  after  a  tripling  of  its 
share  price  in  the  past  two  and  a  half  years, 
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With  the 

Drill 

W 


FLASHBAC K  S 


its  stock  climbed  to  an  all-    Drilling  up: 
time  high  of  $  1 52  on  word   Snare  Prices 
that  PetroChina  would  list   'iave  tr'P'et*- 

its  shares  in  Shanghai,  in  addition  to  New 
York  and  Hong  Kong.  One  dark  cloud:  The 
company's  parent,  China  National  Petro- 
leum, continues  to  take  heat  for  investments 
in  troubled  Sudan.  Fidelity  this  year  reduced 
its  holding  of  PetroChina  amid  complaints. 
Another  prominent  foreign  shareholder, 
Warren  Buffett's  Berkshire  Hathaway,  hasn't 
been  swayed. 

— Russell  Flannery 


Ultra  low  sulfur  ■ 
diesel  and  ■ 
advanced  engines  I 
will  mean  90°/o  s 
less  emissions  ■ 
'  1 


85  YEARS  AGO  IN  FORBES  | 
MAY  13, 1922 

Russian  Roulette  Business 

.  concerns  and  nations  that  long  ago 
figured  upon  being  able  to  resume  sat- 
isfactory relations  with  Russia  exercised 
poor  judgment.  Those  dominating 
Russia  today  take  pride,  not  in  dealing 
fairly  and  squarely  with  foreign  busi- 
nessmen and  foreign  nations,  but  in 
hoodwinking,  fooling  and  cheating. 

20  YEARS  AGO  IN  FORBES  | 
MAY  4, 1987 

JUSt  Doing  It  Humbled,  Nike  is 
trying  to  regain  the  steps  it  lost.  Chief 
Executive  Philip  Knight  is  slashing 
overhead,  closing  excess  plant  capacity, 
so  that  now  nearly  all  production  is 
handled  by  contractors  in  South  Korea, 
Taiwan  and  Thailand. 

„  Nike's  earnings  are  up  32%,  boosted  in 
part  by  overseas  growth. 


Hype  in  The 
Genes 

Gene  celeb  Craig  Venter  is  making  new 
breakthroughs  at  a  new  institute.  Let's  hope  it 
doesn't  end  up  like  his  last  one. 
By  Matthew  Herper 


J CRAIG  VENTER  SECURED  HIS 
place  in  the  scientific  firmament 
seven  years  ago  when  he  nearly 
outran  the  U.S.  government  in  the 
race  to  map  the  human  genome. 
He's  aiming  impossibly  high  again,  mak- 
ing big  headlines  for  transplanting  the 
entire  genome  of  one  species  of  bacterium 
into  another.  It  was  hailed  by  several  sci- 
entists as  a  step  toward  producing  the  first 
man-made  organism  that,  according  to 
Venter,  could  as  soon  as  five  years  from 
now  help  solve  global  warming  by  reduc- 
ing our  reliance  on  fossil  fuels. 

Venter's  transplanting  trick  was 
another  wow  moment  at  his  500-person 
gene  machine,  which  goes  by  an  easy-to- 
remember  name,  the  J.  Craig  Venter  Insti- 
tute. Its  $200  million  in  assets  is  funded  in 
part  by  gains  from  his  biotech  business 
ventures.  Venter,  60,  is  one  of  the  two 
most  mentioned  researchers  in  a  recent 
textbook  on  recombinant  DNA. 

Being  the  Bono  of  genetics  allows 
him  to  fund  audacious  ideas  that  might 
otherwise  be  starved  of  support,  but 
here's  the  thing  to  know  about  Venter:  He 
warps  the  reality  field  around  genetic 
research  through  sheer  force  of  ego  and 
showmanship.  Lots  of  researchers  are 
already  crafting  synthetic  organisms  by 
modifying  the  genes  of  existing  germs, 
but  Venter  is  going  for  an  entirely  man- 
made  organism.  It's  a  huge,  stupendous 
goal,  but  he's  also  using  the  smallest  and 
most  fragile  bacteria  around.  Lots  of 
researchers  have  been  decoding  the  genes 
of  rare  microbes,  but  only  Venter  did  it  by 
scooping  up  gallons  of  seawater  from  the 
deck  of  his  100-foot  yacht.  Venter  was  the 
first  to  precisely  map  an  entire  human 
genome.  It  was  put  up  on  the  Internet  in 
May  and  will  be  published  soon.  Guess 
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Outfront 


whose  genome  it  is?  Venters.  His  autobi- 
ography is  due  out  in  October.  It's  called 
A  Life  Decoded:  My  Genome:  My  Life. 

Venters  Great  Man  act  might  frustrate 
those  who  like  their  science  with  a  dose  of 
modesty  or  circumspection.  Nobel  laure- 
ate Hamilton  Smith  does  much  of  the 
hard  work  at  Venter's  institute.  Venter  has 
publicly  credited  Smith,  but  have  you 
heard  of  him?  Venter  "makes  good  copy,  I 
guess,"  says  Mark  Adams,  a  Case  Western 
Reserve  geneticist  who  was  one  of  Venters 
lieutenants  for  a  decade. 

That  big  ego  has  left  in  its  wake  chaos 
and  bitter  feelings.  At  Venter's  former 
genetics  lab,  the  not-for-profit  Institute 


for  Genomic  Research,  managers  battled 
over  control  of  grant  money  and  equip- 
ment while  his  23-year  marriage  to 
renowned  genomic  scientist  Claire  Fraser 
(who  ran  the  place)  fell  apart.  Of  the  28 
highest- ranking  scientists,  23  departed, 
mostly  for  better  jobs.  What's  left  of  the 
institution  (referred  to  everywhere  as 
TIGR,  like  the  predator)  has  been  con- 
sumed by  his  new  Venter  Institute. 

Venter  declined  comment  for  this  story, 
but  Venter  Institute  spokeswoman  Heather 
Kowalski  (also  his  fiancee)  says  that  scien- 
tists switch  jobs  all  the  time.  Venter,  she 
says,  "is  a  strong  personality,  someone  who 
has  strong  opinions  and  someone  who 
pursues  his  ideas  with  steadfast  determina- 
tion. While  it's  clear  he  has  his  detractors, 
he's  also  got  plenty  of  admirers." 

Venter  founded  TIGR  in  1 992  after  leav- 
ing the  National  Institutes  of  Health  for  com- 
plicated reasons  that  included  a  front-page 
controversy  over  patenting  genes.  At  the  NIH 
Venter  was  busily  discovering  brain  genes, 
and  the  NIH  wanted  to  patent  them  even 


before  knowing  what  the  genes  did.  W.  Rich- 
ard McCombie,  a  lab  mate  of  Venter's  who 
is  now  a  Cold  Spring  Harbor  Laboratory 
professor,  remembers  Venter  walking  into 
the  lab  after  the  NIH  decision  and  saying, 
"We're  going  to  be  rich  and  powerful  beyond 
our  imagination."  (Another  lab  mate  also 
remembers  the  quote,  but  Kowalski  disputes 
it  as  a  selective  memory  from  a  disgruntled 
ex-employee.)  Almost  immediately,  a  slew 
of  critics  railed  against  privatizing  genes. 
Venter  has  since  come  out  against  broad 
gene  patents. 

The  NIH  ended  up  quashing  the  gene- 
patenting  idea,  but  Venter's  work  brought 
him  to  the  attention  of  Wallace  Steinberg, 


a  venture  capitalist  who  wanted  Venter's 
know-how  for  a  startup  he  had  in  mind. 
Venter  had  another  idea.  He  would  license 
new  genes  to  Steinbergs  firm  but  only  via 
an  institute  Steinberg  would  bankroll: 
TIGR.  Venter  and  Fraser  left  for  the  new 
institute  in  Rockville,  Md.  There  they 
sequenced  the  very  first  genomes,  of  two 
different  bacteria,  in  1995. 

Three  years  later  Venter  jumped  at  the 
chance  for  the  big  job,  sequencing  the 
entire  human  genome,  at  the  biotech  Cel- 
era.  He  took  a  select  group  of  TIGRs  best 
and  brightest  with  him,  creating  hurt  feel- 
ings among  those  left  behind. 

TIGR  researchers  had  worked  in 
lockstep  behind  Venter.  But  Fraser  nurtured 
a  more  independent  approach,  akin  to  that 
of  a  university  faculty.  TIGR  thrived  and  de- 
veloped a  reputation  for  understanding  the 
genes  of  scary  germs.  It  sequenced  the 
malaria  genome  and  the  anthrax  strain  that 
was  unleashed  in  Washington,  DC.  and  New 
York  in  2001.  Work  began  on  a  big  project 
to  understand  potential  flu  pandemic  threats. 


Even  as  Venter  was  triumphing  over  the 
government's  gene-mappers  in  2000,  stock  in 
Celera  plummeted  as  it  dawned  on  investors 
that  the  company  would  have  trouble  turn- 
ing DNA  data  into  cash.  Venter  was  fired  in 
2002  in  a  dispute  over  Celera's  future.  He  re- 
turned to  the  TIGR  campus  with  big  plans. 

He  created  three  new  not-for-profits.  One 
would  focus  on  genomics;  a  second  would 
do  synthetic  biology  for  energy  production; 
and  the  third  would  serve  as  a  funding 
mechanism  for  the  two  new  organizations 
and  TIGR.  Gene-sequencing  machines,  the 
workhorses  at  TIGR,  were  now  to  be  shared 
by  all  at  a  new  40,000-square-foot  facility. 

Venter  and  Fraser  began  to  tussle  over 
the  direction  of  TIGR,  and  they  separated  in 

2004.  That  September  Venter  went  to  the 
boards  of  TIGR  and  the  other  not-for-prof- 
its with  a  plan  to  merge  them  into  a  single 
J.  Craig  Venter  Institute.  Virtually  all  28  of 
TIGRs  faculty  threatened  to  quit.  "I  for  one 
was  not  willing  to  work  at  a  place  called  the 
J.  Craig  Venter  Institute,"  says  Steven 
Salzberg,  a  TIGR  researcher  who  has  since 
left  for  the  University  of  Maryland.  The 
other  institutes  did  merge,  but  TIGR  was  left 
separate  and  withering. 

Venter  and  Fraser  divorced  in  February 

2005,  but  they  continued  to  work  closely  to- 
gether. That  June  Fraser  married  geneticist 
Stephen  B.  Liggett  and  changed  her  last 
name  to  Fraser- Liggett.  By  2006  Venter  was 
dating  Kowalski,  who  had  been  the  publi- 
cist at  Celera. 

In  2006  Venter  finally  got  his  wish  to 
absorb  TIGR  into  the  J.  Craig  Venter  Insti- 
tute. Fraser-Liggett  fought  behind  the 
scenes  to  slow  down  the  move,  arguing 
that  the  tumult  was  driving  away  her  fac- 
ulty. "If  too  many  more  people  leave,  then 
the  stench  of  death  will  start  to  permeate 
this  organization,"  Fraser-Liggett  wrote  in 
a  memo  to  the  TIGR  faculty. 

In  April  Fraser-Liggett  left  the  Venter 
Institute  to  start  a  new  genomics  research 
organization  at  the  University  of  Mary- 
land School  of  Medicine.  Ten  of  her  TIGR 
colleagues  are  following  as  full-time  fac- 
ulty members,  and  most  of  their  staff  are 
coming,  too.  This  institute  will  use  new 
gene-sequencing  machines  to  study  how 
infectious  germs  behave  and  evolve  inside 
the  body.  It  will  employ  100  people  and 
will  open  this  fall.  F 


People  Didn't  Like  Newton  Either 

I  Craig  Venter  is  one  of  science's  great  polarizing  figures. 


OPPONENT/YEAR 


National  Institutes  of  Health/1991  NIH  moves  to  patent  genes  Venter  discovered; 

press  and  critics  go  into  tizzy. 

James  Watson/1991 


Nobel  laureate  says  "virtually  any  monkey"  could 
use  Venter's  gene-finding  method. 


Human  Genome  Sciences/1 997 


Company  once  funded  Venter;  bitterly  parted  ways  over 
Venter's  plan  to  make  gene  data  public. 


Human  Genome  Project/1 998-2001  Venter  feuds  openly  with  federal  human  DNA 

mapping  effort.  Race  to  finish  map  ends  in  tie. 
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Outfront 


What's  Not  in  a  Name? 

When  the  Bear  Stearns  hedge  fund  High-Grade  Structured  Credit  Enhanced  Leverage  Fund  blew  up  recently, 
the  biggest  mystery  was:  Where  did  they  come  up  with  that  name,  anyway?  It  seems  that  in  a  world  with  8,000 
funds  vying  for  investors'  cash,  ya  gotta  do  something  to  distinguish  yourself.  Here  are  a  few  other  exotically 


named  hedge  funds. 


— Neil  Weinberg 


FUND 

Amaranth  Advisors 

MEANING 
An  herb  also  known  as 
pigweed 

OBJECTIVE 
Commodities  trading 

RESULT 
This  little  piggy  went 
bust 


FUND 
Bayou 

MEANING 
Slow-moving  stream 

OBJECTIVE 
Securities  trading 

RESULT 
Investors  ended  up 
underwater 


FUND 
Goldman  Sachs 
Global  Alpha 

MEANING 
(to  portfolio  theorists) 
Returns  above  market 
average 

OBJECTIVE 
Above-average  return 

RESULT 
Below-average  return 
(down  6%  last  year) 


FUND 
Superfund  Series  B 

MEANING 
Superior  results 

OBJECTIVE 
Futures  trading 
RESULT 
Inferior  results  (down 
10%  so  far  this  year) 


FUND 
Vega  Select 
Opportunities 

MEANING 
Fifth-brightest  star 

OBJECTIVE 
Stellar  results 
RESULT 
Dim  results  (down  1 5% 
last  year) 


NOT  MY  PROBLEM 


Bailout  Roulette 

When  Wall  Streeters  run  into  trouble,  as  Bear  Stearns 
did,  do  others  come  to  their  rescue? 
Only,  it  seems,  if  their  own  money's  on  the  line. 


Panic  of  1907:  Stocks  fall  41%.  J.P.  Morgan 
(right)  orchestrates  bailout  of  healthy 
companies'  stocks  to  prevent  systemic 
collapse.  Confidence  restored. 

Crash  of  1929:  Stocks  collapse  in  a  matter 
of  days.  Charles  (Sunshine  Charlie)  Mitchell 
borrows  millions  to  prop  up  his  banks  shares. 
He  fails.  Many  other  leaders,  hopeful  the 
market  will  correct  itself,  do  nothing. 

Barings  Bank,  1995:  Rogue  trader  sends 
it  toward  bankruptcy.  Risk  to  others  is 
minimal.  Nobody  intervenes.  Barings 
sold  to  ING  for  one  British  pound. 


Long-Term  Capital  Management,  1998: 

Highly  leveraged  investments  go  awry, 
sparking  threat  of  financial  meltdown. 
Federal  Reserve  puts  together  rescue 
package.  I 

Amaranth,  2006:  Hedge  fund  blows  jB 
itself  up  with  energy  trades.  Nobody  flH 
else  threatened.  Assets  sold  off. 

Bear  Steams  hedge  funds,  2007: 

Risk  is  only  to  Bear  and  its 
investors.  Firm  makes  loans  to 
bail  out  its  own  fund  and 
prevent  fire  sale.  — Neil  Weinberg 
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Outfront 

CONTRACT  TIME 


OPTIMISM  IS  BUILDING  IN  DETROIT 
for  a  breakthrough  labor  deal  that 
will  make  General  Motors,  Ford 
Motor  and  Chrysler  Group  more  cost-com- 
petitive with  Toyota  Motor.  One  idea  under 
discussion  with  the  United  Auto  Workers 
union  would  offload  all  or  most  of  the  do- 
mestics' $100  billion  in  combined  health 
care  liabilities  to  a  union-controlled  trust 
fund.  That  might  narrow,  but  would  surely 
not  eliminate,  the  existing  huge  labor  cost 
gap.  (IMs  hourly  workers  cost  $73  an  hour 
when  you  figure  in  the  health  benefits  paid 
to  retirees.  Toyota  spends  $47.  It  has  few 
retirees  at  the  moment  and  doesn't  pay  their 
doctor  bills. 

But  Toyota  is  a  moving  target.  As  it  rolls 
out  new  plants  in  North  America  (it  now  has 
13),  it  is  implementing  pay  schemes  for  new 
hires  that  could  keep  the  pay  gap  as  healthy 
as  ever. 

In  die  past  Toyota  paid  its  U.S.  factory 
workers  close  to  the  same  hourly  rate  as 
domestic  automakers.  Last  year,  in  fact,  5,000 
nonunion  workers  at  Toyotas  Georgetown,  Ky. 
plant  earned  more,  on  average,  than  their  UAW 
counterparts  at  the  Big  Three.  Not  including 
benefits,  they  took  home  $30  an  hour  (count- 
ing an  average  bonus  of  $8,000),  compared 

BOOK  COOKING  101 


Detroit  automakers  hope 
to  close  the  labor  gap 
with  the  Japanese,  but 
Toyota  keeps  moving  the 
goalposts. 
By  Joann  Muller 


with  the  $27-an-hour  rate  for  UAW  members. 

Toyota  wasn't  being  altruistic.  The  healthy 
wages  served  to  make  its  workers  happy  and 
keep  UAW  organizers  away  from  its  doors.  But 
Toyota  is  in  a  position  of  strength  these  days — 
it  passed  General  Motors  as  the  world's  largest 
automaker — and  the  UAW  is  not.  Carmakers 
have  announced  plans  to  shutter  dozens  of 
factories  and  eliminate  70,000  jobs.  So,  less 
concerned  about  the  UAW,  Toyota  has  decided 
not  to  pin  wages  at  its  new  plants  to  the 
domestics'  wages.  Instead  it  is  aligning  them 
with  the  prevailing  manufacturing  wages  in 
the  state  where  a  new  plant  is  located. 

Workers  at  Toyota's  truck  plant  in  San 
Antonio,  for  instance,  started  last  year 
around  $  1 5  per  hour,  growing  over  the  next 
few  years  to  $20  and  more — still  well  below 
Georgetown's  $30.  The  same  will  be  true  for 
workers  at  a  Toyota  plant  under  construc- 
tion in  Tupelo,  Miss.  The  21,400  workers  at 
its  existing  plants  won't  face  pay  cuts,  but 
Toyota  is  exploring  revising  its  pay  system 
to  make  it  more  performance-based. 

For  now,  U.S.  automakers  say  they  aren't 
even  broaching  the  topic  of  regional  wages 
in  contract  talks  with  the  UAW.  They're 
focusing  on  those  health  care  liabilities.  F 


Those  Who  Can't  Do,  Teach 

If  you  run  afoul  of  Sarbanes-Oxley,  you  can  always 
become  an  accounting  lecturer  |  By  Neil  Weinberg 


WHEN  THE  SARBANES-OXLEY  ACT 
of  2002  was  passed  amid  the 
Enron  and  WorldCom  hysteria, 
backers  declared  it  would  usher  in  a  harsh 
new  era  for  corporate  wrongdoers.  Well,  not 
too  harsh.  Consider  the  case  of  Bisys,  a  Rose- 
land,  N.J.  firm  that  shuffles  back-office 
paperwork  for  financial  institutions. 

In  May  Bisys  agreed  to  pay  $25  million 
to  seffle  Securities  &  Exchange  Commission 
charges  that  its  senior  management  "know- 
ingly or  recklessly"  falsified  its  financial 
statements  and  overstated  pretax  income  by 
$179  million,  or  55%,  in  the  three  years 
through  June  2003.  Separately,  the  company 


settled  a  class  action  over  the  fraud  for 
$66.5  million.  Bisys  neither  admitted  nor 
denied  wrongdoing  in  either  case.  As  Bisys 
has  revised  earnings  down,  its  stock  price  has 
fallen  by  a  third  since  2004,  to  $12. 

'1  "hat  discouraging  tale  did  not  stop  then 
chief  executive  Dennis  Sheehan,  who  attested 
to  the  accuracy  of  Bisys'  financials,  from  land- 
ing a  job  as  a  part-time  professor  of  account- 
ing, finance  and  economics  at  Adelphi  Uni- 
versity— or  from  recently  signing  on  as  chief 
financial  officer  of  Daylight  Forensic  &  Advi- 
sory, an  antdfraud  consultant  He  left  Bisys  with 
an  estimated  $5.8  million  in  compensation  for 
the  three  years  it  was  faking  its  numbers. 


Andrew  Corbin,  Bisys'  former  chief 
financial  officer,  left  to  fill  the  same  role  at 
another  public  company,  HLTH,  which  owns 
WebMD  and  other  medical  properties.  He 
earned  $  1 .8  million  during  the  time  for  which 
Bisys  was  hit  with  fraud  charges. 

Neither  man  has  faced  criminal  charges 
or  has  even  had  to  repay  ill-gotten  gains 
under  Sarbox's  clawback  provision.  Sheehan 
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Outfront 


declined  to  comment;  Corbin  did  not 
respond  to  inquiries.  The  SEC  says  its  still 
possible  the  two  men  will  face  sanctions. 

Did  Sarbox  really  make  life  tougher  for 
book -jugglers  and  profit-fudgers?  Despite  all 


the  hoopla,  the  number  of  SEC  enforcement 
actions  has  risen  a  modest  19%  over  five 
years,  to  574  in  2006. 

Bisys  itself  won't  be  filing  financials 
much  longer.  In  May  Citigroup  announced 


plans  to  acquire  it.  It  will  be  one  of  Citi's  larger 
acquisitions  since  the  Federal  Reserve  lifted 
a  ban  a  year  ago  on  corporate  acquisitions 
by  Citi — in  response  to  Citi's  own  slew  of 
scandals  and  lax  internal  controls.  F 


EARLY  WARNING 


The  Lonely  Bear 

Bond  man  Van  Hoisington  dares  to  be  bearish  about 
the  economy,  which  makes  him  bullish  about 
Treasury  zeros  |  By  Bernard  Condon 


B 


I ACK  TO  THEIR  CAVES,  THE  BEARS 
skulk.  A  few  months  ago  forecasters 
at  Merrill  Lynch  and  Goldman 
Sachs  predicted  the  Fed  would  cut  interest 
rates  several  times  this  year  as  the  econ- 
omy slowed.  Now  few  Wall  Streeters 
expect  even  one  cut.  Credit  this  change  of 
heart  to  jobs  creation,  growth  abroad, 
business  outlays  and  that  unstoppable 
economic  force — the  American  shopper. 
Is  there  a  pessimist  left?  Here's  one.  Van 


yield  on  ten-year  Treasurys,  now  5.1%,  will 
drop  to  3.5%  within  two.  To  play  this 
hunch  he's  put  half  the  portfolio  at  Hois- 
ington Investment  Management  into  long- 
term  zero  coupon  Treasurys.  Zeros  rise 
faster — and  fall  faster — when  rates  change. 
This  year's  rise  in  rates  sent  Hoisington's 
portfolio  down  6%  through  mid-June. 

"This  would  give  most  guys  acid  indi- 
gestion," says  Hoisington,  66.  "Not  me." 

Why  should  we  listen  to  this  guy?  He 


Job  Fog 


The  payroll  survey  tends  to  overestimate  job  losses  in  recoveries  and  gains  in  slow- 
downs. The  household  survey — a  better  forecaster — is  warning  "trouble  ahead." 


New  jobs  each  month  (thou) 
Payroll  ESI  Household 
Survey       ■Bi  Survey 


The  household  survey  was 
first  to  show  a  recovery. 
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Is  it 

forecasting 
a  recession 
now? 
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R.  Hoisington  of  Austin,  Tex.,  a  bond 
investor  with  a  record  of  beating  the  mar- 
ket, is  betting  $4.8  billion  the  cheery  new 
consensus  is  wrong.  He  says  the  U.S.  will 
fall  into  recession  within  a  vear  and  the 


2005  2006  2007' 

'Through  May.  Source:  Federal  Reserve. 

bought  zero  coupon  bonds  in  2004  and 
2005,  when  others  thought  inflation  would 
crush  them,  and  returned  11%  and  12%, 
net  of  fees,  versus  the  Lehman  Aggregate 
Index's  4%  and  2%.  His  ten-year  return: 
9.1%,  versus  the  index's  6.5%. 

What's  throwing  investors  off  this  time, 
he  says,  is  the  Bureau  of  Labor  Statistics 


payroll  survey.  The  latest  report  said 
157,000  jobs  were  created  in  May,  double 
the  level  a  month  earlier.  But  the  BLS  itself 
admits  a  key  component  of  this  statistic- 
estimates  of  jobs  added  at  small  businesses 
just  opened  minus  jobs  lost  at  small  ones 
just  closed— tends  to  exaggerate  employ- 
ment in  a  slowdown.  Hoisington  notes  the 
estimate  accounted  for  58%  of  purported 
job  growth  in  the  past  year. 

He  says  jobs  creation  today  may  be 
closer  to  the  figures  from  another  monthly 
BLS  report,  the  so-called  household  survey 
based  on  phone  calls  to  homes  rather  than 
businesses.  This  says  companies  added 
only  15,000  jobs  in  the  year  through  May, 
versus  the  payroll's  665,000. 

Hoisington  is  equally  dour  about  U.S. 
consumers.  Though  they've  kept  spending 
longer  than  he  expected,  he  says  they  won't 
be  able  to  defy  their  weak  balance  sheets 
much  longer.  Net  consumer  borrowing 
relative  to  personal  disposable  income  has 
fallen  4%  in  the  year  through  March,  the 
second-largest  drop  in  55  years.  This  may 
have  already  hit  shoppers  hard.  Hoisington 
estimates  consumer  spending  rose  just 
2.2%  at  an  annual  rate  in  the  second  quar- 
ter, less  than  half  of  the  previous  quarter's 
rate.  Increased  outlays  by  businesses  likely 
picked  up  the  slack,  he  says,  but  stronger 
GDP  growth  in  the  second  quarter  will 
prove  a  "false  bounce." 

Weak  U.S.  spending  is  already  having 
knock-on  effects  abroad,  he  says.  Port 
traffic  has  flatlined.  Industrial  production 
in  Germany  and  lapan  fell  in  April. 

Of  course,  Americans  may  confound 
skeptics  again  by  continuing  to  shop,  and 
many  economists  don't  think  stronger 
growth  recently  can  be  dismissed  as  a 
mere  quirk  of  the  inventory  cycle. 
Hoisington  says  investors  should  exploit 
that  conventional  wisdom.  That  drop  last 
quarter  in  bond  prices?  "A  gift,"  he  says — 
to  people  who  haven't  bought  yet.  F 
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If  you  don't  take  control  of  your  data, 

someone  else  will. 


INTRODUCING  THE  SHARP  MX-SERIES.  These  color  MFPs  help  prevent 
sensitive  information  from  falling  into  the  wrong  hands  by  providing  two  layers  of  advanced 
security.  First  they  encrypt  digital  information,  then  they  overwrite  the  disk.  It's  no  wonder 
Sharp  won  BERTL's  Best  Security  Solutions  Suite  for  2005,  the  BERTL  5-Star  Exceptional 
rating  for  product  usability  and  the  BLI  award  for  "IT  Friendliness."  Be  secure.  Be  Sharp. 
Visit  sharpusa.com/security 
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Outfront 

EDUCATION 


Do  the  Math 

How  much  bang  does  your  school  district  provide 
for  the  bucks  it  takes?  By  Christina  Settimi 


ORE  SPENDING  DOESN'T  NECES- 
sarily  buy  you  better  schools. 
With  property  taxes  rising 
across  the  country,  we  took  a  look  at  per- 
pupil  spending  in  public  schools  and 
weighed  it  against  student  performance — 
SAT  scores,  SAT  participation  rates  and 
graduation  rates. 

The  table  highlights  the  counties  at  the 
extremes  of  the  quality  spectrum.  Win- 
ners in  this  rating  system  are  counties 
whose  schools  deliver  high  performance 
at  low  cost.  The  losers  spend  a  lot  of 
money  and  have  little  to  show  for  it. 

Just  getting  the  raw  data  is  no  small  task; 
in  many  counties  you  have  to  call  dozens  of 
high  schools  one  at  a  time  to  find  out  how 
many  kids  drop  out,  how  many  take  the  SATs 
and  how  they  do  on  the  exams. 

FORBES  began  with  a  list  of  the  775 
counties  in  the  country  with  populations 


greater  than  65,000  that  had  the  highest 
average  property  taxes.  From  this  list  we 
isolated  the  97  counties  where  more  than 


BEST  COUNTIES 


50%  of  education  spending  contributions 
come  from  property  taxes. 

It  costs  more  to  educate  a  student  in 
New  York  than  in  Alabama,  so  we  adjusted 
per-pupil  spending  figures  for  each  metro- 
politan area  based  on  Economycom's 
national  cost  of  living  average.  Performance 
and  cost  numbers  are  county  averages; 
individual  school  districts  within  a  county 
can  vary  greatly.  For  the  full  list  of  97  coun- 
ties, see  forbes.com/schoolratings.  F 


PER-PUPIL 

SAT  PARTICIPATION 

GRADUATION 

RANK  COUNTY/STATE 

SPENDING1 

SAT  SCORE13 

RATE3 

RATE3 

1  Marin/CA 

$6,579 

1,133 

60.4% 

96.8% 

2  Collin/TX 

7,048 

1,103 

69.4 

92.2 

3  Hamilton/IN 

8,897 

1,075 

76.0 

95.0 

4  Norfolk/MA 

8,845 

1,090 

87.8 

89.2 

5  Montgomery/MD 

8,824 

1,101 

76.5 

91.4 

WORST  COUNTIES 

1         Alexandria  City/VA  $11,404 

963 

65.0% 

73.0% 

2  Glynn/GA 

9,126 

9754 

56.54 

57.0 

3        District  of  Columbia  10,473 

968 

79.0 

73.0 

4  Ulster/NY 

12,482 

1,032 

62.1 

83.6 

5  Beaufort/SC 

9,278 

971 

64.0 

63.8 

'Based  on  fiscal  year  2004,  adjusted  for  the  cost  of  living  in  the  county's  associated  Metropolitan 
Statistical  Area.  2Mean.  3For  the  high  school  class  of  2005.  "Combines  SAT  and  ACT  (converted 
to  SAT  scale)  results.  Sources:  Tax  Foundation;  Economy.com;  counties,  school  district  officials 
and  high  school  administrators. 

Overweight  These  Stocks 


In  a  recent  report  titled  "The  Battle  of  the  Bulge,"  Merrill 
Lynch  decided  to  take  the  high  road  with  Americas 
obesity  problem,  recommending  35  companies  that  are 
trying  to  solve  the  crisis.  That  means  drugmakers  (Bristol- 
Myers  Squibb),  diet  companies  (NutriSystem)  and  whole- 
some grocers  (Whole  Foods).  "If  everyone's  getting  fatter, 
we  could  have  easily  said,  'Buy  McDonalds'  But  the  man- 
date from  management  is  to  keep  it  positive,"  says  report 
coauthor  Jose  Rasco.  Under  no  such  mandate,  we  offer 
some  stock  picks  based  on  the  bet  that  we  will  all  get 
heavier  before  we  get  healthier.  —David  Whelan 

CASUAL  MALE  RETAIL  GROUP,  CHARMING  SHOPPES 
Where  do  you  go  to  find  size  XXXXXXXXL  under- 
pants? Try  one  of  the  480  stores  run  by  Casual 
Male  XL.  Also  in  their  aisles:  60-inch-waist  Dock- 
ers and  a  bathrobe  that  fits  around  a  68-inch 
chest.  For  women's  apparel  consider  Charming 
Shoppes,  parent  of  Catherines  Plus  Sizes  stores 
and  Fashion  Bug. 


CKE  RESTAURANTS 

It's  the  parent  company  of  Carl's  Jr.,  one 
fast-food  chain  that  hasn't  jumped  on 
the  salad-and-apple-slice  bandwagon. 
Its  Double  Six  Dollar  Burger  packs  1,520 
calories.  Its  shakes  are  made  with 
real  milk. 


ELECTRONIC  ARTS 
Schools  are  trying  to 
pry  kids  away  from  videogames  and 
get  them  out  into  the  playground.  Will 
they  succeed?  Hedge  your  bets  with  EA. 


ZIMMER„  STRYKER 
The  more  pounds 
you  carry  around,  the  sooner  your 
cartilage  gives  way  to  bone-on-bone 
scraping.  A  study  in  Canada  found 
that  nine  out  of  ten  knee-replacement 
patients  are  overweight.  These  two 
companies  make  the  artificial  implants 
that  will  allow  brisker  walks  to 
the  fridge. 


I 
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begins 

today. 


We're  defined  by  what  we  pass 
on  to  the  next  generation. 
That's  why  ConocoPhillips  is 
funding  college  and  university 
programs,  like  biofuels  research 
at  Iowa  State  University,  to 
develop  new  energy  sources. 
And  we're  stepping  up  our  own 
research  to  create  new,  cleaner 
fuels  and  improve  environmental 
performance.  So  we  can  pass 
on  what  matters  ...  to  the  ones 
who  matter  most. 


ConocoPhillips 

www.conocophillips.com 


Outfront 

TECHNOLOGY 


Bright  Lights, 
Big  Legacy? 

A  telecom  pioneer  aims  to  smash 
incandescent — and  fluorescent — bulbs. 

By  Christopher  Steiner 


Jack  the  giant  slayer:  Goeken  once  went  up  against  AT&T;  can  he  now  give  GE  a  run  for  its  money? 


JOHN  D.  (JACK)  GOEKEN  HAS  UPENDED 
applecarts  before.  In  1963  he  took  on 
the  Bell  monopoly  in  founding 
Microwave  Communications  Inc.,  better 
known  as  MCI.  In  the  1970s  he  built  the 
largest  computer  network  at  the  time  for 
florist  network  FTD.  Then  he  developed 
the  GTE  Airfone  system.  Now  he's  trying 
to  knock  off  the  125-year-old  incandescent 
lightbulb — but  not  with  another  compact 
fluorescent  lamp,  the  ubiquitous  shelf- 
stuffer  of  Wal-Mart  and  Home  Depot. 
Goeken's  PolyBrite  International  of 
Naperville,  111.  looks  to  leapfrog  the  little 
fluorescents  with  energy-saving  bulbs  that 
rely  on  light-emitting  diodes,  which  are 
glowing  semiconductor  chips.  "We're  going 
to  change  the  world,"  says  Goeken,  76. 

Not  immediately.  LED  technology  has 
been  around  for  decades — and  so  have  the 


promises  of  bulbs  that  don't  remind  you  of 
an  interrogation  room  in  Fallujah.  Goeken's 
wares  will  be  in  chain  stores  within  eight 
months,  thanks  to  a  $100  million  distribu- 
tion deal  with  Osram  Sylvania,  which  has 
a  commanding  68%  of  the  commercial  light- 
ing market. 

Priced  from  $10  to  $14  apiece,  Poly- 
Brite says  its  LED  bulbs  will  deliver  an 
incredible  six  times  the  light  per  unit 
of  electricity  that  an  incandescent 
does.  (A  60-watt  incandescent  sends  out 
13  lumens  per  watt,  a  comparable  fluo- 
rescent 50,  the  LED  85.)  McDonald's  and 
Macy's  already  have  some  in  their  stores 
and  want  more.  PolyBrite's  sales  totaled 
$3  million  last  year,  mostly  in  LED  dog 
collars  and  light  wands.  But  Goeken 
plans  to  surpass  SI 00  million  this  year. 
He  had  better  hope  for  some  big 


revenues.  He  has  spent  15  years  and 
$80  million  ($30  million  of  it  his  own) 
toiling  in  a  field  with  dozens  of  rivals. 

Incandescents  are  not  yet  outlawed, 
but  they  are  certainly  losing  ground 
among  people  who  worry  about  either 
global  warming  or  their  electric  bills.  Of 
the  $5  billion  Americans  will  spend  on 
bulb  replacements  this  year,  30%  will  go 
to  compact  fluorescents.  These  have  a 
few  problems:  They're  fragile,  flicker 
dimly  in  cooler  temperatures  and  con- 
tain 5mg  to  20mg  of  mercury  per  bulb. 
One  gram  of  mercury  can  poison  a 
2-acre  pond.  In  California  it's  illegal  to 
throw  a  compact  fluorescent  into  the 
trash;  the  maximum  penalty  is  a  year  in 
jail  and  a  $100,000  fine.  PolyBrite's  bulbs 
can  be  tossed — if  you  want  to  part  with 
them  at  all:  LEDs  can  last  50,000  hours, 
versus  10,000  for  the  fluorescents  and 
1,000  for  incandescents. 

There  are  doubters.  "LEDs  are  not 
ready  for  prime  time  yet,  in  our  opin- 
ion," says  Michael  Petras,  vice  president 
of  lighting  and  electrical  distribution  at 
General  Electric,  which  has  a  small  LED 
unit  (refrigeration  displays  and  sign 
backlighting)— and,  of  course,  a  huge 
stake  in  incandescents  and  fluorescents, 
representing  an  estimated  $2.4  billion  in 
annual  global  sales. 

With  or  without  GE's  blessing,  the 
LED  wars  are  heating  up.  Philips  recently 
announced  it  spent  $791  million  to 
acquire  Boston  LED  fixturemaker  Color 
Kinetics,  most  of  whose  business  comes 
through  sign  illumination  and  commer- 
cial fixtures  in  hotels  and  restaurants. 
Color  Kinetics  has  only  one  bulb  entry 
at  this  point,  and  it's  not  available  via 
mass-market  retailers. 

Reaching  the  masses  is  key.  "A  big 
obstacle  for  us  will  be  getting  the  right 
information  out  to  the  public,"  says 
Goeken.  Starting  this  fall  Sylvania  plans  a 
blitz  of  in-store  displays,  as  well  as  TV  and 
print  ads  and  joint  programs  with  Energy 
Star,  which  is  a  collaboration  between  the 
EPA  and  the  Department  of  Energy. 

"PolyBrite  is  not  only  going  to  be 
profitable,"  Goeken  predicts,  pondering 
his  legacy.  "It's  also  going  to  be  good  for 
mankind."  F 
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You've  given  the  trees  over 
1,000,000  reasons  to  hug  back. 


At  Toyota,  we  just  sold  our  1  millionth  hybrid  vehicle  worldwide.  Over  half  of  these  were  sold 
right  here  in  the  U.S. -from  among  our  six  Toyota  and  Lexus  models.  Our  thanks  to  all  of 
you  for  helping  us  reach  this  milestone,  and  your  unwavering  devotion  to  the  environment. 
Together,  we've  achieved  a  lot.  We  estimate  7.7  billion  lbs.  of  CO2  have  been  kept  out  of 
the  atmosphere -the  weight  of  more  than  half  a  million  elephants.  And  348  million  gallons  of 
gasoline  have  been  saved.  That  calls  for  a  lot  of  hugs,  whether  it's  from  trees  or  people. 


TOYOTA 

moving  forward 


toyota.com/usa 


Estimated  savings  based  on  a  comparison  of  the  2007  EPA-combined  mpg  rating  for  each  vehicle  with  the  average  for  ito  segment 
(driven  1 5,000  miles  annually).  Actual  savings  may  vary.  (5)2007 


Technology 

CYBERCRIME   MtJK_ 


Spam  Hunter 

PATRICK  PETERSON  spent  a  year  obsessively  pursuing  the  criminals 
behind  a  giant  spam  attack.  He  never  found  the  bad  guys, 
but  he  learned  a  ton  about  fighting  this  e-mail  scourge. 

By  Victoria  Murphy  Barret 


PATRICK  PETERSON  WAS  AT 
home  in  San  Francisco  on 
Memorial  Day  last  year,  idly 
checking  work  e-mail,  when 
he  received  an  alarming  mes- 
sage on  his  Palm  Treo.  Peterson  heads 
technology  at  IronPort,  which  makes 
hardware  and  software  that  can  block 
spam  and  virus-carrying  e-mail  before  it 
hits  corporate  networks. 

The  e-mail  said  that  IronPorts  opera- 
tions center  in  San  Bruno,  Calif,  was  see- 
ing spam  activity  like  it  never  had  before. 
On  a  typical  day  IronPorts  hardware, 
deployed  at  companies  around  the  world, 
catches  5  billion  spam  e-mails,  or  16%  of 
all  spam  on  the  Internet.  But  by  noon  on 
Memorial  Day  the  volume  was  already 
double  the  norm,  and  new  varieties  were 
mutating  rapidly  to  avoid  detection. 

The  surge  went  on  for  two  more  weeks 
and  turned  out  to  be  a  single,  coordinated 
blast — 20  billion  messages  in  all — designed 
to  drive  gullible  buyers  to  14  e-commerce 
sites,  like  MyCanadianPharmacy.info  and 
ExclusiveCaviarOnline.com,  hawking  fake 
Viagra,  Rolexes  and  Russian  caviar. 

Peterson,  who's  been  in  Internet  secu- 
rity for  seven  years,  figured  it  had  to  be 
the  largest  spam  attack  in  history,  likely 
the  work  of  an  organized  crime  ring  out  of 
eastern  Europe.  Estimates  based  pardy  on 
typical  consumer  response  rates  to  spam 
offers  peg  this  rings  annual  revenue  at 
$100  million.  "This  was  an  entirely  new 


level  of  sophistication,"  says  Peterson. 

He  started  to  obsess  about  who  could 
produce  such  a  spam  onslaught  without 
being  detected.  Then  he  dug  a  little,  then 
more,  then  even  more.  So  began  the 
strangest  and  most  frustrating  year  of 
Petersons  39-year-long  life.  In  the  course 
of  his  spam  hunt  he  broke  several  laws, 
engaged  the  help  of  shadowy  hackers,  hid 
months  of  activity  from  his  wife  and  boss, 
neglected  work  and  ended  up  losing  half 
his  annual  bonus.  He  contacted  20  agents 
in  nine  government  agencies  in  the  U.S., 
China  and  India  but  failed  to  engage  any 
of  them  in  a  serious  quest  for  the  culprits. 

In  the  end  he  never  found  out  who 
did  it.  The  only  tangible  evidence  from 
his  dive  into  the  spammer's  world  are  17 
piles  of  paper  on  his  office  floor  and  an 
envelope  stuffed  with  fake  Viagra  pills 
shipped  from  phony  addresses  in  India 
and  China. 

Peterson  joined  the  security  industry 
wanting  to  be  a  hero.  After  graduating 
from  Stanford  University  with  two 
degrees  in  electrical  engineering,  he  went 
to  work  designing  wireless  chips  but 
switched  fields  after  feeling  lost  in  a 
crowd.  "You're  one  of  ten  thousand  engi- 
neers working  on  some  small  fraction  of 
the  challenge.  In  security,  you  can  have  big 
impact,"  he  says. 

His  recent  hunt  was  not  a  total  waste 
of  time.  IronPort,  which  was  acquired  last 
month  by  Cisco  for  $830  million,  has  used 


tricks  derived  from  his  research  to  rein- 
force its  filters  against  organized  spam 
attacks.  Peterson  says  knowing  how  the 
enemy  operates  makes  him  a  better  spam 
fighter:  "My  job  is  to  be  one  step  ahead  of 
the  bad  guys." 

It  was  unclear  a  few  hours  into  that  at- 
tack whether  this  particular  barrage  was  com- 
ing from  a  bunch  of  different  spammers  using 
similar  techniques,  or  a  single  spammer.  One 
clue  that  made  it  feel  like  one  hulking  mis- 
sive: Most  of  the  messages  were  sprinkled 
with  lines  from  J.R.R.  Tolkien's  The  Hobbit. 
This  helps  them  pass  through  spam  filters 
designed  to  block  e-mails  populated  with 
words  like  "Viagra"  and  "Cialis"  or  variations 
such  as  "Viagra"  or  "Ci@lis." 

Peterson  was  stunned  at  how  rapidly 
the  spam  in  this  attack  was  mutating. 
IronPorts  quarantine  system,  which  logs 
new  spams  sent  to  Peterson's  e-mail,  usu- 
ally isolates  1 20  messages  per  day.  But  this 
attack  had  spawned  350  before  the  first 
day  was  over,  with  new  versions  of  spam 
appearing  every  12  minutes.  Peterson 
wanted  to  see  if  all  these  iterations  were 
being  generated  by  the  same  automated 
software  program.  He  had  IronPorts  bank 
of  100  servers  start  running  dozens  of 
"cluster  analyses,"  or  scans  that  look  for 
frequently  used  combinations  of  letters 
and  symbols  among  millions  of  messages. 
It  turned  out  the  proliferating  varieties 
shared  a  similar  vocabulary.  Every  mes- 
sage had  one  or  more  of  these  triplets: 
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AMB,  VAL,  GRA,  NAX,  MER  and  LEV. 

Peterson  presumed  the  spam  was,  like 
most  spam  nowadays,  coming  from  a 
botnet,  a  ring  of  hacked  PCs  and  servers 
co-opted  into  churning  out  e-mails,  with 
their  owners  unaware.  Some  11%  ot  all 
PCs  are  botnet  zombies.  Every  computer 
that  sends  an  e-mail  has  to  reveal  its  32- 
bit  Internet  Protocol  address,  which  indi- 
cates geographic  location.  Peterson  filled 
an  Excel  spreadsheet  28,756  rows  long 
with  the  unique  IP  addresses  that  were 
trying  to  flood  IronPort's  customers.  The 
network  he  mapped  rivaled  a  large  com- 
pany's in  scale:  110,000  computers  con- 
nected in  1 19  countries,  including  Spain, 
South  Korea,  Brazil  and  Israel.  Hed  never 
seen  an  operation  this  massive. 

Then  Peterson  began  clicking  on  the 
Web  links  advertised  in  the  e-mails.  Using 
a  software  program  called  Traceroute,  he 
timed  how  long  it  took  to  load  each 
phony-pill-selling  Web  site.  Typically  such 
requests  take  50  milliseconds  and  make 
about  15  stops  along  the  Internet.  But  the 
requests  going  to  sites  like  MyCanadian- 
Pharmacy  took  more  than  200  millisec- 
onds and  were  making  43  stops,  some  of 
them  unidentifiable,  before  reaching  the 
final  server.  The  spammers  had  set  up  an 
elaborate  ricochet  to  cover  their  tracks 
and  disabled  the  protocol  that  lets  out- 
siders identify  the  final  destination.  Peter- 
son could  see  only  the  beginning  of  the 
traffics  path,  not  the  end. 

In  early  June  Peterson  spent  a  week 
trolling  hundreds  of  the  phony  spamver- 
tised  Web  sites,  looking  up  their  regis- 
tration information  in  the  "Whois"  data- 
base. Every  new  Web  site  has  to  provide 
a  name,  address  and  phone  number  to 
this  database.  He  thought  he  might  find 
the  repetition  of  a  name  or  number  that 
could  yield  a  clue. 

No  luck.  His  criminals  had  filled  the 
entries  for  2,100  Web  addresses  with  gob- 
bledygook,  essentially  thumbing  their 
noses  at  one  of  the  few  ways  the  Web  aims 
to  keep  track  of  who  owns  what  site.  "At 
this  point  I  had  lots  of  dead  ends,"  he  says. 

By  now  Peterson  was  spending  half 
his  workday  on  the  spam  hunt.  He  began 
to  ignore  big  projects,  such  as  the  one  he 
started  in  January  2006  to  bring  outside 
security  experts  to  speak  at  IronPorc.  He 


used  to  organize  one  meeting  a  month  but 
over  the  summer  didn't  organize  any,  and 
failed  to  submit  papers  to  five  important 
security  conferences.  He  also  missed  five 
meetings  of  the  Internet  Engineering  Task 
Force,  an  influential,  standards-setting 
group.  "I  kept  thinking,  'I  need  to  get  back 
to  my  real  job,'  but  then  I'd  get  one  more 
thread,"  he  says. 

One  promising  lead  came  the  after- 
noon he  ran  a  simple  test  to  see  if  the 
phony  pharmacy  Web  sites  were  filling 
orders  or  just  stealing  credit  card  num- 
bers. Using  a  bogus  credit  card  number, 
he  placed  orders  on  Pharmashop,  a  site 
that  looked  as  though  it  ran  on  a  server  in 
Hungary,  and  MyCanadianPharmacy, 
which  seemed  to  be  run  out  of  China. 

Bingo.  Although  the  sites  looked  dif- 
ferent and  were  run  by  machines  at  oppo- 
site ends  of  the  world,  he  got  identical  cus- 
tomer service  e-mails,  seconds  apart, 
telling  him  to  try  another  card.  And  both 
e-mails  originated  from  a  server  at  a  host- 
ing outfit  called  InterCage  in  Concord, 
Calif,  40  miles  east  of  IronPort's  offices. 

Peterson  had  an  assistant  drive  there, 
but  the  address  was  just  a  post  office  box. 


InterCage  had  been  accused  in  chat  rooms 
and  blog  posts  of  hosting  lots  of  spam- 
related  sites.  So  Peterson  called  the  San 
Francisco  office  of  the  Federal  Bureau  of 
Investigation.  The  next  day  agent  Christo- 
pher Sadlowski  was  in  Peterson's  office 
taking  detailed  notes  on  the  InterCage 
link.  The  firm's  president,  Emil  Kacperski, 
says  that  like  any  Internet  provider, 
InterCage  might  unwittingly  be  allowing 
spam  to  pass  through.  InterCage  has 
cooperated  with  subpoenas  before,  says 
Kacperski. 

Peterson  felt  a  sense  of  validation.  He 
was  onto  something.  "It  was  a  rush  for  me. 
I  felt  like  I  was  getting  closer."  But  Sad- 
lowski was  soon  transferred  to  another 
division  and  thus  went  the  first  in  a  string 
of  disappointing  attempts  to  enlist  law 


enforcement.  "No  one  is  approaching  this 
from  both  the  technical-  and  physical- 
world  angles,"  says  Peterson.  "That's  why 
the  bad  guys  continue  to  get  away  with  it." 

In  mid- June  Peterson  ran  out  of  leads 
and,  feeling  frustrated,  made  a  buy  on 
MyCanadianPharmacy.  Now,  Americans 
are  forbidden  to  import  prescription 
drugs,  but  there's  an  exception:  a  three- 
month  supply  is  permitted.  To  buy  the 
pills,  he  created  a  one-time-use  Master- 
Card number  tied  to  his  wife's  account 
and  spent  $85  for  ten  pills  of  something 
called  Viagra  Professional.  Within  sec- 
onds he  got  a  confirmation  e-mail  from 
E-Commerce  Processing  Systems,  a  dis- 
count code  for  future  buys  and  a  request 
to  rate  his  customer  experience.  "I'd  never 
seen  cybercrime  like  this.  It  acts  like  a 
huge  business,"  says  Peterson. 

A  London  address  appeared  at  the 
bottom  of  one  message.  Peterson  had  an 
IronPort  employee  there  visit  the  building. 
It  housed  several  offices,  but  a  receptionist 
had  never  heard  of  the  Web  company.  The 
address  for  the  world  headquarters  of 
MyCanadianPharmacy  is  an  empty  park- 
ing lot  in  Toronto. 
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Peterson's  credit  card  was  charged  to  an 
account  in  Russia.  He  called  MasterCard 
for  more  details,  but,  without  a  subpoena, 
the  card  company  could  reveal  only  the 
merchant's  account  name,  #Pharmacy- 
clientl.com,  and  asked  him  if  he  had  a 
complaint.  He  said  he  didn't,  but  a  few 
weeks  later  his  card  was  mysteriously 
reimbursed  for  the  full  charge. 

MasterCard  has  ceased  processing 
transactions  for  500  fake  pharma  Web 
sites  over  the  past  three  years.  But  the  sites 
close  and  reopen  with  another  bank 
under  a  totally  different  name.  "It  is  a 
game  of  Whack-a-Mole,"  says  Joshua  L. 
Peirez,  a  security  and  policy  chief  at 
MasterCard. 

By  August  Peterson  was  getting  so 
frustrated  that  he  was  considering  break- 


I  kept  thinking,  I  need  to  get  back 
to  my  real  job/  but  then  I'd  get 
one  more  thread/' 
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Polycom  Telepresence: 

EXPERIENCE    THE    REAL  THING 


The  world  leader  in  collaborative  communications 
is  the  real  presence  in  Telepresence. 


Telepresence  is  a  key 
solution  for  communication. 
Polycom  RealPresence™ 
Experience  delivers  an 
unprecedented  immersive 
Telepresence  environment. 


We  deliver  HD  solutions 
from  Telepresence  to 
meeting  rooms  to 
desktops  -  and  they  all 
work  together. 


Take  your  organization  to  the 
next  level  of  communication 
and  realize  the  positive 
benefit  to  your  top  and 
bottom  line. 


Let  Polycom  show  your  organization  how  to  improve  your  productivity  and  competitive  edge. 

Contact  us  to  schedule  a  briefing  at  www.polycom.com/rpx/forbes 
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TOGETHER,  GREAT  THINGS  HAPPEN. 


Technology  

ing  into  some  of  the  spammers'  botnet 
machines.  Then  he  got  a  phone  call  from  a 
man  in  Canada  who  identified  himself 
only  by  his  online  handles  "Spam  Killrz" 
or  "SiL"  (as  in  "Spam  is  Lame").  SiL  had 
heard  Peterson  speaking  about  the  spam 
attack  on  the  radio  and,  as  it  turned  out, 
was  tracking  the  same  criminals,  but  with 
less-than-savory  tactics. 

SiL's  day  job  is  with  a  Toronto  software 
firm,  but  at  night  he  hacks  around  the 
Web  trying  to  get  into  computers  compro-  I 


from  Shanghai  that  contained  the  hon- 
est-to-God  sildenafil  used  in  real  Via- 
gra.. But  Pfizer  says  the  pills  are 
counterfeit.) 

At  work,  Peterson  was  perpetually  dis- 
tracted. "Hours  slipped,"  he  says.  He 
flunked  his  2006  performance  review;  his 
boss,  IronPort's  marketing  chief,  Thomas 
Gillis,  gave  him  a  bonus  of  10%  of  salary 
instead  of  the  usual  20%.  "It  is  frustrating 
to  be  his  manager.  Pat  has  to  understand 
the  whole  situation.  This  is  one  of  his 


stance,  has  still  not  arrived. 

Recently  he's  been  getting  "404" 
error  messages  when  he  points  his  work 
PC  at  MyCanadianPharmacy.  He  didn't 
think  much  of  it  because  the  spammers 
are  bouncing  traffic  through  so  many 
stolen  machines.  Then  he  got  a  call  from 
his  confidant  in  Canada,  SiL.  IronPort's 
IP  address  was  now  intentionally  blocked 
from  that  Web  site,  as  are  IP  addresses  at 
the  FBI,  FDA  and  MasterCard.  Others 
soon  told  him:  You're  not  in  the  game 


Sp@mmerz  in  the  Slammer 

The  CAN-SPAM  Act  of  2003  has  done  nothing  to  thwart  spam  volumes. 
But  it  has  put  a  few  scamsters  behind  bars. 


Jeremy  Jaynes 

Sold  software,  porn  and 
work-at-home  schemes. 
Made  $24  million  in  total. 
Convicted,  now  appealing 
nine-year  sentence  on  free- 
speech  grounds. 

Daniel  Lin 

Sold  weight-loss  patches 
and  "generic  Viagra."  Made 
$350,000  in  a  three-month 
stretch.  Convicted,  now 
serving  three  years  in 
federal  prison. 


Chris  Smith 

(a.k.a.  Rizler) 

Operated  illegal  online  pharmacy. 
Made  up  to  $24  million.  Convicted 
of  distributing  controlled 
substances,  money  laundering. 
Sentencing  set  for  July;  currently 
being  held  for  smuggling  a 
computer  into  a  halfway  house. 

Jeffrey  A.  Kilbride 
and  James  R.  Schaffer 

Sent  spam  laced  with  dirty 
photos  to  spur  traffic  to 
pom  sites.  Made  more  than 
$2  million.  Both  face 


maximum  of  30  years, 
plus  up  to  $500,000  fine. 
Sentencing  in  September. 

Robert  Soloway 

"Spam  King"  peddled 
software  that  made  spam- 
ming  easy.  Accused  of 
money  laundering,  identity 
theft,  mail  and  wire  fraud. 
Prosecutors  trying  to  seize 
$773,000.  Ordered  to  pay 
Microsoft  $7.8  million. 
Arrested,  now  in  prison 
awaiting  trial. 


mised  by  spam  rings.  Most  of  the  time  he 
informs  the  server's  owners,  he  says, 
"though  sometimes  I  operate  in  a  legal 
gray  area." 

SiL  told  Peterson  that  MyCanadian- 
Pharmacy and  Pharmashop  were  linked 
to  a  dozen  other  sites  selling  illegal 
drugs,  watches  and  caviar.  SiL  also 
remotely  dissected  a  server  at  a  Greek 
university  that  had  been  tallying  pill 
orders  at  the  rate  of  one  every  30  min- 
utes. "Suddenly,  my  investigation  felt 
even  bigger  than  Id  imagined,"  recalls 
Peterson. 

In  late  August  Peterson's  Viagra  order 
arrived,  wrapped  in  a  long,  thin  envelope 
with  a  Mumbai  return  address  on  the 
back.  He  paid  investigators  in  India  $3,000 
to  snoop  around.  They  visited  the  address 
but  turned  up  nothing. 

In  October  lab  results  from  Ohio's 
Toxicology  Associates  proved  that 
Peterson's  pills  were  filler.  (FORBES 
duplicated  Peterson's  order  and  got  pills 


greatest  strengths,  but  it's  also  a  real  weak- 
ness sometimes,"  says  Gillis. 

At  a  January  Web-identity  conference, 
Peterson  rambled  through  a  presentation 
without  slides.  Then  the  following  month, 
a  day  before  the  security  industry's  biggest 
conference,  he  met  with  IronPort's  top  en- 
gineers to  go  over  his  hourlong  presentation. 
They  found  dozens  of  glaring  flaws. 

IronPort  executives  in  March  told  Pe- 
terson to  stop  wasting  time  on  the  pill  chase 
and  refused  his  request  to  rope  in  other 
staffers.  So  Peterson  began  hiding  his 
sleuthing  at  work  and  sneaking  onto  his 
home  computer  after  his  wife  had  gone  to 
bed.  "She  hasn't  asked  why,  so  I  don't  tell," 
he  says. 

Peterson  made  another  online  drug  buy 
in  April  with  a  Wells  Fargo  gift  card.  The 
transactions  were  charged  to  odd-sounding 
Web  domains  like  "drugs99.com"  and 
"sopharmacy9.com."  One  package  came 
from  a  suburb  of  Shanghai.  His  order  for  the 
muscle  relaxant  Soma,  a  controlled  sub- 


unless  you're  on  that  list.  Says  Peterson: 
"It  was  a  victory  of  sorts." 

The  greater  victory  was  learning — the 
hard  way — how  large  spam  networks 
operate.  IronPort  now  regularly  checks 
traffic  lags  between  its  computers  and  the 
computers  sending  spam  mail.  A  delay 
probably  means  the  computer  trying  to 
send  the  e-mail  is  hijacked.  Now  those 
machines,  and  the  URLs  promoted  within 
spam,  get  flagged  in  IronPort's  system. 
Then  it  tries  to  tell  if  that  zombie  com- 
puter is  communicating  with  others  that 
should  also  be  flagged. 

IronPort  also  scans  data  on  newly  reg- 
istered Web  domains.  There  it  looks  for 
clusters  of  attributes  like  shady  registrars, 
and  repetitive  names  and  ZIP  codes  in  the 
Whois  database.  Peterson's  engineers 
update  customers'  spam  filters  every  two 
minutes  instead  of  every  five  because  of 
the  rapid  morphing  he  witnessed  last 
June.  He  says:  "If  I  can't  find  them,  at  least 
I  can  make  their  lives  harder."  F 
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PANAMA  INTL.  MERCHANDISE  MART 
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The  Panama  International  Merchandise  Mart  (PIMM)  will  soon  be  under 
construction  near  the  Panama  Canal.  As  the  region's  first  wholesale  merchandise 
mart,  PIMM  will  offer  a  unique  wholesale  opportunity  because  most 
Latin  American  and  Caribbean  buyers  cannot  enter  the  United  States  due  to  visa 
restrictions.  The  project's  first  phase  will  cost  $50  million.  Total  investment  in  the 
project  will  reach  $1  billion  by  2015. 

PIMM  will  be  located  in  Panama  close  to  the  second  -  largest  free  zone  in  the 
world,  with  last  year  trade  reached  USs$14.8  billion,  up  by  17.7%  from  the  previ- 
ous year.  However,  this  free  zone  has  no  more  showroom  space  available,  and 
thousands  of  companies  are  waiting  to  operate  from  Panama.  PIMM  is  poised  to 
fill  the  gap  and  become  the  best  alternative  for  foreign  manufacturers  and  Latin 
American  buyers. 

The  merchandise  samples  displayed  in  showrooms  can  be  shipped  from  origin 
to  anywhere  in  the  world.  It  is  estimated  that  each  showroom's  yearly  turnover 
will  reach  $2  million  the  first  year  of  operation.  With  800  showrooms,  the  new 
merchandise  mart  should  trade  $1.6  billion  in  2009  and  $7.6  billion  by  2010  after 
the"  remaining  3,000  showrooms  are  completed. 

The  concept  is  simple:  Offer  manufacturers,  exporters,  wholesalers,  distributors, 
sales  agents  or  business  people  from  around  the  world  the  ability  to  buy  or  rent 
a  concession  and  operate  their  own  permanent  showroom  at  the  PIMM,  a 
wholesale  mall  environment  that  will  allow  them  to  access  450  million  Latin 
American  and  Caribbean  consumers. 

With  a  stable  government,  the  U.S.  dollar  as  legal  tender,  inflation  at  just  2.3  % 
and  no  tax  on  profit,  PIMM  is  today  the  best  place  to  invest  in  Latin  America. 

Projected  profits  are  enormous  and  investor  returns  should  be  generous.  Among 
the  financial  opportunities  being  offered  to  investors  are:  purchasing  a 
showroom  concession  to  show  and  sell  their  products,  or  lease  the  showroom 
back  to  PIMM  with  8.65%  return  on  their  money,  or  investing  in  PIMM  via  our 
holding  company.  Panama  International  Merchandise  Mart  S.A  is  a  subsidiary  of 
PIMM  Holding  Inc.,  a  Delaware  Corporation. 


www.pimm.com 
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Junior  R&D 

Winners  at  the  Intel  International  Science  &  Engineering  Fair 
are  too  young  to  drink,  but  they're  making  discoveries  that  could 
reshape  scientific  knowledge  |  By  Chana  R.  Schoenberger 
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Dmitry  Vaintrob 

remembers  producing  his  first  proof, 
that  there  are  an  infinite  number  of 
primitive  Pythagorean  triples  (num- 
bers like  5,  12,  13  that  make  the  sides 
of  a  right  triangle  and  have  no  com- 
mon factor),  at  age  8.  He  was  rein- 
venting a  wheel  known  to  Euclid. 
Dmitry  decided  at  12  he  wanted  to 
become  a  mathematician  like  his 
father. 

Lately  Dmitry  has  been  working 
on  a  groundbreaking  proof  detailing 
how  two  separate  theories,  the  Hochs- 
child  cohomology  and  the  Goldman 
bracket,  can  validate  the  idea  of  string 
topology,  which  uses  strings,  not 
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South  Eugene  High  Schoo 
Eugene,  Ore. 


Dmitry's  winning  science  fair  exhibit. 
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More 

powe  r  to 
solar. 

As  one  of  the  world's  largest  providers  of  solar 
energy,  BP  is  working  hard  to  make  solar  a 
more  competitive  and  innovative  energy  source. 
We're  investing  $70  million  to  expand  our  solar 
manufacturing  capacity  at  our  facility  in  Maryland. 
We're  also  teaming  with  the  California  Institute 
of  Technology  to  create  a  new  generation  of 
solar  cells  that  will  generate  more  power 
than  conventional  cells. 
It's  a  start. 


beyond  petroleum 

2007  BP  Products  North  America  Inc.  bp.COm/uS 


Innovation 


points,  to  study  three-dimensional  shapes 
such  as  bagel-like  toroids  or  pretzels. 
Dmitry  introduced  his  proof  while  at 
MIT's  Research  Science  Institute,  a  sum- 
mer camp  for  science  fair  champions  and 
future  Rhodes  Scholars  going  into  their 
senior  year  of  high  school. 

Dmitry  emigrated  from  Moscow 
with  his  family  at  the  age  of  2.  He  won 
$66,500  at  the  international  fair,  as  well 
as  $50,000  in  this  years  Intei  Science 


Talent  Search  and  $100,000  in  the 
Siemens-sponsored  competition  in  2006. 
He'll  start  at  Harvard  this  fall. 

Melissa  Carveli 

loves  to  hear  two  uncles  regale  her  with 
stories  about  life  in  the  National  Guard. 
For  her  science  fair  project  she  com- 
bined her  fascination  with  the  military 
with  her  several  years  of  research  into 
composite  materials.  The  result  was  a 


way  to  reinforce  soldiers'  body  armor. 

She  and  her  dad,  Lee,  a  chemical 
engineer  at  Chevron-Phillips,  converted 
their  garage  into  a  ballistics  proving 
ground.  They  built  a  steel  drop  tower 
that  pokes  through  a  trapdoor  into  the 
attic  and  is  bolted  to  the  rafters,  along 
with  a  striker  that  plunges  a  bullet  with 
a  terrific  crashing  sound  onto  Kevlar- 
wrapped  ceramic  bathroom  tiles  13  feet 
below.  Under  the  tiles  is  a  blob  of  gel  that 
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Everyone  talks  about  the 
world  s  ecology  problems. 
Few  talk  solutions. 

We  do. 


simulates  a  soldier's  soft  flesh.  Her 
reinforcement  is  a  sandwich  of  epoxy 
and  strips  of  carbon-fiber  tape  laid  at 
right  angles.  The  reinforcements  made 
the  tiles  a  hundred  times  stronger. 

Melissa  won  $11,000  at  the  interna- 
tional fair,  including  Navy,  Marine  and 
Air  Force  awards.  She's  going  to  spend 
this  summer  trying  to  patent  her  com- 


posite. The  Marines  offered  to  give  her 
scrap  armor  from  real  soldiers'  vests  and 
help  her  out  with  some  real  ammunition. 

George  Hotz 

is  a  teen  basement  tinkerer.  He  builds 
competitive-battle  robots,  using  an 
assortment  of  saws,  glue  guns,  presses 
and  a  3,500-pound  milling  machine  he 
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PROJECT:  VOLUMETRIC  DISPLAY 

Bergen  County  Academies,  Glen  Rock,  N.J. 


bought  on  Ebay  for  $700. 

But  the  shaggy-haired  teen's  real 
dream  had  always  been  to  build  a 
holodeck,  the  simulated-reality  machine 
from  Star  Trek.  The  first  step  was  to 
make  a  device  that  could  project  a  three- 
dimensional  image  visible  from  all 
angles — a  volumetric  display. 

George  took  a  flat-panel  computer 
monitor  out  of  its  plastic  housing, 
attached  it  at  the  bottom  to  a  wooden 
arm  mounted  on  a  spindle  that  rotates 
at  600rpm.  He  wrote  software  that  calcu- 
lates the  angle  of  the  screen  at  all  times 
and  decides  which  pixels  to  light  up. 
Because  the  human  eye  sees  an  image 
for  some  time  after  it  appears  (think  of 
the  strobe  effect),  whatever  image  Hotz 
puts  on  the  screen  appears  to  hang  in 
midair.  Move  around  the  machine,  and 
you  see  an  office  chair  or  horse  from 
every  side,  as  if  you  were  walking  around 
it.  Many  applications  for  this 
gadget  abound:  sonography,  air  traffic 
control,  videogames,  war  planning.  The 
project  won  Hotz  $20,000  at  the 
international  fair. 

Nayana  Ghosh-Choudhury 

and  her  sister  grew  up  used  to  hearing 
words  they  didn't  understand  around  the 
dinner  table.  Their  parents  are  both  bio- 
chemists at  the  University  of  Texas  Health 
Science  Center  and  would  frequently  haul 
their  daughters  into  the  labs  to  pipette 
solutions.  The  younger  daughter,  Nayana, 
naturally  gravitated  toward  research,  too. 
Last  winter  she  was  reading  an  article 
online  about  how  statins,  cholesterol- 
lowering  drugs  like  Lipitor,  were  sus- 
pected of  having  cancer-fighting  prop- 
erties. She  decided  to  test  the  drugs'  effect 
on  breast  cancer,  the  disease  that  killed 
her  great-grandmother. 

In  her  mother's  lab  Nayana  mixed 
breast  cancer  cells  in  a  dish  with  different 
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levels  of  statin,  then  documented  the 
death  of  cells  exposed  to  the  drug.  She 
also  injected  breast  cancer  cells  into  rats, 
measuring  their  tumors  to  prove  that 
statin  use  resulted  in  smaller  tumors. 
Wondering  how  the  drug  prevented  can- 
cer cells  from  growing,  she  then  looked 
at  a  protein  known  to  help  the  cells 
thrive.  Exposure  to  statins  dramatically 
reduces  the  activity  of  the  protein  in  can- 
cer cells.  The  project  won  $1,500  at  the 
international  fair  for  the  magnet-school 
junior,  who  plans  to  become  a  doctor. 

Philip  Streich 

stared  at  the  data  for  three  weeks,  but  noth- 
ing made  sense.  Last  summer  he  and  his 
mentor,  James  Hamilton,  a  chemistry  pro- 
fessor at  the  University  of  Wisconsin, 
Platteville,  were  trying  to  figure  out  how 
to  dissolve  carbon  nanotubes,  the  tiny, 
superstrong  supermaterial  of  the  future. 


Philip  Streich,  16 

PROJECT:  CARBON  NANOTUBES 
Homeschooled,  Platteville,  Wis. 


Then  a  lightbulb — no,  a  laser— came  on. 

Scientists  have  assumed  for  years  that 
nanotubes  were  insoluble.  If  they  were 
soluble,  it  would  be  easy  to  arrange  them 
without  clumping  and  losing  their 
ultrastrong  properties.  Boeing,  for  one, 
would  love  to  pour  nanotubes  into  a  mold 
to  make  an  ultralight  spaceship,  or  a  bridge 
to  the  moon.  Streich  saw  how.  He  read  about 
a  phenomenon  called  Debye  light  scatter- 
ing, which  permits  the  measuring  of  solu- 
bility from  the  intensity  of  light  scattered  by 
the  solution. 

Pouring  nanotubes  into  a  solution  of  N- 
methyl-2-pyrrolidone-,  he  shot  the  container 
with  a  laser  beam,  then  counted  the  pho- 
tons bouncing  out  with  a  spectrometer.  No 
commercial  instruments  were  sensitive 
enough  for  the  task,  so  he  built  his  own, 
using  spare  parts  from  the  lab's  reserves.  The 
tests  revealed  the  level  at  which  nanotubes 
can  be  dissolved  in  liquid. 

Philip's  parents  moved  the  family  from 
Princeton,  N.J.  to  a  400-acre  Wisconsin 
farm  after  the  Sept.  11  attacks.  They 
homeschool  their  three  children,  who  all 
help  out  with  livestock  chores.  Philip,  the 
eldest,  has  taken  1 5  college  courses  at  the 
university.  His  latest  project  is  searching 
for  dark  matter.  Philip  came  away  with 
$76,650  in  prize  money  from  the  interna- 
tional science  fair.  F 
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"Once  you've  driven  an  S-Class, 
it's  hard  to  drive  anything  else." 


©2007  Mercedes-Benz  USA,  LLC 


AS  A  PRINCIPAL  IN  ONE  OF  THE  WORLD'S  FOREMOST  PRIVATE  AVIATION  COMPANIES, 
KEN  AUSTIN  HAS  A  KEEN  UNDERSTANDING  OF  ENGINEERING  EXCELLENCE. 

Hands-Free  Communication  and  many  other  innovations 
can  be  controlled  with  a  glance  of  the  eye  and  a  turn  of 
the  wrist  from  the  COMAND  system.  14-way  adjustable 
seats  with  twelve  built-in  pneumatic  chambers  allow  you 
to  find  a  perfect  seating  position.  In  hard  cornering,  the 
Drive-Dynamic  multicontour  front  seats  actually  inflate  to 
help  keep  your  body  firmly  in  place.  And  this  famously 
substantial  sedan  accelerates  and  corners  with  the 
dexterity  of  a  car  half  its  magnitude.  One  touch  of  the 
throttle  sets  loose  391  Ib-ft  of  torque,  carrying  you  and 
your  passengers  to  60  mph  in  just  5.4  seconds.*  To  quote 
Austin,  "In  the  driver's  seat,  you're  in  a  racecar.  In  the 
back  seat,  you're  in  a  limo.  You  get  what  you  pay  for.  And 
in  this  case  you  get  one  of  the  greatest  cars  in  the  world." 


THE  2007  S-CLASS.  Owned  and  adored  by  the  world's  most  discerning  automobile  enthusiasts. 
 Unlike  any  other.   


Mercedes-Benz 

MBUSA.com 


With  standards  like  his,  selecting  an  automobile  was 
easy.  "The  S-Class.  It's  the  best 
of  the  best." 

Since  the  first  model  of  this 
heralded  sedan  took  to  the  road 
over  50  years  ago,  it  has  not  only 
been  the  standard-bearer  for 
Mercedes-Benz,  but  for  an  entire 
industry.  The  S-Class  raises  this 
leadership  to  a  whole  new  level. 

Technologically,  no  car  is  more  advanced.  Yet,  in  true 
Mercedes-Benz  form,  the  instrument  panel  is  intuitive  and 
designed  to  be  easy  to  use.  Navigation  System,  Dynamic 
Rear  View  Monitor,  Night  View  Assist,  Voice  Control, 


Ken  Austin 


lodel  shown  2007  S600.  Some  features  listed  are  optional  on  some  models.  'Stated  rates  of  acceleration  are  based  upon  manufacturer's  track  results  and  may  vary  depending  on  model,  environmental  and  road 
jrface  conditions,  driving  style,  elevation  and  vehicle  load.  For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBUSA.com. 
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A  toifet  a  work  of  art?  has  some  novel  ways 

to  sell  plumbing  fixtures  1  By  Emily  Lambert 


A RECENT  CONTEM- 
porary  art  show 
drew  thousands  of 
art  buyers  and 
gallery  owners  to 
the  Merchandise  Mart,  a  hulking 
building  on  the  bank  of  the 
Chicago  River.  Some  visitors,  on 
their  way  to  the  ticket  line,  wan- 
dered into  a  store  run  by  Kohler 
Co.,  maker  of  plumbing  fixtures. 
They  walked  past  thin  columns  of 
water  at  the  entrance  into  an  open 
space,  where  various  objets — an 
oversize  ceramic  head  and  an  eye- 
catching blue  glass  vessel,  for 
example — sat  among  high-tech 
showers,  whirlpools,  sinks  and  an 
oval-shaped  toilet,  all  displayed  on 
pedestals  like  museum  pieces,  the 
better  to  bring  in  customers. 

Whatever  it  takes.  In  the 
housing  slump  sales  of  Kohler's 
lower-price  lines  have  been  soft. 
So  the  134-year-old  Kohler,  Wis. 
company — still  private,  still  fam- 
ily-owned—is doing  what  it  can  to  steer 
folks  to  its  higher-end  goods. 

Kohler  claims  a  long  association  with 
art.  Its  ad  campaign  featuring  photogra- 
phers and  designers  has  been  running  for 
nearly  20  years.  An  old  stained-glass  win- 
dow in  its  posh  American  Club  resort  near 
headquarters  reads:  "Life  Without  Labor  Is 
Guilt.  Labor  Without  Art  Is  Brutality"  To 
keep  brutality  at  bay  Kohler  is  opening 
more  gallerylike  stores,  courting  architects 
and  designers  and  taking  artistic  license  in 
its  latest  series  of  ads. 

Its  first  store,  the  7,000-square-foot 
space  in  Chicago,  opened  in  fall  2005. 
Besides  selling  wares  and  offering  in-home 


consultations,  it  hosts  classes,  cocktail 
parties  and  private  events.  At  a  recent  after- 
hours  shindig  bathtubs  were  stocked  with 
koi.  The  store  is  losing  money.  Yet  Kohler 
plans  to  open  two  more  in  the  area  this 
year.  "The  stores  are  really  a  good  way  of 
presenting  our  image  and  what  we're 
about,"  says  Herbert  V.  Kohler  Jr.,  the  68- 
year-old  chief  executive  and  grandson  of 
the  founder.  The  stores  will  be  owned  and 
run  by  Kohler,  a  departure  from  its  usual 
practice  of  selling  through  distributors  and 
hardware  stores. 

Kohler's  "As  I  See  It"  print  ad  campaign 
has  been  running  since  1988  but  still 
sparks  occasional  controversy.  One  ad 


released  this  year  shows  a  woman  in  a  tub 
(suggested  price:  $2,950),  perched  on  a  raft 
and  floating  on  a  river,  set  in  what  appears 
to  be  a  Chinese  landscape.  The  image  sug- 
gests a  liberated  woman,  says  Janis  Teruggi 
Page,  an  assistant  professor  of  public  rela- 
tions at  the  University  of  Florida.  But  other 
recent  Kohler  ads,  she  claims,  smack  of 
sexism.  After  he  saw  its  TV  commercial  of 
a  frail  woman  dying  with  regret  after  see- 
ing a  Kohler  tub  from  her  deathbed,  Adver- 
tising Age  critic  Bob  Garfield  swore  he'd 
never  buy  another  Kohler  product.  "Oh, 
dear,"  laughs  Herbert  Kohler  of  Garfield's 
threat.  "We're  a  free  society,  and  we  have  all 
sorts  of  opinions." 
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Some  opinions  are  worth  courting. 
Kohler  introduced  the  $3,100  tankless 
"Purist  Hatbox"  toilet  at  New  York  fashion 
week  in  2005.  Its  stores  offer  rewards  points 
to  architects  and  designers,  which  they  can 
trade  in  for  visits  to  the  American  Club,  its 
Wisconsin  resort,  or  massages  at  its  spa 
there.  It  also  offers  customized  printouts  to 
take  to  clients  and  invites  them  to  classes. 

Kohler  has  an  artists-in-residence  pro- 
gram it  launched  in  1974.  Each  year  16  to 
22  artists  spend  months  in  Wiscon- 
sin, using  materials  and  equipment 
in  factories  to  create  works.  The  pro- 
gram— administered  by  the  John 
Michael  Kohler  Arts  Center,  a  non- 
profit run  by  Herberts  sister,  Ruth — 
is  a  "stimulant"  to  spur  employees  to 
come  up  with  fresh  ideas. 

It's  not  a  bad  marketing  tool, 
either.  The  artists'  works  are  dis- 
played around  the  Kohler  campus 
(a  few  were  shipped  to  the  Chicago 
store).  Visitors  to  the  Wisconsin 
factory  can  watch  artists  at  work. 
Sculptor  Lynne  Yamamoto,  better 
known  for  giant  installations  of 
pineapple  plantations,  was  recently 
building  a  porcelain  version  of  the 
avian  flu  virus,  below  a  tower  of  toi- 
lets. "I  never  realized  how  beautiful 
that  curve  is  that  comes  in  the  back 
of  the  bowl,"  she  says. 

Will  such  masterpieces  put  cus- 
tomers in  a  mood  to  spend?  Luxury 
bathrooms  are  one  bright  spot — the 
average  cost  over  the  past  five  years 
has  doubled  to  $33,000 — in  an  oth- 
erwise gloomy  time  for  new  con- 
struction. Kohler  offers  an  extra-long  (66 
inches),  -wide  (36  inches)  and  -deep  (24.5 
inches)  cast-iron  bathtub  (with  wood  frame 
but  without  water  jets)  for  $7,178.  A  marble 
"Botticelli  Vessels"  sink  will  run  you  $2,750. 

Kohler  and  his  wife,  Natalie  Black,  who 
runs  Kohler's  p.r.,  insist  they  aren't  trying  to 
move  the  company  upscale.  Marketing  and 
advertising,  Herbert  says,  are  reaching  out 
to  the  "forward  edge  of  middle  America" — 
whatever  that  is.  The  bulk  of  sales  still 
comes  from  midprice  products.  And  for 
folks  who  don't  regard  their  bathrooms 
and  kitchens  as  minimuseums,  it  must  be 
comforting  to  know  that  they  can  still  buy 
a  Kohler  sink  for  $154  at  Home  Depot.  F 


HEDA  (Hangzhou  Economic  and  Technological  Development  Area)  is  a 
national  development  zone  in  China  where  you  will  find: 

More  preferential  policies  than  other  provincial  and  municipal  development  zones; 
Rich  human  resources  supported  Py  1 4  universities; 
An  environmentally  friendly  area  certificated  Py  ISOl  4001 . 

Area:    104.7  km2 
To  int'l  airport:  1 5  km 

Main  industries:  IT,  biotechnology,  electronic  home  appliances,  automotive 
components,  machinery  manufacturing,  light  industry  and  food  manufacturing. 

Up  to  the  end  of  April  2007,  439  foreign  enterprises,  including  31  Fortune  500 
companies,  had  invested  US$8,84  Pillion  in  HEDA. 

Preferential  export  refund  policies  can  be  applied  to  enterprises  in  Zhejiang  Hangzhou 
Export  Processing  Zone. 

Business  Process  Outsourcing  (BPO), 
Software,  R&D  and  Training  Centre 
are  the  preferred  industries  of 
Singapore-Hangzhou  Science  and 
Technology  Park. 
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A  husband  and  wife  bought  a  grocery  delivery  service  together.  The  business 
survived.  The  marriage  didn't  |  By  Alex  Davidson 
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LORENE  REED,  NOW  46,  AND 
Larry  P.  Bearg,  49,  had  known 
each  other  1 1  years— and  been 
married  for  2  of  them— when 
they  decided  to  go  into  busi- 
ness together.  That  was  on 
Valentines  Day  in  1997,  when  they  used 
all  their  savings,  $25,000,  to  buy  a  produce 
delivery  service,  Planet  Organics,  in  San 
Francisco.  A  former  clinical  psychologist, 
Larry  had  opened  a  chain  of  ritzy  pet 
stores  in  the  Bay  Area  with  his  younger 
brother  and  initially  planned  to  stay  out  of 
the  business;  Lorene,  a  hairstylist,  would 
deal  with  farmers  and  delivery  trucks.  The 
day  after  they  bought  the  company, 
Lorene  discovered  she  was  pregnant  with 
their  second  child. 

After  struggling  for  a  decade,  Planet 
Organics  is  finally  doing  well,  netting 
$160,000  on  sales  of  $4.4  million  last  year. 
But  it's  been  rough  on  the  relationship, 
which  ended  in  divorce  in  2005.  Despite 
the  breakup,  Larry  and  Lorene  remain 
partners. 

Lots  of  couples  go  into  business 
together.  And,  according  to  therapists  with 
this  subspecialty,  a  surprising  number  of 
them  thrive.  Kate  and  Andrew  Spade  still 
work  at  the  handbag  company  they 
cofounded  in  1993  (it's  now  owned  by  Liz 
Claiborne  Inc.).  Tim  and  Nina  Zagat,  who 
launched  their  restaurant  guide  in  1979,  are 
still  going  strong.  Key  is  learning  to  man- 
age (and  survive)  constant  confrontation. 

Lorene  and  Larry  certainly  tried,  mak- 
ing one  sacrifice  after  another.  At  first  they 
decided  to  not  draw  salaries  from  Planet 
Organics,  and  kept  their  day  jobs.  To  find  a 
bigger  place  for  their  growing  family,  they 
moved  farther  north,  to  Sonoma  County. 
Having  a  longer  commute  and  two  jobs 
apiece  exacted  a  toll.  "Hed  be  in  Sonoma 
taking  care  of  the  kids  while  I  slept  on  the 
futon  in  the  San  Francisco  office,"  Lorene 
recalls.  "Sometimes  you  just  wouldn't  go  to 
sleep  because  you'd  be  thinking,  'Why 
bother  going  home  when  you're  just  going 
to  have  to  get  up  again?'" 

Things  were  about  to  get  tougher. 
Planet  Organics  was  just  scraping  by  in 
1999— losing  $40,000  on  sales  of  $1  mil- 
lion—when Webvan  launched  its  grocery 
service  in  the  Bay  Area.  As  a  much 
smaller  rival,  Larry  and  Lorene  suddenly 


had  to  expand  and  include  nonproduce 
offerings.  That  required  new  suppliers  and 
packaging,  and  a  much  more  complex 
Web  site  and  database.  Larry  went 
through  four  software  developers  ("It  was 
a  disaster,"  he  says)  before  getting  it  right. 
But  on  New  Year's  Eve  in  1999,  while 
watching  the  ball  drop  on  TV,  Lorene 
burst  out  crying,  "I  just  can't  do  this  any- 
more." But  the  couple  vowed  to  stay 
together.  "We  have  to  make  this  work," 
Larry  kept  telling  himself. 

He  found  himself  working  at  home 
when  he  was  supposed  to  be  looking 
after  the  kids,  using  the  TV  as  entertain- 
ment for  them  as  he  hit  the  books.  At  the 
same  time,  says  Lorene,  "I  started  feel- 
ing more  like  I  could  step  away  from  the 
business  and  have  family  time."  She 
offered  to  sell  her  50%  stake  in  Planet 
Organics  to  Larry  for  $5,  explaining  that 
the  move  would  let 
them  focus  more  on 
the  marriage.  Larry 
said  such  a  deal  was 
unrealistic. 

Still,  it  dawned 
on  them  that  Planet 
Organics,  and  little  else,  was 
keeping  them  together.  At  din- 
ner they  could  talk  about  the 
business  or  about  the  kids,  but 
only  rarely  about  each  other. 
The  $5  offer  became  a  nasty 
taunt  and  surrogate  for  broach- 
ing the  subject  of  dissolving  the 
business  and  the  marriage — and  for 
mutual  recrimination.  "It  was  too  late  to 
put  everything  back  together,  even 
though  we  certainly  tried,"  says  Larry 
The  couple  began  seeing  a  therapist  but 
settled  into  seeing  as  little  as  possible 
of  each  other.  In  2002  they  decided  to 
separate. 

But,  by  dint  of  all  the  personal  distrac- 
tions, the  business  started  slipping.  From  a 
$100,000  profit  on  sales  of  $2.5  million  in 
2002  Planet  Organics  began  spilling  red 
ink— losses  of  $300,000  in  2003  and 
$400,000  in  2004.  Larry  and  Lorene  blame 
the  decline  on  poor  delegation,  hiring 
incompetent  folks  to  manage  operations 
and  negotiate  prices  with  farmers. 

In  June  2004  they  found  someone — 
on  Craigslist,  no  less — to  help  save  the 


No  fighting  in  the 
van:  Larry  and 
Lorene  put  their 
differences  aside 
to  deliver  fresh 
fruits,  vegetables 
and  prepared 
meals  around 
San  Francisco. 


business.  Shahin  Khosravi,  who  had 
managed  finances  at  a  software  company, 
was  hired  as  chief  financial  officer  but 
also  had  to  serve  as  a  therapist.  Larry  and 
Lorene  admit  they  were  less  than  forth- 
coming about  the  situation  Khosravi 
stepped  into. 

Rationalizing  the  company  was  easy. 
Khosravi  trimmed  staff  and  cut  costs.  His 
challenge  was  getting  Larry  and  Lorene  to 
talk  to  each  other  as  business  partners,  free 
of  personal  barbs.  Khosravi  recalls  one 
meeting  where  Larry  threw  out  a  new  idea 
for  the  business — introducing  prepared 
meals  on  Planet  Organics'  menu — and 
Lorene  immediately  shot  it  down.  Khos- 
ravi had  to  mother  them  through  the  con- 
flict, suggesting  that  the  two  compromise 
on  a  test  run.  (The  meals  did  catch  on  and 
are  a  successful  part  of  the  business.) 
Khosravi  must  still  play  middleman. 

Recendy  Larry  pro- 
posed a  guided-tour 
feature — a  movie  that 
shows  prospective 
customers  what  the 
company  does  and 
where  products  come 
from— on  the  company's  Web 
site.  Lorene  immediately  objected, 
kicking  off  an  e-mail  war  between 
the  former  spouses.  Khosravi  told 
Lorene  she  had  to  explain  her  ob- 
jections in  person.  These  days  he 
is  trying  to  get  Larry  and  Lorene 
to  have  more  face-to-face  meet- 
ings instead  of  relying  just  on  e-mails,  which 
"allow  them  to  read  [too  much]  into  things," 
he  says.  "I  ask  Larry  and  Lorene  to  commu- 
nicate with  each  other  rather  than  get  at  each 
other,"  he  laughs. 

This  detente  has  led  to  the  revival  of 
Planet  Organics'  prospects.  The  company 
cut  its  top  line  and  broke  even  in  2005. 
This  year  the  company  expects  to  earn 
$400,000  on  $4.7  million  in  sales. 

In  some  limited  ways  Lorene  and 
Larry  are  closer  today  than  they  have  been 
in  years.  They  live  just  six  blocks  from 
each  other  and  share  custody  of  the  two 
children.  Neither  has  remarried.  But  they 
live  constantly  with  regrets.  "What  would 
I  recommend  to  other  couples?"  muses 
Lorene  about  starting  a  business  together. 
"I'd  say,  'Don't  do  it!'"  F 
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Anticipating  Cancer 

Esophageal  cancer  is  particularly  deadly. 
A  new  device  might  prevent  the  disease  in  some 
patients  at  risk.  Does  it  work? 

By  Andy  Stone 


DONALD  MITCHELL,  68,  LOST  HIS 
32-year-old  son,  Todd,  to 
esophageal  cancer  a  decade  ago. 
The  odds  were  high  that  the 
disease  would  have  eventually  attacked 
both  Donald,  a  retired  engineer  in 
Nashville,  and  his  daughter,  Jill  Wilford. 
Each  suffers  from  Barrett's  esophagus,  a 
disorder  in  which  the  cells  deep  down  in 
the  throat  degrade  after  years  of  being 
burned  by  stomach  acids. 

Until  recently  doctors  have  been  able 
to  treat  the  3.3  million  Americans  diag- 
nosed with  Barretts  only  with  acid  reflux 
pills  like  Nexium  and  annual  exams  to  see 
if  the  damaged  cells  have  become  cancer- 
ous. But  nearly  all  those  who  suffer  from 
the  most  severe  form  of  Barrett's  will  get 
esophageal  cancer.  In  Todd  Mitchell's  case 
the  cancer  diagnosis  came  too  late:  The 
standard  treatment,  removal  of  the  esoph- 
agus combined  with  chemotherapy,  failed 
to  stop  progression  of  the  disease. 

But  a  new  medical  device  from  a 
Sunnyvale,  Calif,  company  called  Barrx 
Medical  may  spare  Barrett's  patients 
from  their  cancer  fears.  Barrx's  catheter 
has  a  radio-frequency  emitter  on  its  tip 
that  burns  off  Barrett's  cells  on  the  sur- 
face of  the  esophagus  without  harming 
healthy  cells  underneath.  Don  Mitchell's 
throat  is  clean  after  the  last  of  three 
Barrx  treatments,  in  January.  Clinical 
data  suggest  that  the  cells  aren't  likely  to 
return,  assuming  Mitchell  avoids  the 
late-night  meals  that  contribute  to  acid 
reflux.  His  daughter  is  also  undergoing 
Barrx  treatment. 

Barrx  received  Food  &  Drug  Admin- 
istration approval  for  its  first  device,  the 
Halo  360,  in  2001.  But  lacking  long-term 


All  clear?  Don  Mitchell  and  daughter,  Jill. 


clinical  data,  the  company  decided  not  to 
push  the  device  on  doctors  and  risk  a 
backlash.  In  May  it  released  details  of  a 
trial  involving  102  patients  with  early- 
stage  Barrett's.  The  Halo  360  catheter 
killed  Barrett's  cells  in  large  swaths  and  left 
70%  of  trial  patients  free  of  the  precancer- 
ous ailment.  In  2006  Barrx  earned  FDA 
approval  for  the  Halo  90,  a  smaller 
catheter  that  targets  stray  cells  the  bigger 
device  misses.  Ronald  Pruitt,  the  Nashville 
gastroenterologist  who  has  treated  Don 
Mitchell  and  160  other  Barrett's  patients 
with  Halo,  says  no  cancers  have  developed 
among  the  group. 


"The  two  therapies  combined  allow  us 
to  claim  that  we  can  cure  anyone,"  says 
Barrx's  Chief  Executive  Gregory  Barrett 
(the  last  name  is  a  coincidence).  Some 
16,000  Americans  were  diagnosed  with 
esophageal  cancer  last  year,  up  14%. 
Fewer  than  a  fifth  survive  five  years. 
Gastroenterologists  have  used  thermal 
and  light  therapies  in  the  past,  but  these 
can  cause  scarring  that  makes  swallowing 
difficult.  Few  doctors  use  the  techniques. 

Barrx,  still  privately  held,  has  raised 
$60  million  since  2001  from  venture 
firms,  including  Delphi  Ventures  and 
Alloy  Ventures.  It  has  spent  $40  million 
developing  its  product  line.  With  solid 
preliminary  data  in  hand  since  2006, 
Barrett  has  hired  20  salesmen,  who  have 
sold  6,000  of  the  $1,500  Halo  360 
catheters  to  160  U.S.  hospitals,  where  doc- 
tors have  treated  5,000  patients  in  the  last 
1 8  months.  Barrx  also  charges  $40,000  for 
the  motors  that  drive  the  system.  Barrett 
thinks  its  revenue  will  triple  to  $9  million 
for  2007  now  that  the  Halo  90  is  on  the 
market.  If  all  goes  well,  Barrett  thinks  he 
can  turn  a  profit  in  2008. 

Some  doctors  have  yet  to  embrace  the 
device  for  use  in  all  stages  of  Barrett's 
esophagus.  John  Vargo,  a  gastroenterolo- 
gist at  the  Cleveland  Clinic  who  manages 
hundreds  of  patients  with  Barrett's,  says 
the  company  may  find  it  tough  to  per- 
suade doctors  to  use  Halo  to  treat  early- 
stage  Barretts  cases,  where  the  chances  of 
progression  to  cancer  are  low.  "Its  going  to 
take  years  to  determine  whether  there  is  a 
benefit  in  terms  of  cancer  reduction, 
much  less  a  survival  benefit,"  he  says. 

Vargo,  who  has  yet  to  use  the  device, 
does  see  immediate  need  for  it  to  treat  the 
smaller  number  of  severe  Barrett's  cases 
where  cancer  is  imminent.  But  he'd  like  to 
see  more  trial  data  to  dispel  his  fear  that 
the  layers  of  healthy  cells  that  develop  fol- 
lowing Barrx  treatment  might  be  conceal- 
ing diseased  cells  that  the  procedure 
might  have  missed.  If  those  undetected 
cells  turn  cancerous,  the  Barrx  treatment 
would  be  a  Pyrrhic  victory. 

Don  Mitchell's  doctor,  Ronald  Pruitt, 
is  less  conservative.  "I  think  that's  where 
things  are  headed,"  he  says.  "I  treat  all 
comers  with  Barrett's."  F 
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Italian  oil  giant 
Eni  has  a 
long  history  of 
cutting  deals 
with  anyone. 
Now  that  its 
future  hangs 
on  Russia, 
has  it  finally 
met  its  match? 
By  Daniel  Fisher 


"I  want  to  be  their  best 
friend":  Paolo  Scaroni. 


WHAT  MAKES  PAOLO  SCARONI  THINK  HE'S  SO  SMART?  THE  CHIEF  OF  ENI  SPA, 
the  worlds  sixth-largest  publicly  traded  oil  company,  is  heir  to  a  long  tradition  of 
high-stakes  dealmaking  with  rogues  from  Iran  to  Angola.  These  days  Scaroni  is 
guiding  Eni  into  the  nasty  Russian  energy  business— and  is  convinced  he  can 
survive  unscorched. 

A  lot  rides  on  his  bet.  Eni  already  is  the  biggest  customer  of  Gazprom,  the 
Russian  state-controlled  gas  producer  that  is  nationalizing  most  domestic  oil  and 
gas  production.  Eni  also  shares  control  of  one  of  the  largest  pipelines  bringing 
Russian  gas  into  Europe  and  recently  announced  plans  for  a  pipeline  across  the 
Black  Sea  to  Bulgaria  that  will  solidify  Gazprom's  hold  on  the  European  energy 
market.  Scaroni  &  Co.  are  also  developing  Kashagan— an  estimated  13  billion 
barrels  of  oil  reserves,  the  largest  discovery  since  Alaska's  Prudhoe  Bay — in  the 
former  Soviet  republic  of  Kazakhstan.  The  pipeline  from  Kashagan  goes 
through  Russia,  which  exerts  influence  over  the  $29  billion  project.  Eni  has  a 
19%  piece  of  Kashagan. 

Eni  is  a  formidable  company.  Last  year  it  earned  $1 1.6  billion  on  revenue  of 
$108  billion.  It  controls  Italy's  main  gas  distribution  company  and  its  domestic 
pipelines;  it  has  a  10%  share  of  the  nation's  electricity.  But  if  it  is  to  survive  on  its 
own — and  Europe's  economy  is  to  continue  to  grow — it  needs  to  keep  moving 
those  hydrocarbons  west.  That  has  become  difficult  in  a  chilly  geopolitical  cli- 
mate, where  Russian  President  Vladimir  Putin  uses  energy  as  a  strategic  cudgel. 
He  has  a  habit  of  breaking  contracts  with  foreign  companies. 

Scaroni  says  he  can  win  at  a  game  that  has  humiliated  sizable  competitors 
like  Shell  and  BP  with  one-way  "renegotiations"  and  outright  expropriation  of 
their  reserves.  "We  are  different  from  anybody  else,"  says  Scaroni,  60,  who  joined 
Eni  two  years  ago  after  spending  most  of  his  career  in  the  glass  industry.  "We've 
built  an  understanding  of  reciprocal  trust  [with  Russia]  nobody  else  has  built." 

Some  of  that  trust  flows  from  the  $6  billion  Eni  ships  east  each  year  for  the 
Russian  gas  that  provides  25%  of  Italy's  supply.  Then  there's  Eni's  famous  ability 
to  cut  a  deal  with  anyone. 

Earlier  this  year,  for  example,  Eni  agreed  to  pay  $5.8  billion  for  a  collection 
of  assets  from  Yukos,  the  bankrupt  oil  company  founded  by  jailed  Russian  oli- 
garch Mikhail  Khodorkovsky.  The  agreement,  reportedly  brokered  with  the  help 
of  Italian  Prime  Minister  Romano  Prodi,  contained  an  unusual  provision:  For 
the  next  two  years  Gazprom  can  buy  most  of  the  assets  from  Eni  for  $4.8  billion. 

What,  if  anything,  had  Eni  bought?  Khodorkovsky's  lawyer,  Robert  Amster- 
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dam,  denounced  the  whole  transaction  as  a  sham,  designed  to 
protect  Gazprom  from  lawsuits  by  investors  who  have  a  $33  bil- 
lion claim  pending  in  the  Hague  over  accusations  the  Russian 
government  illegally  stripped  Yukos  of  its  assets.  "They're  play- 
ing dirty,  which  is  actually  what  you  have  to  do  to  succeed  in 
Russia,"  Amsterdam  says.  But  he  gives  Eni  backhanded  praise  for 
exploiting  the  situation.  Even  if  Gazprom  exercises  all  its  options, 
the  Italian  oil  giant  will  have  purchased  the  equivalent  of  1.5  bil- 
lion barrels  of  oil  for  less  than  50  cents  a  barrel. 

At  his  office  in  Eni's  Rome  headquarters  Scaroni  smiles 
politely  at  the  kerfuffle.  The  auction  was  fair,  he  says,  and  he's 
"hopeful"  Gazprom  won't  exercise  its  options.  Reason:  The 
Russians  need  Eni's  expertise  in  developing  complex  oilfields. 
Such  logic  hasn't  saved  his  rivals  from  being  double-crossed.  But 
even  if  Gazprom  snatches  away  most  of  the  assets,  Scaroni  says 
Eni  got  "a  phenomenal  deal"  in  a  world  where  reserves  are  hard 
to  come  by.  "You  don't  find  oil  in  Switzerland,"  he  says. 

With  6.4  billion  barrels  of  oil  equivalent  in  reserves — behind 
France's  Total,  with  11.1  billion,  and  ExxonMobil,  with  13.6  bil- 
lion—Eni  is  struggling  to  stay  in  the  top  tier  of  international  oil 
companies.  While  it  has  investments  in  the  U.S.  and  the  North 
Sea,  its  biggest  bets  are  in  distinctly  un-Swiss  places— places 
known  for,  say,  corruption  (like  Angola  and  the  Congo)  or 
tyranny  (such  as  Iran  and  Venezuela). 

Eni  owns  a  10%  stake  in  the  Bonny  gas-liquefaction  plant  in 
Nigeria,  for  example,  where  troubles  include  kidnappings  and  a 
bribery  scandal  currendy  under  investigation  by  the  U.S.  Securi- 
ties &  Exchange  Commission.  (Eni's  American  Depositary 


Receipts  trade  on  the  New  York  Stock  Exchange.)  It  was  the 
biggest  foreign  oil  company  in  Libya  in  the  years  when  Muam- 
mar  Qaddafi  was  an  international  pariah,  and  it  developed  the 
massive  South  Pars  Field  in  Iran,  where  it  produces  700  billion 
cubic  feet  of  gas  a  year  for  the  Iranian  market.  (Like  other  foreign 
companies  with  investments  in  Iran,  Eni  has  an  exemption  from 
U.S.  sanctions  as  long  as  it  doesn't  increase  its  activity  there.) 

Dealing  with  scoundrels  is  par  for  an  international  oil  com- 
pany. Still,  Eni's  role  as  middleman  between  Russia  and  the  West 
is  fraught  with  risk  As  the  biggest  gas  broker  in  Europe,  selling 
3.2  trillion  cubic  feet  a  year  (or  15%  of  demand),  Eni  is  a  critical 
player  in  the  Continent's  economy;  gas  consumption  is  expected 
to  rise  2.4%  a  year  while  regional  gas  fields  slowly  deplete.  By 
2020  Europe  could  need  an  additional  1 1  trillion  cubic  feet  a  year 
of  gas,  more  than  double  current  imports.  To  get  a  feel  for  these 
magnitudes,  note  that  a  trillion  cubic  feet  is  worth  maybe  $7  bil- 
lion when  delivered  to  the  end  user.  The  U.S.  burns  22  trillion 
cubic  feet  a  year. 

Most  of  Eni's  gas  will  come  from  two  places:  Russia  and 
Algeria.  To  hammer  home  the  message  of  Europe's  vulnerability, 
Putin  sent  his  energy  minister,  Viktor  Khristenko,  to  Algeria  in 
January  to  discuss  tighter  business  ties  with  its  state-owned  gas 
company,  Sonatrach.  That  set  off  fears  in  Europe  and  the  U.S. 
that  Russia  was  trying  to  form  a  gas  version  of  OPEC  to  extract 
tribute  from  European  consumers. 

With  6.5  million  gas  customers,  Eni  is  Gazprom's  biggest 
collection  agent  in  Europe.  It  also  has  a  half  interest  in  a  large 
pipeline  connected  to  the  Russian  grid  in  Austria.  It  owns 
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another  pipeline  between  Russia  and  Turkey,  and  the  largest 
pipeline  to  Algeria.  Last  year  Scaroni  extended  Enis  contract 
with  Gazprom  from  2017  to  2035,  while  opening  the  door  for 
the  Russian  colossus  to  begin  selling  gas  directly  in  Italy  as  well 
as  investing  in  Enis  exploration  and  electricity  businesses.  Eni 
has  committed  to  buying  at  least  750  billion  cubic  feet  a  year, 
one-quarter  of  total  Italian  demand,  or  pay  for  the  gas  anyway 
(the  price  is  a  formula  based  mainly  on  fuel  oil).  With  European 
Union  pressures  to  reduce  its  monopoly  hold  on  the  Italian  gas 
market,  Eni  will  have  to  increase  its  sales  elsewhere  to  get  rid  of 
all  that  Russian  gas.  Scaroni  hopes  to  burn  some  of  it  in  electric- 
ity plants  he's  building  in  Italy. 

Scaronis  willingness  to  cut  deals  with  the  Kremlin  is  not  pop- 
ular. Enis  Gazprom  pact  is  "against  the  interests  of  the  EU,"  Jean- 
Arnold  Vinois,  an  EU  energy-supply  bureaucrat,  reportedly 
harped  at  a  May  conference.  Christophe- Alexandre  Paillard,  an 
official  with  France's  General  Secretary  for  National  Defense, 
recently  issued  a  report  titled  "Gazprom:  The  Fastest  Way  to 
Energy  Suicide."  His  point  is  that  Russia  won't  be  able  to  deliver  all 
the  gas  it's  agreed  to  sell,  because  Putin's  strong-arm  tactics— like 
the  recent  ordeal  in  which  Shell  lost  control  of  its  Sakhalin  Island 
project — is  discouraging  the  $200  billion  investment  needed. 

Scaroni  shrugs.  He  says  he's  preparing  to  spend  as  much  as 
$7  billion  on  the  Siberian  gas  fields  he  bought  in  the  Yukos  auc- 
tion, with  production  starting  in  2011.  He  thinks  the  Russians 
need  Enis  money  and  technical  expertise  as  much  as  he  needs 
their  reserves.  "We  will  remain  in  control  and  exist  as  long  as  we 
bring  to  the  country  something  it  doesn't  have,"  he  says. 

Enis  long  history  in  Russia  might  help.  Ente  Nazionale  Idro- 
carburi  (National  Hydrocarbons  Agency)  was  founded  by 
Enrico  Mattei,  a  self-trained  businessman  who  made  a  career  of 
defying  authority.  An  anti-Fascist  who  resisted  dictator  Benito 
Mussolini,  he  was  rewarded  at  the  end  of  World  War  II  with  the 
job  of  liquidating  the  state-owned  oil  company.  Still,  he  violated 
his  instructions  and  drilled  for  oil— and  found  huge  natural  gas 
reserves  in  Italy's  Po  Valley. 

With  gas  profits  at  his  disposal,  Mattei  transformed  himself 
into  a  petropopulist,  promising  cheap  energy  for  consumers  across 
Europe.  He  controlled  one  of  Italy's  largest  newspapers,  //  Giorno, 

The  Power  of  the  Spigot 
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and  emblazoned  Enis  gas 
stations  with  a  fire-breathing, 
six-legged  dog.  Operating 
largely  without  oversight, 
Mattei  built  refineries  and 
chemical  plants,  and  pipelines 
reaching  as  far  as  Bavaria.  His 
crews  were  infamous  for  lay- 
ing pipelines  at  night,  with- 
out permission,  and  Mattei 
himself  once  boasted  of  hav- 
ing broken  8,000  laws  and 
ordinances. 

Mattei  shook  up  the  business  by  offering  oil-exporting 
nations  a  bigger  share  of  production.  (He  also  reportedly  tried 
to  win  a  sweet  deal  by  enticing  the  Shah  of  Iran  with  an  Ital- 
ian princess.)  At  one  point  British  diplomats  fretted  that  Mat- 
tel's dealmaking  could  "seriously  prejudice  the  stability  of  the 
Middle  East,"  according  to  The  Prize,  Daniel  Yergin's  1991  his- 
tory of  the  oil  business. 

He  pioneered  the  oil  trade  with  Russia,  bartering  drill 
pipe,  petrochemicals  and  engineering  services  to  the  Soviet 
Union  in  exchange  for  crude.  The  Soviets  supplied  38%  of 
Enis  oil  by  the  early  1960s.  Mattei  also  wasn't  above  dealing 
with  outlaws  like  Algeria's  FLN  movement,  violent  revolution- 
aries trying  to  overthrow  French  rule.  Right-wing  French 
terrorists  reportedly  tried  to  return  the  favor  by  attempting  to 
sabotage  Mattei's  plane. 

Fate  finally  caught  up  with  Mattei  in  1962,  when  his  corpo- 
rate jet  crashed  in  a  thunderstorm  short  of  the  Milan  airport.  A 
movie  based  on  his  life,  //  Caso  Mattei  (The  Mattei  Affair),  won 
the  Palme  d'Or  at  the  Cannes  Film  Festival  in  1972.  Eni  suffered 
through  several  decades  as  a  corruption-laden  state  enterprise. 
The  low  point  came  in  1993  when  its  chairman,  Gabriele  Cagliari, 
died  in  jail  during  a  scandal  over  bribes  paid  to  Italian  political 
parties  to  counter  the  power  of  the  Soviet-financed  Communist 
party.  The  cause  of  death  was  a  plastic  bag  placed  over  his  head. 
The  official  presumption  is  that  Cagliari  placed  it  there. 

The  Italian  government  sold  67%  of  the  company  to  the 


Russian  President  Vladimir  Putin  has  steadily  tightened  his  grip  on  Europe's  energy  supply  by  taking  over  Russian  oil  and  gas 

reserves  and  control  of  the  pipelines  leading  west. 


1997  Putin,  then 
a  rising  KGB 
agent,  awarded 
Ph.D.  from  the 
St.  Petersburg 
Mining  Institute, 
after  a  thesis  on 
strategic 
planning  and 
resources. 


October  2003 

Yukos  founder 
Mikhail 

Khodorkovsky  is 
jailed  on  tax 
charges  and  his 
independent  oil 
company  is 
dismantled. 


January  2006 

Russia  cuts  off 
gas  supplies  to 
Ukraine  in  price 
dispute;  as  a 
result,  gas 
supplies  in 
Hungary,  France 
and  Italy  drop  as 
much  as  40%. 


December  2006 

Royal  Dutch 
Shell  is  forced  to 
sell  majority 
stake  in  Sakhalin 
Island  oil 
project  to 
Gazprom  for 
$7.5  billion. 


January  2007 

Russia  cuts 
off  1.5  million- 
barrels-a-day 
oil  supply  to 
Belarus, 

triggering  fears 
of  oil  shortages 
in  Europe. 


June  2007 

BP  sells  control 
of  Kovykta  gas 
field  to  Gazprom 
for  a  humiliating 
$800  million; 
future  of  TNK- 
partnership 
in  doubt. 
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Big  promise:  Kashagan's  estimated  reserves  of  13  billion  barrels  of  oil. 

public  in  the  1990s.  Under  Chairman  Vittorio  Mincato,  Eni 
increased  oil  and  gas  production  by  more  than  20%  between 
2001  and  2004  through  successful  exploration  and  acquisitions 
like  the  UK's  Lasmo  Pic.  Scaroni  came  in  at  a  good  time,  when 
energy  producers  were  enjoying  handsome  price  gains. 

Over  the  years  Eni  has  developed  a  reputation  for  dazzling 
technical  successes — and  for  infuriating  competitors  and  U.S. 
officials.  It  built  the  Blue  Stream  pipeline  connecting  Russia  and 
Turkey  for  example,  a  $2.4  billion  marvel  that  plunges  as  deep  as 
7,000  feet  across  the  Black  Sea.  (Turkey  later  said  it  didn't  need 
the  gas.)  Still,  the  project  undercut  rivals'  plans — heavily  backed 
by  the  U.S. — for  pipelines  directly  linking  former  Soviet 
republics  like  Azerbaijan  and  Turkmenistan  to  Europe. 

Those  countries  now  must  export  their  gas  through  Rus- 
sian-controlled pipelines,  selling  it  for  as  little  as  $3  per  thou- 
sand cubic  feet  at  the  border,  while  the  European  price  is 
closer  to  $9.  The  difference  goes  to  "shady  middlemen,"  says 
Deputy  Assistant  Secretary  of  State  Matthew  Bryza,  in  the 
Bureau  of  European  and  Eurasian  Affairs.  "The  gas  market  in 
Europe  is  dysfunctional,"  says  Bryza.  "Somebody  is  reaping 
huge  rents  here." 

Into  this  world  walked 

Scaroni,  who  studied  eco-  EftE  IS  ktlOWII 

nomics  at  Bocconi  University 

and  earned  an  M.B.A.  at  Co-  fOf  dclZZllllCJ 

lumbia  University.  After  a  -      ■      ■  ■ 

short  stint  in  sales  at  Chevron  iCWIHICpl 

he  developed  a  reputation  as  SUCC6SS  OftCl 

a  talented  manager  at  French 

glassmaker Saint-Gobain and  fOf  Ifflf UfldtiriCj 

later  ran  die  Italian  manufac-  Ma- 
turing and  engmeering  com-  vumpiMixor5 

pany  Techint.  (While  there,  ^  Artier  jCail 

lecnint  was  caught  paying 

bribes  in  the  same  political  OlTICIcilSa 

scandal  as  Eni's  former  chair- 


man, Cagliari.  "Everyone  was  part  of 
the  system,"  Scaroni  says.) 

He  ran  British  glassmaker  Pilk- 
ington  Pic.  from  1996  to  2002,  cut- 
ting 10,000  jobs  and  reorganizing  the 
company's  international  operations. 
"He's  quite  a  skilled  negotiator,"  says 
Sir  Nigel  Rudd,  the  British  industri- 
alist who  brought  him  to  Pilkington. 
The  company  constandy  had  to  bar- 
gain with  its  then  investor  and  now 
owner,  Nippon  Sheet  Glass,  over 
technology-sharing  and  other  issues, 
Rudd  says,  and  "we  always  got  the 
best  part  of  the  deal." 

Scaroni  returned  to  Italy  in  2002 
at  the  behest  of  Silvio  Berlusconi, 
Italy's  prime  minister  at  the  time,  to 
run  Enel,  the  former  state-owned 
Italian  electrical  utility  company, 
where  he  sold  off  its  water  and  tele- 
phone divisions.  In  2005,  as  he  was 
mulling  a  job  with  another  foreign 
company  (Scaroni  won't  say  which), 
Berlusconi  recruited  him  to  run  Eni. 

Not  an  easy  switch.  Scaroni  had  a 
lot  to  learn,  especially  about  Eni's  most 
profitable  business,  exploration  and 
production.  "Reserves  are  a  concept 
that  doesn't  exist  in  any  other  business," 
he  says.  The  job  at  most  companies  is  to  reduce  inventories,  not 
increase  them.  But  reserves  are  the  lifeblood  of  any  oil  company 
and  nowadays  they  exist  mosdy  in  unpleasant,  risky  places. 

For  all  Scaroni's  efforts,  proved  reserves  at  Eni  have  fallen 
11%  since  2004  to  the  equivalent  of  6.4  billion  barrels  of  oil. 
Venezuelan  jefe  Hugo  Chavez  is  partly  to  blame:  His  govern- 
ment expropriated  Enis  Dalcion  field  there  last  year,  erasing 
170  million  barrels.  Eni  is  seeking  $830  million  in  proceedings 
before  a  World  Bank  panel.  But  Scaroni  says  he  is  "ready  to 
negotiate  a  solution." 

A  bigger  problem  is  Kashagan,  where  Eni  won  the  job  of 
building  and  operating  the  field  after  partners  ExxonMobil  and 
Shell — each  owns  around  20%,  as  Eni  does — reportedly  couldn't 
agree  on  which  one  of  them  should  be  in  charge.  Since  then  the 
project  has  been  delayed  by  at  least  five  years,  with  production 
now  expected  to  start  no  earlier  than  2010.  The  setbacks  haven't 
done  much  for  Eni's  reputation  and  have  hurt  its  stock  which,  at 
a  recent  $70.70,  trades  at  a  10.3  price/earnings  ratio,  compared 
with  11.2  for  Total. 

Scaroni  is  betting  that  Kashagan  will  transform  Eni  into  one 
of  the  best  operators  of  big,  highly  complex  oil  and  gas  fields— 
and  thereby  impress  the  Kremlin.  "Europe  cannot  survive  with- 
out Russia,  and  Russia  has  a  deep  need  of  Western  technology," 
he  says.  Whatever  the  dicey  politics  of  dealing  with  Russia,  he 
insists,  "I  want  to  be  their  best  friend."  F 


Eni  founder  Enrico  Mattel. 
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Eat  more  chicken,  glorify  God  :  S.  Truett  Cathy. 

named  his  son  Samuel  (Cathy's  first  name). 
The  privately  held  chain — with  $2.3  billion 
in  systemwide  sales  last  year  from  1 ,300 
franchised  stores  in  the  U.S.— is  best 
known  for  chicken-breast  sandwiches  that 
inspire  fans  to  camp  out  so  they  are  first  in 
line  when  a  new  restaurant  opens. 

Cathy,  86,  credits  the  company's  success 
to  975  franchisees  and  600  employees  who 
are  unusually  dedicated  in  an  industry 
known  for  grumpy  operators  and  high 
turnover  among  hourly  workers.  The 
turnover  among  Chick-fil-A  operators  is  a 
low  5%  a  year.  Among  hourly  workers 
turnover  is  60%,  compared  with  107%  for 
the  industry.  "We  tell  applicants,  'If  you  don't 
intend  to  be  here  for  life,  you  needn't  apply  " 
says  Cathy,  who  opened  his  first  restaurant 
in  1946. 

That's  not  the  only  company  mandate. 
Chick-fil-As  corporate  mission,  as  stated  on 
a  plaque  at  company  headquarters  (and  by 
Cathy),  is  to  "glorify  God."  It  is  the  only 
national  fast- food  chain  that  closes  on 
Sunday  so  operators  can  go  to  church  and 
spend  time  with  their  families;  franchisees 
who  don't  go  along  with  the  rule  risk 
having  their  contracts  terminated.  Company 
meetings  and  retreats  include  prayers,  and 
the  company  encourages  franchisees  to 
market  their  restaurants  through  church 
groups.  Howe  Rice,  a  franchisee  in  Glen 
Allen,  Va.,  hosts  a  Bible  study  group  in  one 


The  Cult  of  Chick-fil-A 

The  fast-food  purveyor  seeks  loyal  employees  and  operators 

who  believe  serving  chicken  is  God's  work.  Careful  screening 
of  new  hires  keeps  it  out  of  trouble  |  By  Emily  Schmall 


T  A.  BUSY  CHICK-FIL-A  IN 
Rome,  Ga.  Richard  Yad- 
kowski  keeps  a  paternal 
eye  on  employees  squeez- 
ing lemons  and  cooking 
chicken.  Like  seven  teens  who  work  in 
his  restaurant,  Yadkowski,  33,  came  to 
Chick-fil-A  when  he  was  living  in  a 
group  foster  home  created  by  Chick-fil-A 


founder  and  chairman  S.  Truett  Cathy. 
"I  tell  the  kids,  'This  is  not  just  selling 
sandwiches;  it  pays  for  your  upbring- 
ing,'" says  Yadkowski,  a  hardworking, 
happily  married  Southern  Baptist  who 
plans  to  work  with  Chick-fil-A  for  life. 

Chick-fil-A  tries  to  recruit  and  retain 
loyalists  like  Yadkowski,  who  is  so  devoted 
to  the  company  and  its  founder  that  he 


of  his  two  Chick-fil-A  restaurants  every 
Tuesday.  He  offers  a  free  breakfast  to  all  who 
attend.  "You  don't  have  to  be  a  Christian  to 
work  at  Chick-fil-A,  but  we  ask  you  to  base 
your  business  on  biblical  principles  because 
they  work,"  says  Cathy 

Chick-fil-A  is  run  by  Cathy  and  his  sons 
Dan  T,  chief  operating  officer,  and  Donald 
(a.k.a.  Bubba),  a  senior  vice  president.  They 
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WHERE  WORK  MEETS  PLAY. 
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screen  prospective  operators  for  their 
loyalty,  wholesome  values  and  willingness 
to  buy  into  Chick-fil-A's  in-your-face 
Christian  credo,  espoused  often  by  Cathy, 
an  evangelical  Southern  Baptist  who  says 
"the  Lord  has  never  spoken  to  me,  but  I  feel 
Chick-fil-A  has  been  His  gift." 

Fifty  employees  and  one  franchisee 
grew  up  in  one  of  13  Christian  foster 
homes  in  the  U.S.  and  Brazil  run  by  a 
nonprofit  organization  Chick-fil-A  funds, 
the  WinShape  Foundation.  Sixteen  others 
were  in  Sunday-school  classes  Cathy 
teaches  at  First  Baptist  Church  in  Jones- 
boro,  Ga.  Cathy  likes  to  give  a  leg  up  to 
people  who  have  ambition  but  little  else: 
The  company  asks  operators  to  pay  just 
$5,000  as  an  initial  franchise  fee.  KFC,  for 
example,  demands  $25,000  and  a  net 
worth  of  $1  million. 

Chick-fil-A  pays  for  the  land,  the 
construction  and  the  equipment.  It  then 
rents  everything  to  the  franchisee  for  15% 
of  the  restaurant's  sales  plus  50%  of  the 
pretax  profit  remaining.  Operators,  who 
are  discouraged  from  running  more  than 
a  few  restaurants,  take  home  $100,000  a 
year  on  average  from  a  single  oudet.  A  solo 
Bojangles'  franchisee  can  expect  to  earn 
$330,000  (Ebitda)  on  sales  of  $1.7  million. 

Loyalty  to  the  company  isn't  the  only 
thing  that  matters  to  Cathy,  who  wants 
married  workers,  believing  they  are  more 
industrious  and  productive.  One  in  three 
company  operators  have  attended  Christian- 
based  relationship-building  retreats  through 
WinShape  at  Berry  College  in  Mount  Berry, 
Ga.  The  programs  include  classes  on  con- 
flict resolution  and  communication.  Fam- 
ily members  of  prospective  operators — chil- 
dren, even — are  frequently  interviewed  so 
Cathy  and  his  family  can  learn  more  about 
job  candidates  and  their  relationships  at 
home.  "If  a  man  can't  manage  his  own  life, 
he  can't  manage  a  business,"  says  Cathy,  who 
says  he  would  probably  fire  an  employee 
or  terminate  an  operator  who  "has  been 
sinful  or  done  something  harmful  to  their 
family  members." 

The  parent  company  asks  people  who 
apply  for  an  operator  license  to  disclose 
marital  status,  number  of  dependents  and 
involvement  in  "community,  civic,  social, 
church  and/or  professional  organizations." 

But  Danielle  Alderson,  30,  a  Baltimore 


 At  Work 

operator,  says  some  fellow  franchisees  find 
that  Chick-fil-A  butts  into  its  workers' 
personal  lives  a  bit  much.  She  says  she  can't 
hire  a  good  manager  who,  say,  moonlights 
at  a  strip  club  because  it  would  irk  the 
company.  "We  are  watched  very  closely  by 
Chick-fil-A,"  she  says.  "It's  very  weird." 

Is  it  legal?  There  are  no  federal  laws  that 
prohibit  companies  from  asking  nosy 
questions  about  religion  and  marital 
status  during  interviews.  Most  companies 
don't  because  it  can  open  them  up  to 
discrimination  claims,  says  James  Ryan, 
a  spokesman  for  the  Equal  Employment 
Opportunity  Commission.  Chick-fil-A  has 
more  freedom  to  ask  whatever  it  wants  of 
franchisees  because  they  are  independent 
contractors  and  not  necessarily  subject 
to  federal  employment  discrimination 
laws.  (Employees,  however,  may  sue  under 
those  laws.) 

Chick-fil-A,  the  corporate  parent,  has 
been  sued  at  least  12  times  since  1988  on 
charges  of  employment  discrimination, 
according  to  records  in  U.S.  District 
Courts.  Aziz  Latif,  a  former  Chick-fil-A 
restaurant  manager  in  Houston,  sued  the 
company  in  2002  after  Latif,  a  Muslim, 
says  he  was  fired  a  day  after  he  didn't  par- 
ticipate in  a  group  prayer  to  Jesus  Christ  at 
a  company  training  program  in  2000.  The 
suit  was  settled  on  undisclosed  terms. 

The  company  might  face  more  suits  if  it 
didn't  screen  potential  hires  and  operators 
so  carefully.  Many  Chick-fil-A  job  candi- 
dates must  endure  a  yearlong  vetting 
process  that  includes  dozens  of  interviews. 
Ty  Yokum,  the  training  manager  for  the 
chain,  sat  through  7  interviews  and  didn't 
get  the  job.  He  reapplied  in  1991  and  was 
subjected  to  another  17  interviews — the 
final  one  lasted  five  hours — and  was  hired. 
Bureon  Ledbetter,  Chick-fil-A's  general 
counsel,  says  the  company  works  hard  to 
select  people  like  Yokum,  who  "fit."  "We 
want  operators  who  support  the  values 
here,"  Ledbetter  says. 

Those  who  do  say  they  like  the  member- 
of-the-club  feel  that  goes  along  with  work- 
ing with  Chick-fil-A.  "It  is  very  difficult  to 
get  in,  but  once  you're  in,  you're  in  for  life," 
says  Donald  Elam,  a  Chick-fil-A  franchisee 
in  Superstition  Springs,  Ariz.:  "I  tell  all  my 
people,  'I'm  not  working  for  Chick-fil-A; 
I'm  working  for  the  Lord.'"  F 


A  MESSAGE  FROM 
GOVERNOR  MIKE  BEEBE 


"I  invite  you  to  consider 
Arkansas  for  your  next 
business  investment.  It's 
true  we're  centrally  located 
with  a  great  workforce. 
And  it's  also  true  my 
administration,  as  well  as  our 
legislature,  is  pro-business. 
But  more  importantly,  it's 
true  Arkansas  is  a  great 
place  to  live  and  prosper. 
Whether  it's  manufacturing 

or  high-tech,  corporate 
headquarters  or  non-profits, 
there's  a  place  for  you 
in  the  Natural  State. 
Come  visit,  and  let  us 
show  you  why  Arkansas  is 
a  natural  for  business." 
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Indian  family  diaspora:  Three 
generations  of  Mangliks  have  gone 
from  tents  in  Indian  forests  (top  left: 
Ved  Mitra  Manglik,  circa  1952  in  his 
tent  office;  top  center  Harsh  and 
sister  Chitra  outside  the  family  tent) 
to  the  wilds  of  Internet-era  California 
(bottom  right:  Harsh,  with  daughters 
Shambhavi  Malini  and  Vrinda  Kadam- 
bar  and  wife  Madhuri).  Now  Harsh 
and  Madhuri  have  moved  to  Bangalore. 


Going  Hortie 


stepping  out  of  the  tent  that  served  as  the 
family  home. 

His  son,  the  tiger  cub,  is  Harsh  Manglik, 
59,  chief  of  Accenture's  thriving  India  busi- 
ness and  overlord  of  35,000  employees — 
4,000  more  than  the  $16.7  billion  American 
consulting  giant  employs  in  the  U.S.  Five 
years  ago  the  firm  employed  only  800  peo- 
ple in  the  country.  In  his  own  way  Manglik 
is  helping  to  build  modern  India,  just  as  his 
late  father  had  done  half  a  century  before 
him.  "It  is  heady  to  think  you'll  have  a  role 
in  shaping  things  and  seeing  your  finger- 
prints on  it,"  Manglik  says.  "The  future  is 
being  designed." 

Yet  Manglik  long  ago  left  behind  India 
and  the  $100-a-month  job  he  got  after  grad- 
uating from  the  Indian  Institute  of  Technol- 
ogy Kanpur  to  seek  a  better  career  in  the  U.S. 
And  for  most  of  his  35  years  in  America  he 
doubted  he  ever  would  move  back  to  his 
homeland.  Instead,  he  got  a  graduate  engi- 
neering degree  at  Case  Western  Reserve  Uni- 


versity, followed  by  an  M.B.A.  at  Carnegie 
Mellon.  He  became  a  U.S.  citizen  and  climbed 
the  ranks  of  big  names  in  high  tech— Booz 
Allen,  United  Technologies,  Accenture,  IBM, 
Symantec. 

And  then  Manglik  shocked  his  wife  and 
two  grown  daughters  and  his  relatives  in  India 
by  doing  the  one  thing  they  never  expected: 
He  moved  back  to  India.  He  rejoined  Accen- 
ture in  September  2006  to  run  its  far-flung 
India  business  from  Bangalore,  overseeing  the 
hiring  of  1,000  new  employees  a  month,  ex- 
panding service  to  U.S.  clients  and  wooing 
Indian  companies  that  could  become  the 
global  giants  of  tomorrow. 

"We  know  it  is  going  to  be  big,  and  we 
know  we  have  to  get  in  now"  he  says. 

Ever  more  executives,  engineers  and 
salesmen,  India-born  and  U.S.-trained,  are 
returning  to  their  homeland  to  cash  in  on 
the  Asia  boom.  The  same  is  true  for  re- 
turnees to  the  once  backward  but  now  surg- 
ing economies  of  China  and  Vietnam  (see 


box,  p.  95).  In  India  these  returnees  are 
known  simply  as  NRIs  (for  nonresident  In- 
dians); in  Vietnam  they  are  called  Viet  Kieu, 
meaning  "overseas  Vietnamese."  In  China 
they  are  "sea  turtles,"  or  Hai  Gui  Pai,  al- 
though some  jealous  Chinese  who  never  left 
dub  these  new  arrivals  Hai  Dai — "seaweed." 

Some  20,000  people  of  Indian  descent 
have  returned  in  the  past  two  years,  says  Kiran 
Karnik,  president  of  India's  Nasscom,  a  tech 
trade  group.  Last  year  40,000  returnees  reset- 
tied  in  booming  China,  up  from  7,000  in 
1999,  says  David  Zweig,  a  professor  at  Hong 
Kong  University  of  Science  &  Technology.  In 
Vietnam  the  government  has  eased  visa  re- 
quirements and  investment  restrictions  to  en- 
courage the  flow  back,  and  since  the  1990s 
thousands  of  Vietnamese  have  returned. 

India's  return  tide  started  with  the  tech 
bust  in  2000,  when  many  Indians  working 
in  California  lost  their  jobs;  the  joke  then  was 
that  B2B  meant  not  "business  to  business"  but 
"back  to  Bangalore."  The  trend  grew  as  U.S. 
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10-Year  Corporate  Average  Fuel  Economy 


Industry  Average 
24.8  mpg 


n 

Honda  Average 
30.1  mpg 


The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology  And,  our 
ultimate  goal,  a  cleaner  environment. 


'Based  upon  the  average  sales-weighted  fuel  consumption  for  I9%-  200S  model  year  passenger-car  and 
light  taick  fleets  sold  In  the  US,  based  on  CAFE  reports.  ©  2007  American  Honda  Motor  Co .  Inc  honda.com  The  Power  of  Dreams 


Going  Home 


companies  began  sending  data  processing 
and  call  center  work  to  cheaper  labor  mar- 
kets in  Asia  and  India. 

Now  Accenture's  worker  hordes  serve 
the  worlds  blue-chip  companies  from  Ban- 
galore, Mumbai,  Pune,  Chennai,  Delhi  and 
Hyderabad.  For  companies  like  Best  Buy, 
Kimberly-Clark  and  Wyeth,  they  answer 
customer  calls,  maintain  the  payroll,  keep 
the  books  and  even  sort  through  resumes. 
Others  tackle  higher-end  work  as  strategy 
consultants,  researchers  on  systems  integra- 
tion and  customizers  of  Oracle  and  Mi- 
crosoft software. 

Accenture  runs  four  small  research  labs 
around  the  world,  and  the  newest  one  was 


began  to  recede  to  the  background."  His 
father  and  mother  seemed  to  accept  this. 
"Fathers  are  heroes  to  most  children — 
particularly  to  boys,"  he  says.  "But  he 
brought  me  up  to  be  independent..  Never 
once  did  he  say,  'Why  don't  you  stay 
here?"' 

He  livedin  Washington,  D.C. ,  New  York 
and  Connecticut;  in  1981  he  married  an  Air 
India  flight  attendant.  They  settled  in  north- 
ern California  and  raised  their  two  daugh- 
ters there  (neither  of  whom  speaks  Hindi). 
Every  three  years  Manglik  and  his  wife 
brought  their  American  children  with  them 
to  visit  family  in  India. 

As  Indias  high-tech  sector  boomed  in  the 


didn't  say  anything,"  she  says  now.  "He  is  the 
last  person  to  cry' 

Within  a  week  Manglik  visited  her 
and  their  father  in  Dehra  Dun.  He  began 
flying  from  San  Francisco  to  India  more 
often,  each  time  finding  the  country 
modernizing  before  his  eyes.  His  father 
died  in  September  2004,  and  Manglik 
attended  the  funeral,  watching  his  dad's 
ashes  sink  into  the  same  stretch  of  river 
where  the  elder  Manglik  had  swum  as  a 
boy.  A  notion  began  to  gnaw  at  him. 

"My  father  never  said  it,  but  I  do  won- 
der what  he  thought  about  the  fact  that  there 
I  was,  somewhere  else,  building  my  career, 
and  whether  I  was  being  selfish." 


Worldwide  I 


2007 


(Thousands  of  workers) 


Indian  Hiring  Spree 

Accenture's  global  head  count  has  more  than  doubled  in  the  past  five 
years,  but  the  company  has  been  adding  workers  fastest  in  India.  Last 
year  Accenture  was  hiring  1,000  Indian  employees  per  month  there. 


set  up  in  Bangalore  in  November  2006,  two 
months  after  Manglik  arrived  there;  it  will 
have  a  hundred  researchers  in  three  years. 
Manglik  is  hiring  2,000  management  consult- 
ants in  India  to  bid  for  more  gigs.  "India  is 
a  key  country  for  Accenture,  a  critical  element 
in  our  global  delivery  network"  and  "integral 
to  our  growth  strategy'  says  William  D. 
Green,  Accenture's  chief  executive.  He  per- 
sonally wooed  Manglik,  who  had  put  in  two 
years  at  the  firm  before  leaving  in  1992,  to 
rejoin  and  run  India  operations  last  year. 

To  use  a  phrase  uttered  by  India's  first 
prime  minister,  Jawaharlal  Nehru,  on  the 
night  India  won  its  independence  from 
Britain  in  1947,  for  Manglik  it  was  a  long  de- 
layed "tryst  with  destiny"  Like  Gandhi, 
Manglik's  grandparents  on  his  mother's  side 
had  been  jailed  by  the  British  for  fighting  to 
free  India  from  colonial  rule. 

But  Manglik  would  spend  most  of  his 
adult  life  in  the  U.S.,  and  with  each  pro- 
motion any  thought  of  a  permanent 
return  to  his  homeland  faded  a  bit  more. 
"When  I  left  India  [in  1972]  I  was  very 
clear  I  wanted  to  come  back,"  Manglik 
says.  "As  I  progressed  in  my  career,  it 


build-up  to  the  Y2K  scare  (the  computer  glitch 
that  later  fizzled),  Manglik  began  to  imag- 
ine returning  to  India  once  his  daughters  fin- 
ished college.  The  scenario  grew  more  real 
as  his  once  swashbuckling  father,  in  his  80s, 
had  a  stroke  in  2004. 

One  summer  afternoon  in  Delhi,  as  the 
father  lay  in  bed,  his  health  in  rapid  decline, 
Manglik's  sister  Kalpana  visited  his  bedside 
to  read  him  a  passage  she  had  penned  in  a 
biography  she  was  writing  about  him.  She 
wanted  to  describe  how  he  felt  about  the  long 
absence  of  Harsh,  the  only  one  of  his  five  chil- 
dren to  leave  India.  She  voiced  a  hope  that 
their  father  had  harbored  silently: 

"I  know  my  son  will  come  back,  because 
he  knows  his  history  is  in  the  dust  of  India. 
One  day  he  will  know  that  this  dust  is  his 
mother."  She  paused,  waiting  for  her  dad,  ever 
stoic,  to  speak.  He  could  not.  His  eyes  filled 
with  tears,  and  finally  he  managed  to  say,  "I 
could  not  have  said  it  better." 

A  few  days  later  Kalpana  read  the  pas- 
sage over  the  phone  to  her  brother,  who  was 
up  late  at  night  at  his  home  near  San  Fran- 
cisco. She  listened  for  a  reaction,  from  7,690 
miles  away,  but  could  hear  only  silence.  "He 


Source:  Accenture. 


And  so  when  Accenture's  chief,  Bill 
Green,  called  him  one  day  in  August  2006 
to  entice  him  into  quitting  Symantec  to  take 
a  job  at  Accenture — maybe  a  post  running 
India? — Manglik's  answer  came  quickly: 
"When  do  I  show  up?"  He  began  his  new  job 
a  month  later. 

The  Mangliks  moved  to  Bangalore  in  Sep- 
tember 2006,  and  for  months  they  lived  out 
of  a  hotel  room,  having  left  behind  their  two 
grown  daughters.  This  month  they  move  into 
their  new  home,  an  apartment  in  central  Ban- 
galore. Manglik's  wife,  who  had  gone  by  the 
nickname  Sally  since  she  was  a  girl,  has  re- 
claimed her  Indian  name,  Madhuri,  meaning 
"sweetness." 

Booming  Bangalore,  a  place  of  palm  trees, 
traffic  jams  and  tech  entrepreneurs,  is  as  close 
to  Silicon  Valley  as  you  can  get  in  India.  It  takes 
Manglik  an  hour,  in  a  chauffeured  Toyota 
Corolla,  to  navigate  the  9-mile  drive  to  work 
each  morning.  "I've  adapted  to  that,"  he  says. 
"I  make  my  phone  calls  in  the  car'' 

Along  the  way  he  passes  roadside  food 
carts  where  a  fresh  coconut  tapped  with  a 
straw  costs  a  quarter,  and  dusty  lots  filled 
with  cricket  games  already  under  way,  and 
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Global  Investing 

THE  ADR  WAY 

The  World  at 
Your  Doorstep 

by  Michele  Wucker  | 


Americans  now  hold  more 
than  $4.1  trillion  worth  of 
equity  in  non-U.S.-based 
companies,  a  record  level. 
They  bought  many  of  these 
shares  using  a  simple  tool: 
the  American  Depositary 
Receipt  or  ADR. 


A convenient,  low-cost  way  for  U.S.  investors  to 
diversify  globally,  ADRs  represent  shares  of 
international  firms  but  are  listed  in  the  U.S. 
and  quoted  in  dollars.  They  have  become  an  essential 
link  between  international  companies  and  U.S.  retail 
and  institutional  investors. 

More  than  1,800  companies  from  over  76  countries 
sponsor  more  than  2,200  Depositary  Receipt  (DR)  pro- 
grams in  the  form  of  ADRs,  typically  listed  on  U.S. 
exchanges,  or  GDRs  (Global  Depositary  Receipts),  listed 
in  London  or  Luxembourg.  DR  trading  value  hit  a 
record  $1.66  trillion  in  2006.  This  represents  an  increase 
of  almost  60%  from  record  2005  activity.  Global  trading 
volume  of  DRs  reached  57  billion  shares  in  2006.  Trading 
values  in  ADRs  and  GDRs  continues  to  increase  dramat- 
ically, up  44%  to  $592  billion  in  the  first  quarter  of  2007 
over  the  same  period  last  year. 
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In  2006,  issuers  from  25  countries 
raised  a  record  $43  billion  through 
129  DR  offerings.  Many  of  the  new 
listings  come  from  emerging-market 
economies;  indeed,  companies  in 
Russia,  India  and  Kazakhstan,  to 
name  a  few,  have  already  listed  on 
major  international  exchanges,  with 
more  new  issues  in  the  pipeline. 

"We're  seeing  more  and  more 
issuers  from  Brazil,  Russia,  China 
and  India  coming  to  market  using 
depositary  receipts,"  says  Claudine 
Cardillo-Rivot,  global  head  of 
JPMorgan's  Depositary  Receipts 
Group.  "It's  really  bringing  foreign 
equities  to  the  investor's  doorstep." 

Bridging  Global  Markets 

By  bridging  international  differences 
among  market  rules  and  practices, 
ADRs  make  it  easier  for  investors  to 
pursue  global  diversification.  They 
simplify  exchange-rate  accounting, 
reduce  custody  costs,  increase  tax  effi- 
ciency, eliminate  the  need  to  research 
local  regulations,  ensure  technological 
compatibility  and  settle  in  three  days. 
Companies  with  exchange-listed 
ADRs  report  to  the  U.S.  Securities 
and  Exchange  Commission,  state 


their  earnings  according  to  U.S. 
Generally  Accepted  Accounting 
Principles  (GAAP)  and  comply  with 
corporate  governance  regulations. 

Retail  and  institutional  investors 
have  taken  note  of  the  ease  of  invest- 
ing using  DRs,  the  broad  and 
increasing  variety  of  DRs  and  the  ris- 
ing awareness  of  the  importance  of 
global  portfolio  diversification.  As  a 
result,  investment  in  non-U. S. -based 
equities  makes  up  nearly  20%  of  U.S. 
portfolios  today,  compared  to  under 
2%  in  the  1980s.  But  there's  plenty  of 
room  for  more.  Consider  this:  the 
credit  rating  agency  Standard  & 
Poor's  recently  recommended  that 
investors  allocate  30%  of  their  port- 
folios to  foreign  equities. 


After  all,  U.S.-based  companies 
make  up  less  than  half  of  the  world's 
market  capitalization.  Investors 
who  pursue  opportunities  globally 
get  access  to  a  much  wider  range  of 
companies  across  sectors  in  other 
regions  of  the  world,  while  spread- 
ing out  risk  across  a  variety  of  eco- 
nomic and  market  cycles. 

Latin  America,  for  example,  is 
home  to  world-class  companies 
that  offer  commodity  and  energy 
plays.  "There  are  also  many  new 
sectors,  such  as  commercial  real 
estate  and  housing,  that  are  break- 
ing out,"  says  JPMorgan's  Latin 
America  Regional  DR  Head,  Yxa 
Bazan.  "Latin  America  provides 
great  diversification  opportunities 


CompanhiaVale  do  Rio  Doce  (CVRD) 


This  global  diversified  metals  and  mining  company  is  a  leader  in  shareholder  value 
creation  with  a  total  annual  return  of  42.7%  ever  the  last  five  years.  Its  focus, 
however,  is  on  the  future  and  on  continual  improvement  —  from  investor  relations  to 
value  creation  and  corporate  social  responsibility. 

CVRD  is  the  second-largest  diversified  metals  and  mining  company  in  the  world;  the 
world's  largest  producer  of  iron  ore  and  pellets;  and  one  of  the  largest  global  produc- 
ers of  nickel.  CVRD  also  produces  alumina,  aluminum,  bauxite,  coal,  cobalt,  copper,  kaolin, 
potash,  manganese,  ferro-alloys  and  precious  metals.  The  Company  owns  and  operates 
three  railroads  and  seven  ports,  and  has  offices  and  operations  on  all  five  continents. 
CVRD  shares  are  traded  on  the  New  York  (NYSE),  Sao  Paulo  (Bovespa)  and  Madrid 
(Latibex)  stock  exchanges. 
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COMPANMA  VALE  DO  RIO  DOCE  (CVRK 

Country:  Brazil 

Sector:  Metals  &  Mining 

Market  Capitalization:  over  $100  billion 

NYSE  Symbol:  RIO 

NYSE  ADR:  0RD  1:1 

Date  of  Issue:  March  20, 2002 

Web  site:  www.cvrd.com.br 

Companhia 
Vale  do  Rio  Doc< 


CVRD  is  the  second  largest  diversified  metals  and  mining  company  in  the  world,  with  a 
market  capitalization  over  US$  100  billion.  It  is  the  world's  largest  producer  of  iron  ore 
and  pellets  and  one  of  the  largest  global  producers  of  nickel,  manganese  and  ferro 
alloys.  CVRD  also  produces  alumina,  aluminum,  bauxite,  coal,  cobalt,  copper,  kaolin, 
potash  and  precious  metals.  The  Company  owns  and  operates  three  railroads  and  seven 
ports,  and  has  offices  and  operations  in  all  five  continents.  CVRD  shares  are  traded 
on  the  Sao  Paulo  (Bovespa),  New  York  (NYSE)  and  Madrid  (Latibex)  stock  exchanges. 


www.cvrd.com.br 
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because  it  has  developed  so  many 
investment  alternatives  across  sec- 
tors —  like  Petrobras,  Companhia 
Vale  do  Rio  Doce  (CVRD)  or 
Telmex,"  she  adds,  referring  to  blue 
chips  in  oil  and  mining  in  Brazil 
and  telecommunications  in  Mexico. 

A  Virtuous  Circle 

Depositary  receipts  benefit  issuing 
companies  as  well  as  investors  by 
increasing  the  visibility  of  those  com- 
panies and  broadening  the  global 
investor  base.  With  the  ability  to  easi- 
ly reach  investors  in  financial  centers 
like  New  York  through  ADRs,  or 
London  or  other  European  trading 
centers  via  GDRs,  companies  can  tap 
into  new  sources  of  capital. 

For  CVRD,  a  global  mining  com- 
pany, issuing  ADRs  certainly 
accomplished  all  of  these  goals. 


"Mining  is  not  a 
local  or  a  regional 
business.  It's  a  glob- 
al  business,"  says 
CVRD  Director  of 
Investor  '  Relations 
Roberto  Castello 
Branco.  "We  have 
shareholders  in  all 
parts  of  the  world. 
Recently   we  dis- 
covered   that  we 
have  shareholders  as  far  away  as 
New  Caledonia  in  the  South  Pacific, 
who  have  never  been  to  Brazil,  have 
never  met  CVRD,  yet  have  invested 
in  our  shares." 

New  Ways  to  Use  ADRs 

Investors  who  pursue  sector-based 
or  geographic  portfolio  strategies 
now  have  another  tool  to  make  it 


JPMorgan  Celebrates  80  Years  of  ADRs 
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In  1927,  JPMorgan  created  the  first  ADR,  which 
allowed  U.S.  investors  to  easily  purchase  shares  in 
British  retailer  Selfridges.  Since  then,  JPMorgan  has 
remained  a  leader  in  providing  innovative  depositary 
receipt  (DR)  services  to  international  companies  wish- 
ing to  access  capital  markets  in  the  U.S.  and  abroad. 

As  the  premier  DR  provider,  with  the  longest  his- 
tory in  the  field,  JPMorgan  introduced  the  first  ADR 
from  all  major  markets  of  the  world:  Latin  America 
in  I960,  Asia  in  1962  and  Eastern  Europe  in  1992. 

In  2006,  JPMorgan  was  named  the  sole  depositary  bank  for  the  largest-ever  DR  initial 
public  offering  in  the  history  of  the  industry,  and  in  2007,  JPMorgan  launched  the  very 

first  DR  on  the  Singapore  Stock  Exchange. 

A  wealth  of  information  about  DRs  and  international  equities  for  both  issuers  and 
investors  is  available  at  JPMorgan's  award-winning  Web  site,  adr.com. 

For  information  about  JPMorgan's  DR  services,  please  contact: 


DEPOSITARY 
RECEIPTS 

1927-2007. 


JPMorgan  O 


Yxa  Bazan 
Latin  America 

yxa.j. bazan  @  jpmorgan.com 
212-623-0494 


Mark  Downing 

Europe,  Middle  East,  Africa 

mark.n.downing@jpmorgan.com 

■  20-7777-2897 


Kenneth  Tse 
Asia  Pacific 

kenneth.k.tse@jpmorgan.com 
8S2-2800-I859 


easier  to  track  global  trends  using 
real-time  DR  performance  data. 

In  May,  JPMorgan  launched  12  new 
indexes  based  on  the  most  liquid 
exchange-listed  ADRs  and  GDRs. 
Sector  investors  can  track  an  ADR's 
performance  against  peers  in  the  oil, 
gas  and   mining  sector;   in  tech- 
nology, media  and  telecom;  or  in 
financial  companies.  Or  they  can  eval- 
uate the  performance  of  shares  by 
region,  whether  among  developed 
markets,  key  emerging  markets  or 
globally.  The  indexes  are  available 
through  all  major  market  data  ven- 
dors and  by  using  the  JPDX  prefix  on 
Bloomberg. 

Investors  who  want  to  know 
more  about  ADRs  or  track  their 
holdings  can  do  so  with  the  click  of 
a  mouse  at  JPMorgan's  leading- 
edge  Web  site,  www.adr.com,  the 
central  source  for  ADR  market 
intelligence  and  data.  JPMorgan 
also  helps  issuers  develop  well- 
invested,  liquid  ADR  programs.  (%) 

Produced  by  Nuala  Byrne 
Edited  by  Laurie  Corson 
Designed  by  Jon  Prinsky 

WEB  DIRECTORY 

Companhia  Vale  do  Rio  Doce  (CVRD) 

www.cvrd.com.br 

JPMorgan 

www.adr.com 


Revisiting  Vietnam 

Phuc  Than  fled  Vietnam  by  helicopter  in  1975,  when 
Saigon  fell  to  the  Communist  north.  The  14-year-old 
refugee  got  separated  from  his  family.  When  he  returned 
to  Vietnam  24  years  later,  he  was  an  avowed  capitalist— an  elec- 
trical engineer,  salesman  and  13-year  veteran  of  Intel.  His  old 
country  was  Communist — but  embracing  capitalism  anyway. 

Than  is  Intel's  country  manager  in  Vietnam,  overseeing  a 
staff  of  15  in  Ho  Chi  Minh  City  (formerly  Saigon).  In  1999  he 
moved  back  to  Vietnam,  a  nation  of  85  million  people,  a  quar- 
ter of  them  in  school  or  college.  Half  were  born  after  the  Viet- 
nam War — known  as  "the  American  War"  in  Vietnam. 

"The  U.S.  gave  me  opportunities,  but  if  I  leave  the  U.S.,  it 
won't  suffer,"  he  says.  "If  I  come  back  to  Vietnam,  I  have  the  op- 
portunity to  do  something  great."  He  has  just  helped  the 
Communist  government  he  and  his  family  had  fled  win  a  $1  bil- 
lion investment  from  Intel  that  will  bring  pride  and  4,500  jobs  to 
Vietnam. 

Along  the  way  Than  has  watched  the  Vietnamese  economy 
grow  8.2%  a  year.  The  former  Brinks  Hotel,  bombed  by  the  Viet- 
cong  in  1964,  now  houses  a  shopping  mall  with  a  Gucci  store.  To 
see  soldiers  and  tanks,  one  must  visit  a  museum,  Saigon's  Presi- 
dential Palace,  where  one  can  see  the  General  Electric  radio  re- 
ceiver used  by  South  Vietnamese  and  American  forces  rusting  in 
the  basement.  These  days  GE  sells  aircraft  engines  and  power- 
generation  gear  to  the  government. 

Than's  prolonged  round-trip  from  Vietnam  to  the  U.S.  and 
back  again  began  on  a  motorcycle.  Early  on  the  morning  of 
April  29,  1975,  as  Vietcong  troops  approached  Saigon,  Than  and 
his  three  younger  siblings  sped  through  deserted  streets  to 
meet  their  mother  at  the  U.S.  Embassy.  But  as  refugees  and 
staff  boarded  helicopters  to  evacuate.  Than  lost  track  of  his 


family.  "I  didn't  realize  the  magnitude  of  it,"  he  says.  By  night- 
fall he  had  boarded  a  chopper.  Soon  he  was  aboard  a  ship 
carrying  6,000  refugees  on  a  six-day  voyage  to  Guam.  His  mom 
and  siblings  took  a  different  helicopter  and  ended  up  at  a 
refugee  camp  in  Arkansas. 

Back  in  Guam  the  teenager  was  having  a  ball.  Than  was 
taken  in  by  Donald  Nichols,  an  enlisted  Navy  man  stationed  there 
with  his  wife,  Mary  Ann,  and  a  teenage  son.  There,  Than  kissed 
his  first  girl,  drank  his  first  beer,  smoked  his  first  cigarette,  went 
waterskiing  and  grew  to  like  barbecued  chicken.  Three  months 
later  the  phone  rang  in  the  middle  of  the  night  at  the  Nichols 
home.  "Mary  Ann  knocked  on  my  door  and  told  me  my  mom 
was  on  the  phone,"  Than  says.  His  dad  had  stayed  behind  to  care 
for  his  own  aging  mother.  Than's  mom  supported  the  family  as  a 
maid,  nursing  aide,  cafeteria  worker  and  secretary,  sending  all 
four  kids  to  college.  Than  got  an  electrical  engineering  degree 
from  UC,  Davis  in  1985.  He  joined  Intel  a  year  later  and  has 
worked  there  since.  "The  government  is  calling  for  Vietnamese 
to  come  back,"  he  says.  "It  is  a  privilege  and  an  honor."  — R.M. 


women  in  colorful  saris,  walking  with 
heavy  bags  on  their  heads.  Noisy  yellow-and- 
black  motorized  rickshaws  wriggle  through 
standstill  traffic  as  pedestrians  press  past  a 
sacred  cow  grazing  along  a  sidewalk  here 
and  there. 

Past  the  shopping  mall  with  a  KFC, 
Citibank  and  Sony  and  Adidas  shops,  a 
row  of  office  towers  houses  IBM,  EMC  and 
Oracle.  Just  past  the  Hindu  temple, 
marked  by  a  blue,  red  and  green  dome, 
lies  his  destination,  the  seven-story  glass- 
and-concrete  office  complex  housing 
Accenture  India's  Bangalore  hive. 

The  brightly  painted  hallways  are 
crammed  with  new  hires  in  a  rush,  high- 
potential  prospects  who,  in  Mangliks  gen- 
eration, had  to  leave  India  if  they  wanted  to 
exploit  their  technology  degrees.  But  Mang- 
lik  says  he  is  lucky  to  be  back  in  the  land  he 


left  35  years  ago.  "These  are  not  even  once- 
in-a-lifetime  opportunities,"  he  says,  "because 
you  don't  usually  get  the  chance,  in  an  en- 
tire lifetime,  to  shape  your  country" 

His  father  could  not  have  said  it  better. 

One  recent  afternoon  Manglik  braves 
blistering  heat  and  gridlock  to  get  to  the 
Bangalore  airport.  He  arrives  at  the 
grimy  terminal,  pushes  past  myriad  touts 
and  steps  to  the  counter  of  Jet  Airways,  a 
transient  home  since  his  return  to  India. 
As  he  checks  in  for  a  flight  to  Delhi,  a 
route  he  now  travels  more  than  the  San 
Francisco-to-L.A.  trek  of  his  past,  the 
lights  overhead  flicker  erratically 
throughout  the  airport,  a  symptom  of 
this  boomtown's  chronic  power  shortage. 

He  climbs  aboard  the  plane  and  leaves 
behind  the  Third  World  for  a  cushy  seat  in 
business  class,  where  a  flight  attendant  of- 


fers a  cold  towel  and  a  chilled  glass  of 
coconut  juice.  Manglik  reaches  for  a  copy 
of  A  Transition  Across  Ages,  the  biography 
of  his  father  that  he  helped  his  sister  self- 
publish  last  year.  He  turns  to  page  152  and 
runs  a  forefinger  across  the  text,  translat- 
ing elegant  Hindi  script  that  quotes  his  late 
father  predicting  the  return  of  a  son  who, 
one  day,  will  realize  that  his  history  lies  in 
"the  dust  of  India." 

Then  he  comes  to  a  passage  about  the 
lullaby  he  heard  as  a  4-year-old  boy — "sher 
baccha"— in  a  tent  in  the  remote  forests  of 
northern  India,  where  tigers  still  roamed.  He 
pauses  to  let  the  flight  attendant  pass,  then 
sings  the  lullaby  softly  as  stars  sparkle  out- 
side the  plane's  portholes,  the  land  he  had  left 
shrouded  in  darkness  seven  miles  below.  It 
transports  him  back  to  the  place  where  it  all 
began.  F 
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Global 
Superm 

For  better  growth  prospects  or  cheaper 
markets,  it  pays  to  shop  outside  the  U.S. 


IN  TODAY'S  WORLDWIDE  MARKETPLACE  IT  IS  EASY  TO  INVEST 
overseas,  whether  through  conventional  mutual  funds,  exchange- 
traded  funds,  American  Depositary  Receipts,  U.S. -listed  foreign 
shares  or  even  through  the  online  trading  of  shares  on  foreign 
bourses.  For  example,  with  E-Trade's  new  Global  Trading  plat- 
form you  can  trade  stocks  listed  in  Canada,  France,  Germany,  Hong 
Kong,  Japan  and  the  U.K.  Via  this  route  an  online  purchase  of  100  shares 
of  a  stock  such  as  Germany's  ThyssenKrupp  runs  $27  in  commissions 
plus  $60  for  currency  conversion. 

If  a  13%  annualized  long-term  earnings  growth  forecast  for  U.S. 
stocks  is  not  enough  for  your  investment  style,  and  you  are  willing  to 
take  on  additional  risks,  such  as  currency  swings  and  political  uncer- 
tainty, we  can  suggest  several  other  countries  that  securities  analysts 
think  offer  better  earnings  prospects. 

Example:  China,  where  the  consensus  forecast  calls  for  19%  annualized 
earnings  growth  over  the  next  three  to  five  years.  Reflecting  such 
optimism  (as  well  as  a  certain  measure  of  irrational  exuberance),  China's 
Shanghai  Composite  Index  holds  a  183%  gain  for  the  past  52  weeks. 

Of  course,  there  is  a  price  for  the  promise  of  exceptional  growth.  Among 
the  worlds  biggest  stock  markets,  China  sells  at  the  steepest  premium  to 
estimated  2007  profits,  a  price/earnings  multiple  of  26.  In  the  ratio  of  price 
to  book  value  China  is,  at  4.6,  the  second  priciest,  behind  another  country 
with  a  superheated  economy:  India  trades  at  4.9  times  book. 

In  contrast,  Japan,  Korea  and  Taiwan  sell  for  no  more  than  two  times 
book  value.  Of  the  three  Taiwan  has  the  most  promising  metrics:  26% 
expected  earnings  growth  in  2007  and  an  estimated  2007  P/E  of  14.  See  the 
bottom  of  page  1 15  for  a  list  of  some  attractive  Taiwanese  technology  stocks. 
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Comparison  Shopping 


Securities  analysts  think  that  China,  India,  Mexico  and  Taiwan  will  post  the  best  earnings  growth  over  the  next  three  to  five  years. 
Of  those  four  markets,  Taiwan  is  the  cheapest  relative  to  its  estimated  2007  price-to-earnings  multiple,  China  the  most  expensive. 


COUNTRY 


INDEX 


52-WEEK 

PRICE 
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2007  EPS  PRICE/BOOK 

EST  P/E2  GROWTH3  VALUE 
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Data  as  of  June  15.  'Measured  in  U.S  dollars.  ^Calculation  based  on  local  currency  estimates  for  the  Thomson  IBES  universe.  Annualized;  projected  over  next  three 
to  five  years.  Sources:  Thomson  One  Analytics;  FT  Interactive  Data  and  Country  Aggregates  via  FactSet  Research  Systems. 
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inventing  Guide  global  funds 


Be  Worldly 

Global  funds  invest  in  both  U.S.  stocks  and  foreign  stocks.  Robert  Gensler, 
T.  Rowes  Global  fund  manager,  shows  how  it's  done.  By  Michael  Maiello 

a 


T  10  O'CLOCK  AT  NIGHT, 
London  time,  T.  Rowe 
Price  Global  Stock  Fund 
manager  Robert  Gensler 
has  just  hung  up  the 
phone  after  a  conversation  with  a  T.  Rowe 
trader  in  Baltimore.  He  plans  to  be  up  for 
a  while,  calling  his  analysts  around  the 
world.  Gensler,  an  American,  took  over 
the  fund  two  years  ago  and  transformed  it 
from  laggard  to  leader.  Since  he  assumed 
command,  Global  Stock  Fund  (now  with 
$616  million  in  assets)  ranks  seventh  for 
performance  in  its  sector. 

The  sector,  global  stocks,  is  a  bit  of  an 
oddball,  and  many  financial  planners 
don't  recommend  it.  Global  funds  own 
shares  in  both  U.S.  and  foreign  compa- 
nies. Purists  prefer  purer  plays:  separate 
funds  for  domestic  and  international 
stocks.  Separating  allows  you  to  fine-tune 
your  allocation  of  assets  to  the  two  spheres 
and,  if  you  are  investing  in  a  taxable 
account,  may  enable  a  tax-loss  sale  that 
would  be  unavailable  in  a  blended  fund  (if 
one  but  not  the  other  half  of  the  portfolio 
is  down). 

Gensler,  49,  counters  that  the  world  is 
so  interconnected  now,  with  U.S.  and 
foreign  multinationals  operating  both  in 
this  country  and  outside  it,  that  drawing 
an  artificial  line  between  them  is  silly. 
To  be  sure,  international  stocks  have 
outperformed  U.S.  stocks  for  the  past  five 
years.  The  total  annual  return  (apprecia- 
tion plus  dividends)  of  the  MSCI  World 
Ex-U.S.  Index — meaning  everything 
except  U.S.  issues— is  19.5%  since  2002, 
versus  12.4%  for  the  Dow  Jones  Wilshire 
5000  Index. 

But  these  things  always  see-saw.  For 


the  past  ten  years  the  World  Index  was 
just  one  percentage  point  ahead.  The  ten 
years  before  that,  1987  to  1997,  saw  the 
Wilshire  muscle  ahead  with  14%,  while 
the  World  Index  had  just  6%. 

During  his  brief  tenure  Gensler  has 
shown  that  his  mixture  (55%  foreign,  43% 
U.S.,  the  rest  in  cash)  can  do  better  than 
foreign  stocks  alone.  He  is  not  locked  into 
any  allocation.  Over  the  past  two  years  his 
fund  scored  a  30.3%  annualized  total 
return,  edging  past  international  funds. 
Before  he  came  aboard,  the  fund  consis- 
tently trailed  this  category.  Gensler  has 
done  this  charging  just  0.88%  of  assets  per 
year,  a  bargain  for  a  global  fund.  Nor  does 
T.  Rowe  sock  new  investors  with  a  load. 

Gensler  is  dismayed  that  Americans 
who  manage  foreign  funds  often  know 
too  little  about  the  scene  overseas.  "Half 


their  managers  and  analysts  don't  even 
have  passports,  while  I've  been  going  to 
China  since  1983,"  he  boasts.  "I  do  a  quar- 
ter-million air-miles  a  year."  His  biggest 
lament:  He  speaks  only  English. 

Gensler  had  just  returned  to  London 
from  a  trip  to  Singapore.  A  few  days  later 
he's  off  to  India.  He's  also  considering 
moving  his  jet-friendly  family,  including  a 
son,  11,  and  daughter,  12,  to  Singapore 
next  year,  to  settle  in  thriving  Asia. 

Since  he's  in  so  many  markets,  it's  hard 
to  pinpoint  one  or  two  financial  statistics 
that  point  to  the  perfect  Gensler  stock.  He 
leans  toward  blue  chips,  with  an  average 
market  cap  in  his  portfolio  of  $22  billion 
and  an  average  price/earnings  multiple 
of  15.7  (against  forward  earnings),  just  a 
little  more  than  the  S&P  500. 

He  foresees  a  bit  of  cooling  off  in  the 


Here  are  the  best-performing  global  funds  over  the  past  five  years,  ranked  by 

returns.  Most  aren't  cheap  but  do  give  the  hot  foreign-only  sector  a  run  for  the  money. 

FUND 

TOTAL  RETURN 

ANNUAL 
EXPENSES 
PER  $100 

1-YEAR 

5-YEAR 
ANNUALIZED 

Evergreen  Global  Opportunities-A 

26.9% 

20.9% 

$1.67' 

Allianz  RCM  Global  Small-Cap-A 

23.5 

199 

1.772 

AIM  Global  Aggressive  Growth-A 

30.7 

19.7 

1 .51 2 

DWS  Global  Opportunities-A 

26.9 

18.8 

1.761 

Oakmark  Global-I 

28.3 

18.6 

1.18 

Delaware  Global  Value-A 

26.1 

18.6 

1.591 

Polaris  Global  Value 

24.0 

18.3 

1.23 

American  Smallcap  World-A 

30.2 

18.3 

1.01' 

Vanguard  Global  Equity-lnv 

29.3 

17.9 

0.72 

Templeton  Global  Smaller  Companies-A 

29.2 

17.9 

1.34' 

Performance  through  May  31.  'Maximum  sales  charge  of  5.75%.  ■'Maximum  sales  charcie  of  5.50%. 
Note:  First  Eagle  Global  was  not  included  because  it  is  closed  to  new  investors.  It  would  have  ranked 

seventh  on  the  list.  Source:  Upper. 
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Gensler,  now 
perched  in 
London,  is 
mulling  a 
move  to  Asia. 


worlds  bourses.  Gensler,  who  studied  at 
the  London  School  of  Economics  in 
1977-78,  warns  that  the  global  recovery 
that  started  in  2002  is  ending.  While  he 
thinks  that  P/E  ratios  are  reasonable,  he 
believes  that  profit  margins  have  peaked. 

A  good  number  of  global  funds  have  a 
manager  to  handle  the  U.S.  portion  of  the 
portfolio  and  another  to  pick  the  interna- 
tional stocks.  "But  you  can't  break  the  world 
up  into  pieces,"  Gensler  says,  pointing  out  that 
30%  of  the  profits  reported  by  S&P  500 
companies  now  come  from  outside  the  U.S., 
up  from  an  estimated  14.5%  five  years  ago. 


Gensler  also  finds  a  lot  of  foreign  stocks  that 
are  plays  in  the  U.S.  as  well. 

Cemex  is  one  example.  The  Mexican 
cement  company,  trading  at  12  times  trail- 
ing earnings,  is  trying  to  purchase  Rinker, 
an  Australian  cement  outfit.  Gensler  is 
heartened  that  Cemex  is  trying  to  expand 
into  the  U.S.;  the  vast  majority  of  its  rev- 
enues come  from  abroad.  Even  though 
Rinker  is  an  Australian  company,  Gensler 
estimates  that  up  to  90%  of  its  business  is 
in  the  U.S.  Thus,  if  the  merger  goes 
through,  Cemex  will  be  a  showcase  for  the 
global-fund  approach. 


Gensler  s  favorite 
financial  name  is 
UBS.  At  13  times 
earnings,  the  $117 
billion  (market  value) 
Swiss  bank  has  been  expanding  its 
asset   management  operations 
in  Asia. 

He  recently  purchased  shares 
of  Caterpillar  because  in  late  2006 
the  housing  slump  pulled  down  the 
price.  Since  then  the  company  is  up 
29%.  At  $79,  Caterpillar  trades  at 
15  times  earnings.  Gensler  says 
that  only  15%  of  Cats  $42  billion  in 
revenues  comes  from  U.S.  housing 
construction. 

Gensler  likes  cell  phones  the 
world  over.  In  the  States  his  largest 
position  is  American  Tower,  which 
builds  and  maintains  cell  broadcast 
towers.  As  U.S.  wireless  providers 
continue  to  increase  spending  on 
their  networks,  American  Tower 
benefits.  In  Latin  America  Gensler 
follows  the  familiar  theme  that 
most  people  still  don't  have  cell 
phones  but  want  them.  America 
Movil  has  77%  of  the  market 
in  Mexico  and  is  expanding  to 
neighboring  countries.  It  trades  at 
24  times  earnings. 

What  are  the  other  star  global 
funds?  We've  assembled  the  top  ten 
over  the  past  five  years,  open 
to  new  investors  (see  table). 
Unfortunately,  all  but  three  charge 
front-end  loads. 

Leading  the  pack  is  Evergreen 
Global  Opportunities,  which 
focuses  on  fast-growing  small-cap  stocks. 
This  can  be  risky,  of  course,  because  the 
current  worldwide  boom  in  small  stocks  is 
bound  to  end.  Still,  over  the  past  five  years 
it  has  compiled  a  stellar  record,  with  an 
average  yearly  total  return  of  20.9%.  The 
Evergreen  fund  is  no  bargain,  with  a 
5.75%  load  and  a  yearly  fee  of  1 .67%. 
A  more  affordable  alternative  is 
'oad  Oakmark  Global  (1.18%  in 


rite 


no 


expenses).  This  value-oriented  portfolio 
has  logged  an  18.6%  return  over  five 
years,  besting  the  global  funds  category 
by  5.3  points. 
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Putting  Accenture's 
research  to  work. 


High-performance  strategy, 
delivered. 

High  performers  know  to  concentrate 
resources  on  their  core  business, 
rather  than  divert  resources  to  less 
strategic  projects.  To  direct  capital 
to  its  energy  business,  BP  selected 
Accenture  to  assist  in  separating 
and  selling  their  commodity  chemical 
assets.  Accenture  helped  BP  deliver 
the  complex  separation  program  on 
an  aggressive  12-month  schedule, 
as  well  as  support  the  sale  that 
generated  $9  billion  for  BP  Group. 


Marriott 

Online  high-performance, 
delivered. 

Technology  innovation  fuels 
high-performance  businesses. 
Working  with  Accenture,  Marriott 
implemented  a  new  internet 
platform  and  a  unique  search 
engine  that  helped  the  company 
grow  annual  online  sales  to 
$4  billion,  making  Marriott.com  the 
largest  hotel  company  website 
in  the  world. 


Itllllfl 


Internatio 


Investing  Guide  mergers 


THOMSON  FINANCIAL  REPORTS 
that  in  the  U.S.  private  equity 
accounted  for  $446  billion  of 
investments  last  year.  Now  the  buyout 
mania  is  gaining  traction  in  Europe. 

American  outfits  like  Texas  Pacific 
Group,  Cerberus  and  Kohlberg  Kravis 
Roberts,  eager  to  gain  exposure  to  stronger 
currencies  and  healthy  economies,  have 
invested  $700  billion  in  4,700  deals  in 
Europe  since  2004.  Among  companies 
now  benefiting  from  the  frenzy:  Spain's 
Iberia  Airlines,  up  26%  since  rumors  of  a 
Texas  Pacific  bid  began  in  March. 

Wendy  Trevisani,  comanager  of  the 
$18  billion  Thornburg  International  Value 
Fund,  does  not  invest  with  buyout  poten- 
tial or  capital  restructuring  in  mind,  yet  her 
selections  have  been  prescient.  She  tends  to 
look  for  financial  attributes  that  are  similar 
to  those  attractive  to  private  equity 
investors:  well-managed  companies  with 
ample  cash  on  the  balance  sheet,  recurring 
cash  flows  and  low  valuations. 

Restricting  her  portfolio  to  just  50  to  65 
stocks,  Trevisani  has  seen  several  of  her 
European  investments,  which  account  for 
60%  of  total  holdings,  put  in  play  recendy. 
This  has  helped  her  fund  deliver  a  37% 
return  for  the  12  months  ended  June  15, 
ahead  of  the  35%  return  of  the  Morgan 
Stanley  EAFE  foreign  stock  index  and  24% 
for  the  S&P  500. 

Trevisani,  36,  oversees  the  fund  from 
Thomburg's  headquarters  in  Santa  Fe.  The 
New  Jersey  native,  who  lives  at  an  altitude 
of  7,500  feet,  hikes  and  skis  the  nearby 
mountains  when  she's  not  chasing  after  her 
three  kids. 

As  fund  comanager,  Trevisani  chases 
after  value,  paying  particular  attention  to 
the  enterprise  multiple.  This  is  the  ratio  of 
enterprise  value  (market  value  of  common 
stock,  plus  debt,  minus  cash)  to  operating 
income  (earnings  before  interest,  taxes, 
depreciation  and  amortization).  "This 
gives  a  really  good  back-of-the-envelope 
view  of  a  cash  flow,"  she  says.  "Two  differ- 
ent companies  can  trade  at  13  times 
earnings,  but  that  doesn't  tell  you  about 
their  debt."  Trevisani  also  looks  at  how 
well  a  company  is  covering  its  interest  bills 
with  its  profits  before  interest  and  taxes. 
Trevisani  has  traditional  large-cap 


European 
Unions 

The  merger  mania  sweeping  the 
U.S.  is  reaching  Europe.  Managers 
of  a  successful  fund  tell 
how  to  profit  from  this  trend. 

By  Heidi  Brown 


holdings  like  British  insurer  Lloyds  TSB 
Group  and  Swiss  bank  UBS.  Yet  she  also 
looks  for  smaller,  undervalued  companies 
with  growth  or  the  potential  for  it- 
something  the  buyout  titans  are  begin- 
ning to  do,  too.  This  approach  uncovered 
perhaps  her  best  investment  ever,  a  U.K. 
retail  chain  called  Alliance  Boots. 

In  2004  Trevisani  invested  in  Boots,  the 
beloved  British  chain  of  drugstores,  but 
soon  sold  that  position.  Last  year  Alliance 
UniChem,  which  had  a  generics  and 


wholesale  business  and  1,300 
pharmacy  stores,  merged 
with  Boots.  Trevisani  bought 
into  the  merged  company 
this  past  January.  "We 
thought  they  could  distribute 
Boots  products  through  the 
Alliance  chain,"  she  says, 
adding  that  Alliance  also  had 
a  healthy  balance  sheet.  In 
March  KKR,  along  with 
Alliance  UniChem's  deputy 
chairman,  bid  $22  billion  for 
Alliance  Boots,  delivering  a 
quick  40%  for  the  fund. 

Lewis  Kaufman,  who 
comanages  Thornburg's 
holdings  of  American 
Depositary  Receipts  (the 
drug  chain  had  such  a 
listing  on  the  o-t-c  Pink 
Sheets),  notes  that  this  deal 
would  have  been  unlikely 
three  or  four  years  ago: 
"There's  so  much  liquidity 
floating  around,  we're  seeing 
private  equity  investors 
being  creative." 

Another  recent  coup 
for  Trevisani  is  Cadbury 
Schweppes.  In  March  the 
U.K.  company  disclosed 
plans  to  split  its  beverage 
and  confectionary  busi- 
nesses; in  June  it  announced 
a  cost-cutting  program 
involving  layoffs  and  plant 
closings.  Speculation  about 
a  private  equity  buyout  of  its 
beverage  operations,  which 
include  such  brands  as 
Dr  Pepper  and  Snapple,  has 
caused  its  shares  to  jump  35%.  Trevisani 
adds  that  the  confectionary  side  of  the 
business  enjoys  good  cash  flow  and  has 
the  potential  to  turn  around  its  earnings 
performance. 

"It's  hard  [for  acquirers]  to  find 
something  like  this  at  a  reasonable  price," 
she  says.  "The  only  other  companies  of 
this  caliber  are  Coke  and  Pepsi."  The  U.K. 
candy-and-soda  company  is  trading  at 
four  times  its  book  value,  versus  seven 
Continued  on  page  1 
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Redefining  Best  Practices  in 

BoardGovernance 
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By  Judith  L.  Turnock 


From  the  C-suite  to  the  boardroom,  diverse  and  independent  leadership 
has  become  a  new  best  practice  of  the  most  successful  companies. 


The  Alliance  for  Board  Diversity  A  Collaboration  Between 
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Leadership 

Council. 
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ith  customers,  share- 
holders and  workforces 
growing  more  and  more 
diverse,  it  is  increasingly 
difficult  to  conclude  that  a  board  without 
the  voices  of  women  and  minorities  can 
understand,  interpret  and  predict  market 
needs  and  interests.  Southern  Company 
Chairman,  President  and  Chief  Executive 
Officer  David  Ratcliffe  agrees:  "From 
our  board  of  directors  to  our  frontline 
employees,  we  believe  it  is  critical  to  enlist 
talented  individuals  who  meet  our  busi- 
ness needs  and  are  representative  of  the 
communities  we  serve  and  the  changing 
demographics  of  our  marketplace.  For 
us  to  continue  to  be  successful,  our 
board  must  be  diverse,  having  collec- 
tive knowledge  and  experience  in  all 
areas  of  business,  while  bringing  varied 
perspectives  and  ideas  to  the  table." 

Promoting  broad  implementation  of 
this  new  best  practice  is  the  Alliance  for 
Board  Diversity  (ABD),a  collaboration 
created  two  years  ago  when  The  Prout 
Group,  an  executive  search  firm  with  a 
focus  on  diversity,  brought  together 
the  senior  leaders  of  three  national 
corporate  leadership  organizations  — 
Catalyst,  The  Executive  Leadership 
Council8  (The  Council)  and  the 
Hispanic  Association  on  Corporate 
Responsibility  (HACR)  —  at  the  head- 
quarters of  The  National  Association 


of  'Corporate  Directors  (NACD).  Along 
with  its  corporate  partners,  A1JI)  has 
raised  public  awareness  about  the  need 
and  business  case  for  diverse  and  inde- 
pendent voices  in  the  boardroom,  while 
offering  access  to  its  combined  network 
of  qualified  board  candidates  for  compa- 
nies and  search  firms  that  seek  women 
and  minorities. 

Increasing  board  diversity  is  the  com- 
mon mission  of  the  ABD  partners  and 
their  allied  organizations.  "We  share  a 
mission  but  approach  it  through  different 
lenses,"  explains  Catalyst  President  Ilene 
H.  Lang.  "Together,  those  perspectives 


Alliance  for  Board  Diversity  (ABD) 

Founding  and  Operating  Principles 


Boards  best  deliver  on  their  duty  to 
shareholders  when  they: 

Include  women  and  minorities  with 
diverse  talents,  backgrounds  and 
perspectives 

Make  independent  decisions  based 
on  the  broadest  possible  knowledge  of 
how  the  external  environment  impacts 
the  company 

Enhance  public  trust  by  including 
all  stakeholders  —  shareholders, 
employees,  customers,  suppliers  and 
the  communities  they  impact  —  in 
decisions  about  goods  and  services 


"We  share  a  mission 
but  approach  it  through 
different  lenses." 

—  Ilene  H.  Lan 

Cataly: 

give  ABD  the  strength  and  depth  aroun 
identifying  qualified  and  diverse  boa) 
candidates." 

Carl  Brooks,  chief  executive  officer 
The  Council,  expands  on  the  value  of  tr 
unified  voice:  "The  Alliance  allows  us 
compare  and  contrast  research  as  we  woii 
to  spread  our  collective  and  individu 
messages.  Individually  we're  stronji 
but  together  we're  stronger." 

Each  of  the  three  ABD  partners  h 
decades  of  research,  initiatives  ar 
advocacy  efforts  designed  to  impro1 
the  status  of  women  and  minorities 
every  level  of  corporate  America.  Tl 
ABD  collaboration  brings  a  vibra: 
and  powerful  new  player  to  the  issi 
of  board  diversity,  backed  by  soil 
research  and  a  network  of  seasone 
high-level  corporate  executive 
"Through  our  collective  researc 
ABD  has  created  an  ongoing  di| 
logue  with  corporate  America  abo 
who  is  selected  for  board  position; 
states  Carlos  Orta,  chief  executr 
officer  of  HACR. 


sident  &  Chief  Executive  Officer, 
The  Executive  Leadership  Council 


President  &  Chief  Executive  Officer,  Hispanic 
Association  on  Corporate  Responsibility 


THESE  DAYS,  IT'S  AS  IF  THE  ENTIRE  WORLD 
WERE  WATCHING  YOU  DO  YOUR  JOB. 

It's  our  job  to  help  make  sure  the  world  likes  what  it  sees. 


We  help  mitigate  enterprise  risk  so  directors  can  lead  with  confidence.  y 
Learn  more  at  www.LifelnsideTheFishbowl.com 
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The  Benefits  of 
Board  Diversity 

Healthy  debate  and  discourse  lead  to 
creativity,  innovative  problem  solving 
and  more  effective  communication 
with  all  stakeholders.  All  these  quali- 
ties are  promoted  by  diverse  perspec- 
tives on  the  board  team.  Therefore, 
more  and  more  companies  include 
diversity  as  a  key  factor  in  their  good 
governance  formulas.  Alfred  E. 
Osborne,  Jr.,  Ph.D.,  senior  associate 
dean  and  professor  at  UCLA 
Anderson  School  of  Management  at 
the  University  of  California,  Los 
Angeles,  and  a  veteran  of  a  number  of 
boards,  explains  the  link:  "Companies 
that  value  independent  thinking, 
innovation  and  new  ideas  are  the  ones 
that  will  learn  and  grow.  An  interest  in 
and  understanding  of  the  value  of 
diversity  tends  to  be  a  part  of  accepting 
those  other  ideas,  other  views,  other  per- 
spectives, other  paradigms."  Good  gover- 
nance —  quality  leadership,  oversight  and 
guidance  from  independent  thinkers  with 
broad  experience  —  tends  to  produce 
better  business  results. 

Barbara  Krumsiek.  chief  executive  offi- 

"The  Alliance  allows  us 
to  compare  and  contrast 
research  as  we  work  to 
spread  our  collective 
and  individual  messages. 
Individually  we're  strong, 
but  together  we're 
stronger." 

—Carl  Brooks 
The  Executive 
Leadership  Council 


to  Action 


1 


We  conduct  research  to  bench- 
mark and  measure  progress 
in  board  diversity  and  raise 
awareness  about  those  findings. 

We  identify  corporations  that 
commit  to  board  diversity  and 
endorse  our  mission. 

We  ally  with  like-minded  organiza- 
tions and/or  individuals  who 
support  board  diversity  as  a  vital 
shareholder  concern. 

We  offer  referrals  of  qualified 
candidates  to  facilitate  board 
diversity. 


cer  of  Calvert,  one  of  the  first  investment 
management  firms  to  study  diversity  as  an 
investment  criterion,  is  an  early  ABD  sup- 
porter. She  takes  Osborne's  conclusions 
even  further.  "In  Calvert's  view,  companies 
that  value  diversity  at  every  level  of  the 
organization  —  from  the  factory  floor  to 
the  boardroom  —  tend  to  perform 
better  than  those  that  do  not,"  says 
Krumsiek,  who  spoke  at  the  ABD  launch. 
"Calvert  believes  well-developed  work- 
place policies,  comprehensive  programs 
and  strong  leadership  commitment 
enhance  a  company's  long-term  value." 

The  Status  of  Women 
And  Minorities  on 
Corporate  Boards 

According  to  studies  by  ABD  and  its 
partners,  representation  of  white  women 
as  well  as  men  and  women  who  are 
African-American,  Hispanic  and  Asian- 
American  on  the  boards  of  the  top  100 
corporations  has  grown  to  about  27% 
(271  seat  holders  out  of  995  total  seat 


holders).'  ABD's  update  report  will 
be  released  later  in  2007. 

Behind  this  total  is  a  goal  of  mean- 
ingful diversity  that  has  not  yet  been 
achieved.  Women  and  minorities 
represent  about  two-thirds  of  the 
U.S.  population  and  two-thirds  oi 
consumers,  and  probably,  through 
pensions  and  retirement  accounts,  are 
approaching  two-thirds  of  share- 
holders. However,  they  do  not  repre- 
sent even  one-third  of  board  members. 

While  no  minority  group  has  sig- 
nificant representation,  white  women 
fare  the  best,  at  just  under  14%.  The 
total  representation  of  minority  men 
and  women  is  just  under  15%,  but 
each  category  of  minority  women 
and  men  is  below  8%,  with  all  minor- 
ity women  no  more  than  3%,  alii 
Hispanics  just  under  4%  and  Asian- 
Americans  at  1%.2  Sadly,  as  recent 
research  from  ABD's  partner  organiza- 
tions shows,  the  rate  of  change  over  the 
last  two  years  has  been  small  and,  in  the 
case  of  Hispanics,  Asians  and  all  women, 
actually  stagnant  or  down.*  In  addition, 
there  is  more  recycling  of  minority  board 
members  than  of  whites:  White  men  hole 
an  average  of  1.18  seats  per  person  and 
white  women  1.16  seats  per  person, 
while  African-Americans  hold  an  average 
of  1.50  seats  per  person  and  Hispanics. 
1.24  seats  per  person.4 

With  so  much  evidence  to  support  the 
business  value  of  independent  diverse 
voices,  a  growing  army  of  diverse  cor^ 
porate  executives,  and  Sarbanes-Oxley 
encouraging  boards  to  cast  a  wider  net  for 
new,  independent  board  members,  ABD 

1  Women  and  Minorities  on  Fortune  100  Boards, 
ABD,  2005,  p.  5. 

2  Women  and  Minorities,  ABD,  2005,  p.  4. 

3  Catalyst,  2006  Census  of  Women  Corporate  Officers,  Top 
Earners  and  Directors  of  the  Fortune  500. 
Retrieved  June  21,  2007.  from 
www.catalyst.org/knowledge/wbd.shtnJ. 

4  Women  and  Minorities.  ABD.  2005,  p.  5. 


Brands  Brown  Vines,  Alabama  Power  •  Thomas  Wicker,  Georgia  Power 

POWER  FROM  OUR  PEOPLE. 


Why  is  Southern  Company  the  premier  energy  company  in  the  Southeast?  And  ranked  among  the 
highest  in  national  customer  satisfaction  surveys  for  electric  service  for  the  sixth  consecutive 
year?  The  answer  is  simple.  We've  earned  these  honors  and  our  customers'  trust  because  of  the 
performance  and  commitment  of  our  26,000  employees.  The  dynamic  energy  of  this  talented  and 
diverse  group  of  individuals  is  what  gives  Southern  Company  the  power  to  serve  you  every  day. 
To  learn  more,  please  visit  us  southerncompany.com.  I  NYSE>S0 
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If  you  want  a  snapshot  of 
America,  walk  into  The  Home 
Depot.  With  more  than  1 ,900 
stores  in  the  United  States,  the 
Company's  customers  reflect 
the  changing  demographics  of 
this  country. 

The  Company  has  put  a 
number  of  development 
programs  in  place  that  mirror 
the  customers  who  shop  in  its 
stores.  Recently,  The  Home 
Depot  began  a  scholarship 
program  for  minority-  and 
women-owned  firms  that  pays 
for  business  development 
training,  and  has  sponsored 
FastTrac,  a  nine-week  program 
open  to  current  and  potential 
corporate  suppliers  in 
conjunction  with  The  Kaufmann 
Foundation  and  Small  Business 
Development  Centers. 

The  Company  is  working  with 
the  National  Minority  Supplier 
Development  Council  to 
encourage  some  of  its  smaller 
suppliers  to  pool  their  talents 
and  business  skills. 

As  The  Home  Depot  continues 
to  grow,  it  continues  to  actively 
seek  more  opportunities  to 
bring  in  new  and  diverse 
suppliers  that  will  better  meet 
its  customers'  needs. 


believes  the  time  is  right  for  companies  to 
capitalize  on  this  business  opportunity. 

Board  Diversity:  Challenges 
And  Opportunities 

Diversity  and  inclusion,  declared  HSBC 
USA  Chief  Executive  Officer  Paul 
Lawrence  at  a  CEO  roundtable  during 
the  recent  World  Diversity  Leadership 
Symposium  at  the  United  Nations,  "has  to 
exist  at  all  levels,  but  it  starts  at  the  top,  on 
the  board  and  on  the  senior  executive 
team."  ABD  understands  the  demograph- 
ics: Diversity  is  our  present  and  our  future. 
To  position  corporations  for  this  future, 
ABD  believes  it  is  increasingly  important 
that  boards  represent  the  leadership  of 
tomorrow,  not  just  the  leadership  of  today. 
In  an  environment  where  corporate 
boards  usually  do  not  have  direct  links  to 
experienced,  board-ready  women  and 
minorities,  ABD  provides  awareness  and 
specific  candidates. 


Each  ABD  organization  also  works  ind^ 
pendently  to  prepare  members  and  benef 
ciaries  of  its  efforts  for  board  servic 
HACR  works  through  the  Executi\ 
Education  Program  at  Harvard  Busine 
School. The  Council  has  executive  semina 
sponsored  by  the  Altria  Group  and  deve 
oped  in  conjunction  with  the  NACD,  a 
ABD  partner  as  well,  and  the  minorii 
board  training  program  at  Northwester 
University.  Catalyst  works  through  one-or 
one  personal  consultations  with  candidati 
to  assess  board  readiness  and  to  coach  thei 
on  how  to  raise  their  visibility  as  potenti 
board  candidates.  In  addition,  all  thre 
organizations  work  directly  with  major  ai 
smaller,  independent  executive  search  firm 
and  through  ABD's  partner,  The  Proi 
Group,  to  connect  companies  with  diven 
candidates  who  are  ready  to  serve.  This  firi 
provides  clients  with  the  combined  advar 
tage  of  business  expertise,  state-of-the-a 
research  tools,  leading-edge  assessment  an 


You  can  do  it.  We  can 


Alliance  for  Board  Diversity  and  Partner  Studies 
On  Board  Diversity 


Alliance  for  Board  Diversity,  Women  and  Minorities  on  Fortune  100  Boards,  2005: 
www.proutgroup.com/Resources/abdfinalreport2005.pdf 

Catalyst,  2006  Census  of  Women  Corporate  Officers,  Top  Earners  and  Directors  of 
the  Fortune  500:  A  Call  to  Action  in  a  New  Era  of  Corporate  Governance,  2007: 
www.catalyst.org/knowledge/wbd.shtml 

Catalyst,  The  Bottom  Line:  Connecting  Corporate  Performance  and  Gender  Diversity, 
2004:  www.catalyst.org/files/full/financialperformancereport.pdf 

The  Executive  Leadership  Council,  Institute  for  Leadership  Development  and  Research, 
2004  Census  of  African  Americans  on  Boards  of  Directors  of  Fortune  500  Companies, 
Part  I  of  II,  2005:  www.elcinfo.com/news_publications_2004_Census.htm 

The  Executive  Leadership  Council,  Institute  for  Leadership  Development 
and  Research,  Implications  and  Recommendations  of  the  2004  Census  of 
African  Americans  on  Boards  of  Directors,  Part  II  of  II,  2006: 
www.elcinfo.com/6_6_06_ELC_Census.Part_ll.pdf 

Hispanic  Association  of  Corporate  Responsibility,  Corporate  Governance  Study,  2007: 

www.hacr.org 


FROM  SWATCHES  TO  SUPPLIERS, 
DIVERSITY  IS  OUR  STRENGTH. 


Ihe  Home  Depot,  our  suppliers  are  as  diverse  as  everything  we  do:  from  the  wide  variety  of  services  we 
lide  to  the  vast  array  of  people  we  interact  with.  And  we're  fully  committed  to  building  powerful  partnerships 
I  diverse  businesses.  If  you'd  like  to  become  part  of  our  vision,  or  for  more  information  on  our  Supplier 
Irsity  Program,  call  1-866-SD-AT-THD  (732-8843),  or  log  on  to  www.homedepot.com/sUpplierdiversity. 


OMERTLC,  lnc.  All  rights  reserved. 
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"Through  our  collective 
research,  ABD  has  created 
an  ongoing  dialogue  with 
corporate  America  about 
who  is  selected  for  board 
positions." 

—  Carlos  Orta 
Hispanic  Association  on 
Corporate  Responsibility 

years  of  search  experience  in  a  flexible  envi- 
ronment. 

The  new  scrutiny  advanced  by 
Sarbanes-Oxley  signals  greater  need  for 
new  leadership  and  new  expertise.  This 
means  opportunity  for  companies  and 
diverse  candidates  alike.  "Tve  been  the  only 


woman  on  some  boards,"  notes  Bonnie  G. 
Hill,  a  former  senior  vice  president  of  the 
Los  Angeles  Times  and  now  a  brand  market- 
ing and  corporate  governance  consultant 
and  veteran  of  major  corporate  boards, 
including  that  of  The  Home  Depot. 
"But  I  like  boards  with  diversity  of 
thought,  ethnicity  and  gender  —  the  more 
diversity,  the  better  the  board." 

A  continuing  challenge  for  advocates  of 
diversity  is  the  often-unconscious  percep- 
tion that  "diverse"  and  "qualified"  are 
mutually  exclusive.  Because  shareholders 
elect  board  members  and  their  choices  are 
business  decisions,  made  in  the  best  inter- 
est of  the  company  and  shareholders, 
boards  prize  capability  above  all.  Few 
companies  would  risk  electing  unquali- 
fied board  members.  Bonnie  Hill  does  not 
hesitate  when  she  states,  "You're  on  a 


Ask  about  UCLA 
Leadership  Institutes 
for  African  Americans, 
Latinos,  Women, 
and  others. 


WISS 


Examine  the  latest  issues 
and  best  practices  in  corporate 
governance,  at  the  . . . 


UCLA  Director  Training 
and  Certification  Program 

October  8  -  11,  2007 

•  Accredited  by  ISS  as  a  Preferred 
Boardroom  Education  Program 

*  Includes  exposure  of  certified 
directors  to  firms  seeking  board 

members! 

Reserve  your  place  today.  For  details, 
please  contact:  +1  (310)  825-2001 
execed@anderson.ucla.edu 
www.execed.anderson.ucla.edu 


board  because  of  your  expertise." 

Diversity  and  independent  thinking  g 
hand-in-hand,  bringing  greater  innovatioi 
and  creative  thought  into  the  boardroot 
—  that  vibrant  forum  business  leade: 
need  if  they  are  to  maximize  overall  con 
pany  performance.  Companies  that  hav 
built  board  diversity  are  already  benefitinj 
Qualified,  diverse  board  candidates  d 
exist,  and  the  Alliance  for  Board  Diversil 
strives  to  make  them  visible.  ABD  knov 
scores  of  women  and  minorities  with  tc 
credentials  ready  to  step  up  each  time  tl: 
board  recruiting  net  is  cast  wider.  Positic 
your  company  for  the  future  by  getting  I 
know  these  candidates. 


eb  Address 


The  Alliance  for  Board  Diversity, 
A  Collaboration  Between  Catalyst, 
The  Executive  Leadership  Council  an 
The  Hispanic  Association  on  Corpora 
Responsibility 

Catalyst 

www.catalyst.org 

The  Executive  Leadership  Council 
www.elcinfo.com 

Hispanic  Association  on 
Corporate  Responsibility 
www.hacr.org 

The  National  Association  of 
Corporate  Directors 
www.nacdonline.org 

The  Prout  Group 
www.proutgroup.com 

www.Committeel  00.org 

FTl  Consulting 
www.fticonsulting.com 

The  Home  Depot 
www.homedepot.com 

Southern  Company 
www.southernco.com 

UCLA  Anderson  School  of 
Management 

www.execed.anderson.ucla.edu 
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Europe  for  Sale 


Wendy  Trevisani,  comanager  of  the  Thornburg  International  Value  Fund,  has  big  stakes  in  several  of  these  European  companies, 
which  she  thinks  could  be  attractive  takeover  or  restructuring  targets. 


COMPANY/COUNTRY 

INDUSTRY 

PR 

CE 

2007 
EST  P/E 

MARKET 
VALUE 
(SBIL) 

ENTERPRISE 
MUTIPLE 

REASON 

RECENT 

52-WEEK 

h;gh 

E.On/Germany 

utility 

$54.11 

$55.95 

16 

$107.2 

7 

Good  cash  flow;  strong  balance  sheet. 

Kingfisher  U  K 

retail 

9.58 

11.18 

20 

11.2 

10 

Owns  valuable  real  estate. 

Novo  Nordisk/Denmark 

drugs 

102.60 

107.30 

21 

32.5 

14 

Leader  in  fast-growing  diabetes  therapy. 

Telefonica/Spain 

telecom 

67.14 

69.55 

15 

110.1 

7 

Stable  cash  flow;  expanding  in  Latin  America. 

Vodafone/U.K. 

telecom 

32.19 

32.60 

13 

170.3 

8 

Low  earnings  multiple;  greater  focus  on  cost. 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  All  companies  trade  in  the  U.S.  as  ADRs.  Enterprise  multiple:  enterprise  value  over  operating  income  (earnings  before 
interest,  taxes,  depreciation  and  amortization).  Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 

Continued  from  page  106 

for  both  Coca-Cola  and  PepsiCo. 

Puma  has  also  come  into  play  recently. 
Trevisani  invested  in  the  hip  and  onetime 
fast-growing  German  sportswearmaker  in 
2004,  when  the  World  Cup  was  on  the  hori- 
zon and  the  company  was  opening  stores 
briskly.  Its  enterprise  multiple  was  lower  than 
that  of  its  peers. 

Lately  Pumas  margins  have  been  thin- 
ning under  the  burden  of  quick  expansion 
and  excess  inventory  at  a  key  vendor,  Foot 
Locker.  An  April  purchase  of  27%— since 
raised  to  33% — of  the  company  by  French 
retail  conglomerate  Pinault-Printemps- 
Redoute  caused  Puma  shares  to  rise  25%  in 
anticipation  of  an  imminent  buyout. 

Trevisani  says  she  is  not  satisfied  with 
the  offer  of  330  euros  per  share.  "Private 
equity  [bids]  could  encourage  PPR  to  raise 
their  bid  further,"  she  says.  In  May  Pinault 
made  a  follow-up  offer  for  the  rest  of  the 
company  at  the  same  price;  the  market 
yawned  and  Tre- 
visani decided  to 
make  her  exit  and 
take  her  65%  gain. 

For  those  who 
want  to  get  in  on 
the  buyout  trend, 
comanager  Kaufman 
cautions  that  its  risky 
to  buy  a  weak  com- 
pany only  because  you 
think  a  KKR  will  want 
it.  "Its  better  to  under- 
stand what  you  own 
I  and  buy  companies 
!  that  aren't  expensive," 


he  says.  Nevertheless,  there  are  some 
European  companies  that,  to  the  expert  eyes 
of  Trevisani  and  Kaufman,  could  be  the 
subject  of  a  buyout — or  at  least  the  possibility 
of  one. 

Kingfisher,  a  British  chain  of  home 
improvement  stores,  is  a  potential  target, 
she  thinks.  The  $17  billion  (sales)  com- 
pany owns  rich  British  property  that 
accounts  for  over  half  its  market  value; 
this  could  be  a  target  for  an  acquirer 
eager  to  monetize  it.  Trevisani  doubts  the 
rumors  that  either  Home  Depot  or 
Lowe's  might  bid  for  the  company,  but 
she's  focusing  on  Kingfisher's  ability  to 
grow  in  emerging  markets  such  as  China, 
Russia  and  Poland. 

German  utility  giant  E.On,  which 
trades  at  a  discount  to  many  of  its  Euro- 
pean and  U.S.  peers,  is  one  of  the  fund's  top 
five  holdings.  Whereas  many  U.S.  utilities 
carry  significant  debt,  E.On's  debt-to- 
equity  is  low  relative  to  its  peers.  With  its 


large  capacity  in  nuclear  power,  E.On  will 
benefit  from  Europe's  more  favorable 
stance  toward  nuclear  energy. 

Last  year  E.On  tried  to  buy  Spain's  En- 
desa  but  failed.  In  May,  flush  with  cash  from 
asset  sales,  E.On  announced  a  program  to  buy 
back  $9.4  billion  worth  of  stock,  which  might 
make  an  acquirer  less  inclined  to  purchase 
the  company.  But  E.On  remains  attractive, 
argues  Kaufman.  "Its  concerned  about  giv- 
ing value  back  to  its  shareholders,  which  is 
also  important."  E.On's  interest  coverage 
ratio  is  5.2,  compared  with  4.6  for  TXU  in 
America  and  3. 1  for  Eni  in  Italy. 

Another  pick:  Danish  pharmaceutical 
firm  Novo  Nordisk.  Trevisani  says  the 
rapidly  growing  debt-free  company  has 
high  operating  margins  and  is  gaining 
market  share  in  diabetes  treatments,  giving 
it  exposure  to  one  of  the  fastest-growing 
global  epidemics.  Securities  analysts 
expect  18%  annualized  long-term  earnings 
growth  from  Novo.  F 


SNAPSHOT  W 


aiwan 


leap 


Taiwan,  with  an  estimated  2007  P/E  multiple  of  14,  is  one  of  the  world's  most  affordable  big  markets.  Several  local 
technology  stocks  look  attractive.  One  example:  Silicon  Motion  Technology,  which  makes  flash  memory  cards  and  USB 
adr  anH  ha*  a  Innn-tprm  earninas  arowth  forecast  of  28%.  annualized.  —Shlomo  Reifman 


COMPANY/INDUSTRY 

Alpha  Networks/broadband,  wireless  Internet  products 


Chicony  Electronics/computer  equipment 
Merry  Electronics/wireless,  telecom  equipment 
Silicon  Motion  TechVflash  memory  cards,  USB  flash  drives 


EST  EPS 

ESTIMATED 

RECENT 

GROWTH 

2007 

EPS 

PRICE 

2007  VS  2006 

EST  P/E 

GROWTH1 

PEG2 

$1.31 

31% 

11 

27% 

0.4 

17.64 

78 

23 

20 

0.8 

1.78 

34 

12 

15 

0.8 

3.39 

61 

14 

16 

0.8 

24.24 

55 

18 

28 

0.6 

All  fiqures  are  in  U.S.  dollars.  Prices  as  of  June  15.  'Annualized;  projected  over  next  three  to  five  years. 'PEG:  12-month  forward 
estimated  P/E  divided  by  long-term  earning^per-share  growth  forecast.  'Trades  in  the :  U  S.  as  an  ADP,  Sources:  Bloomberg  Financial 
Markets;  Thomson  One  Analytics;  FT  Interactive  Data,  Thomson  IBES  and  Worlsdcope  via  FactSet  Research  Systems 
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Old  Europe's 
Realty  Riches 

Europeans  are  finally  embracing  real  estate  stocks. 
Outside  of  Britain,  they're  not  horribly  expensive. 


IT'S  A  GORGEOUS  SUMMER  AFTER- 
noon  in  Paris.  A  crowd  is  lolling  on  the 
benches  and  steps  outside  the  deterio- 
rating Forum  des  Halles  shopping  center.  A 
few  snap  photos  of  the  adjacent  church  of 
St.  Eustache,  whose  flying  buttresses  and 
Renaissance  style  rival  Notre  Dames.  Oth- 
ers marvel  at  the  shopping  center  itself,  a 
five-level  riot  of  curving  glass  in  steel 
arches  that  looks  like  a  greenhouse 
designed  by  fantasist  M.C.  Escher. 

Unfortunately,  too  few  bother  to 
shop.  The  43  million  people  a  year 
who  visit  Forum  des  Halles  spend 
on  average  a  measly  $  1 6  each,  half 
what  is  typical  for  a  French  shop- 
ping center.  The  mall  has  spiraled 
downward  since  its  1979  debut. 
Security  guards  here  long  ago  gave 
up  the  battle  against  graffiti. 

New  York  money  manager 
James  Corl  senses  an  opportunity. 
"It's  an  ugly,  terrible,  absolute  joke  of 
a  mall  in  a  world-class  location — it's 
unbelievable  real  estate,"  says  Corl, 
whose  $3.8  billion  mutual  fund, 
Cohen  &  Steers  International  Realty, 
has  bought  at  least  $150  million  of 
stock  in  Paris-headquartered  Unibail 
Holding,  the  new  owner  of  Forum  des 
Halles  plus  37  other  French  shopping  malls. 

After  a  scorching  run-up  in  six  years 
U.S.  property  stocks  are  expensive.  If 
you're  hunting  for  extraordinary  opportu- 
nities in  realty  stocks,  try  Old  Europe. 

One  reason  is  that,  on  the  Continent  at 
least,  many  government-owned  properties 
are  for  sale  to  the  private  sector,  which 
gives  real  estate  companies  some  bargain 
buys  that  generate  good  rental  income. 


FORBES      JULY  23,  2007 


Europe  is  finally,  and  at  times  grudgingly, 
embracing  the  tax  cuts,  privatization  and 
deregulation  that  feed  the  rich  soil  needed 
to  create  a  vibrant  industry. 

Real  estate  is  less  alluring  in  Britain, 
now  enjoying  huge  demand  for  office 
space,  especially  in  London's  financial 
center  (see  "Redcoat  Real  Estate,"  FORBES, 


But  look  at  a  broader  measure  called 
the  capitalization  rate,  and  the  picture 
improves.  This  metric  takes  expected 
rental  income  and  measures  it  as  a  per- 
centage of  property  value.  Brokers  at 
Cushman  &  Wakefield  report  that  prime 
office  buildings  in  New  York  City  yield  net 
rental  income  (after  operating  costs  but 
before  depreciation)  equal  to  3.2%  of  their 
market  value.  In  Paris  the  cap  rate  climbs 
to  3.8%.  Roam  over  to  Munich  or  Diissel- 
dorf  and  you  could  get  6%. 

How  can  American  investors,  questing 
as  they  should  for  sublime  diversity,  get  in 
on  European  real  estate?  The  easiest  route 
is  via  two  funds,  both  of  very  recent 
vintage,  one  of  them  sold  exclusively  on 
European  exchanges.  The  iShares  FTSE/ 
EPRA  European  Property  Index  Fund 
tracks  a  version  of  the  benchmark  index 
that  excludes  the  U.K.  This  exchange- 
traded  fund,  around  since  November  2005, 


Paris'  troubled  shopping  center  Forum  des  Halles  should  finally  get  moving  under  new  management. 


Apr.  23).  Beginning  this  year  the  U.K.  has 
allowed  real  estate  companies  to  convert 
to  real  estate  investment  trusts. 

Over  the  past  12  months  the  FTSE 
EPRA/Nareit  Europe  property  stock  index 
has  advanced  30%.  That  covers  Britain  and 
nine  continental  nations.  Compared  with 
U.S.  REITs,  many  European  realty  stocks 
(whether  designated  as  REITs  or  not)  look 
very  overpriced.  The  hot  stock  market  has 
shriveled  their  percentage  dividend  yields. 


charges  a  not  bad  0.4%  of  assets  yearly.  Tht 
other  offering  is  a  U.S.  mutual  fund,  Coher 
&  Steers  European  Realty,  in  operatior 
since  late  March.  Its  cost  resembles  that  o 
other  funds  dealing  in  foreign  stocks,  1.8% 
Another  approach  is  to  buy  Europear 
stocks  directly,  using  ideas  from  three  vet 
eran  real  estate  fund  managers  we  con 
suited.  These  folks  have  funds  that  truh 
span  the  globe,  and  European  name: 
account  for  a  fifth  to  a  third  of  their  assets 
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Weathering  Any  Storm 


So,  why  do  so  few  small  businesses  create  business  continuity 
plans?  What  are  some  of  the  misconceptions  small-business 
owners  share  about  business  continuity  planning,  and  what  are 
the  realities? 

This  past  March,  Zurich,  the  global  insurance-based  financial 
services  provider,  partnered  with  Forbes  magazine  to  explore 
the  dynamic  between  catastrophes  and  small  business  survival. 
Based  in  New  Orleans,  with  recovery  from  Hurricane  Katrina 
as  a  backdrop,  this  off-the-record  discussion  featured  top  gov- 
ernment and  community  leaders,  a  cross-industry  expert,  and 
Louisiana-based  small-business  owners  whose  companies  survived 
Hurricane  Katrina.  Their  hard-won  lessons  have  universal  appli- 
cability to  any  small  business  looking  for  ways  to  overcome  the 
unthinkable  —  wherever  it  is  located  and  whatever  that  event 
might  be. 

The  Case  for  Business  Continuity  Plans 

One  overarching  theme  emerged  from  the  roundtable  discussion: 
For  small  businesses  that  have  endured  a  catastrophic  loss,  having  a 
comprehensive  business  continuity  plan  in  place  is  the  single  most 
important  factor  for  survival. 

Yet,  compared  with  larger  companies,  the  vast  majority  of  small 
businesses  do  not  have  business  continuity  plans  (see  chart  below). 

If  small-business  owners  better  understood  the  broader  benefits  and 
were  possibly  offered  incentives,  the  roundtable  concluded,  they 
would  be  more  inclined  to  create  business  continuity  plans. 


Business  Continuity  Plans:  Misperceptions  and  Realities 

Why  do  small  businesses  fail  to  create  business  continuit; 
plans?  This  is  largely  due  to  the  perceived  time  and  financia 
investment  involved  —  and  a  lack  of  clarity  about  how  thes 
plans  can  add  real  value.  Here  are  some  common  misperception 
small-business  owners  share  regarding  business  continuity  plans 
as  compared  with  the  realities: 

Misperception  #1:  Too  time-consuming 

"I  don't  have  the  time  to  focus  on  this  —  my  priorities  lie  in  run 
ning  and  growing  my  business." 
Reality:  The  perceived  time  investment  in  developing  a  busines 
continuity  plan  is  largely  overstated.  By  all  accounts,  the  bigges 
investment  is  in  the  setup,  which,  depending  on  the  complexity  of  th 
business,  could  take  days  or  even  a  few  weeks  of  intermittent  activit 
to  complete.  After  that,  it  is  largely  a  matter  of  maintenance  —  by  on 
estimate,  part  of  a  day,  twice  a  year. 

Misperception  #2:  Lack  of  available,  low-cost  resources 

"I  would  need  a  consultant  to  walk  me  through  this,  which  would  b 
too  expensive  for  my  business  to  absorb  right  now." 
Reality:  Free  online  tools  are  available.  Among  the  standouts,  the  U.5: 
Department  of  Homeland  Security's  Web  site,  www.ready.gov,  offei 
tips  on  how  to  develop  a  preparedness  plan.  Other  helpful  tools  can  b 
found  at  the  Small  Business  Administration  Web  site,  www.sba.gov.  G 
to:  www.sba.gov/services/disasterassistance/disasterpreparedness/index. 


Small  businesses  are  less  likely  to  have  risk 
management  measures  in  place 


Total  Responses       Company  Size  <100 


Currently  have  risk 
management  measures 
in  place 

Do  not  have  risk 
management  measures 
in  place 

24.6% 

45.1% 

.  measures  in  place  \ 

Not  sure 

12.7% 

9.9% 

•Source:  Forbes  Advisory  Panel  March  2007.  "Doss  your  business  currently  have  any  risk 
management  measures  in  place?  Risk  management  can  include  disaster  preparations  for 
terrorist  attacks,  or  cavrtophes  like  Katrina." 


Small-Business  Roundtable  Discussion 
New  Orleans,  March  26, 2007 
List  of  Participants 

Scott  Cowen,  President,  Tulane  University 

Ann  Duplessis,  Louisiana  State  Senator,  SVP,  Retail  Banking,  Liberty  Bank 
David  Guidry,  President,  Guico  Industries 

Andy  Kopplin,  Executive  Director,  Louisiana  Recovery  Authority,  Louisiana 
Department  of  Economic  Development 

James  Lam,  President,  James  Lam  &  Associates 

H.  Merritt  Lane  III,  President  and  CEO,  Canal  Barge  Company 

Rick  Law,  President,  Zurich  Small  Business 

A.  Kelton  (Kelly)  Longwell,  Esq.,  Coats/Rose 

Donald  E.  Powell,  Federal  Coordinator  of  Gulf  Coast  Rebuilding; 

Chairman  (Ret.),  FDIC 

Steven  A.  Preston,  Administrator,  U.S.  Small  Business  Administration 

Harvey  Ryland,  President  &  CEO,  Institute  for  Business  &  Home 
Safety;  Former  Deputy  Director,  FEMA 

Moderator:  Quentin  Hardy,  Silicon  Valley  Bureau  Chief,  Forbes  Magazine 


ADVERTISEMENT  3 


Another  terrific  resource  is  IBHS:  www.ibhs.org.  Its  Open  for 
Business  Disaster  Planning  Tool  Kit  for  the  Small  to  Medium-Sized 
Business  Owner5™  offers  checklists,  guidance  and  even  cost  break- 
downs. For  a  free  download  of  the  tool  kit,  go  to:  www.ibhs.org/ 
Dusiness_protection.  Additionally,  if  you  are  a  policyholder  of  one  of 
'BHS's  member  insurance  companies,  you  may  be  able  to  access  a 
nore  comprehensive  version  of  the  tool  kit  in  an  interactive, 
OCeb-based  format.  Check  the  IBHS  Web  site  to  see  if  your  insurance 
:ompany  is  a  member. 

Your  insurance  agent  or  broker  is  a  valuable  resource.  Small-business 
jwners  may  not  realize  that  agents  are  available  for  consultative  advice, 
••ind  one  who  understands  your  business  needs  and  work  with  him  or 
ler  to  ensure  that  you  have  a  good  plan  in  place  and  that  your 
nsurance  coverage  is  aligned  with  your  current  needs.  Then  be  sure 

0  schedule  a  checkup  (at  least  once  a  year)  to  assess  your  policy 
:overages  and  determine  if  any  changes  are  needed. 

Insurance  companies  can  be  important  contributors  in  the  business 
ontinuity  planning  process.  The  sooner  a  business  is  back  in  operation, 
he  lower  the  loss  cost  will  be  for  both  the  business  and  the  insurer. 
Zurich,  for  example,  offers  "Virtual  Consulting,"  an  automated, 
nternet-based  system  that  allows  customers  to  access  industry-specific 
isk  information,  loss-control  strategies  tailored  to  their  risks,  and  risk 
jnitigation  tools  to  aid  implementation  of  those  strategies. 

vlisperception  #3:  No  added  value 

A  business  continuity  plan  won't  add  real  value  to  my  business." 
jteality:  Like  other  types  of  loss  prevention,  a  business  continuity  plan 
[  as  significant  value,  even  if  you  never  have  to  implement  it.  The 
Imall-business  owners  who  participated  in  the  roundtable  com- 
iiented  that  employees,  customers  and  suppliers  want  reliability 
snd  are  more  likely  to  support  a  small  business  if  they  know  a  detailed 
lan  is  in  place.  The  sooner  a  business  is  back  on  its  feet,  the  better  it 
Kill  be  for  all  parties.  The  key  is,  once  you  establish  a  business 
iontinuity  plan,  you  need  to  communicate  it  widely  and  often.  In 
jict,  you  can  use  your  newfound  expertise  as  a  soft-sell  way  to 
jultivate  new  business.  Become  a  community  leader  by  sharing  your 
inowledge  to  help  others  develop  their  plans. 

ilisperception  #4:  No  incentives  to  plan 

If  someone  were  to  give  me  financial  incentives  to  do  a  plan,  I  would 

is  more  likely  to  do  it  —  but  I  don't  see  this  happening." 

!  eality:  Insurers  base  rates  in  part  on  the  loss  experience  of  the 

1  (dividual  account.  Customers  with  solid  risk  management  plans  that 
suit  in  fewer  and/or  less  severe  losses  will  benefit  from  better  rates. 

frTiat  Saved  My  Business:  Lessons  From  Katrina 
1  Roundtable  participants  debunked  the  myth  that  any  sound  business 
mtinuity  plan  must  involve  expensive  IT-based  solutions.  In  fact,  the 
1st  plans  have  multiple  low-tech  routes  to  access  business-critical  infor- 
ation.  The  following  pre-event  planning  measures  proved  critical  to 
nail  businesses  in  the  New  Orleans  region  after  Hurricane  Katrina. 


ForbesConferences  Zurich 


"We  were  blessed  that  we  were  able  to  find  our  people 

within  five  days  because  of  a  communication  protocol 
we  had  prearranged  in  our  hurricane  plan.  Thirteen  had 

lost  everything  and  we  told  them  we  could  take  care  of 
housing  needs  for  them.  And  our  VP  of  HR  arranged  to 
have  the  payroll  paid  before  he  left  town  ...  it  was  hugely 
important  for  us  to  be  able  to  tell  our  employees  that  their 

paychecks  would  continue  on  an  uninterrupted  basis." 

—  H.  Merritt  Lane  III,  President  and  CEO,  Canal  Barge  Company 


"One  other  thing  we  didn't  realize  as  we  revisited  our 
disaster  plan  is  [the  importance  of]  identifying  the  critical 
people  in  your  organization  —  the  day-to-day  workers.  You 
need  to  put  resources  in  place  not  just  for  them,  but  also 
for  their  families.  Because  if  we  didn't  take  care  of  their 
families  first,  guess  what?  They'd  be  gone." 

—  Ann  Duplessis,  Louisiana  State  Senator; 

SVP,  Retail  Banking,  Liberty  Bank 


ADVERTISEMENT  4 


Weathering  Any  Storm 


1)  Road  map  the  business.  Match  key  people  to  key  processes.  For 
example,  track  which  employees  handle  functions  like  payroll, 
vendor  invoices,  etc.  This  offers  business  owners  a  clear  picture  of 
the  cash  flow  of  the  business  and  who  handles  the  most  critical 
day-to-day  operations. 

2)  Diversify,  diversify,  diversify!  Most  local  businesses  do  business 
with  other  local  businesses.  In  many  instances,  this  is  a  healthy 
dynamic  —  a  close-knit,  local  community  of  friends  and  business 
associates  can  be  called  on  post-catastrophe.  As  was  seen  after  Katrina, 
however,  all  types  and  sizes  of  business  can  minimize  their  risk 
exposure  and  rebound  more  quickly  by  expanding  their  reach  and 
forging  alliances  beyond  their  immediate  location.  Small  businesses 
should  diversify  these  core  processes: 

•  Financials.  Set  up  accounts/relationships  that  offer  access  to 
quick  capital  and  that  are  not  regionally  based,  such  as  a  pre- 
existing line  of  credit  from  a  major  bank  or  lending  institution. 
This  access  proved  critical  for  many  small  businesses  hard-hit 
by  Katrina.  For  David  Guidry,  President  of  Guico  Industries, 
American  Express  relaxed  its  30-day  payment  schedule  to  90 
days,  also  allowing  Guidry  and  his  key  executives  to  run  much 
higher  balances  than  they  ever  had  before. 

•  IT.  Secure  duplicate  servers  at  least  50  miles  outside  of  the 
region,  if  possible. 

•  Supply  chain.  Whenever  possible,  diversify  your  supplier  and 
customer  bases.  Suppliers  should  not  all  be  in  the  same  geo- 
graphic location  as  you.  Have  back-up  vendors  in  place  in  case 
your  primary  ones  are  slow  to  recover.  Also,  make  efforts  to 
expand  your  customer  base  to  be  less  local. 

3)  Create  a  paper-file  system  for  critical  documents.  H.  Merritt  Lane 
III,  President  and  CEO  of  Canal  Barge  Company,  offered  his 
company's  approach:  a  "Go  Kits"  paper-file  system  where  the  senior 
management  team  and  other  key  operational  employees  all  have  their 
own  portable  file  of  critical  documents  that  could  be  carried  out 
before  an  impending  hurricane.  Another  company  employed  a 
color-coded  system  for  marking  boxes  so  employees  could  quickly 
identify  the  most  critical  documents,  especially  in  situations  where 
power  is  lost,  upon  its  return  to  the  office. 

4)  Automate  payroll  systems.  Make  direct  deposit  mandatory  for  all 
employees,  and  work  with  a  bank  that  has  operations  outside  your 
region,  as  well  as  its  own  business  continuity  plan. 

5)  Establish  a  communication  protocol.  This  enables  companies  to 
find  key  people  if  mobile  phones,  landlines,  e-mail  and/or  U.S.  mail 
are  not  operational.  This  could  involve  text  messaging,  posting 
information  to  a  Web  site,  etc. 

6)  Gather  as  much  information  about  your  employees  beforehand  as 
possible.  This  includes  contact  infor  nation  for  family  members, 


"Its  the  same  characteristics  that  help  a  busine 
flourish  during  the  ups  and  downs  of  the  marketpiac 
that  help  it  survive  a  catastrophic  event.  We  a 
know  who  is  going  to  survive.  While  we  talk  a  It 
about  planning  and  we  talk  about  all  these  othu 
critical  issues,  I  think  it  is  two  issues,  soli 
management  and  access  to  capital 

—  Donald  E.  Powell,  Federal  Coordinator,  Gulf  Coast  Rebuildinj 

Chairman  (Ret.),  FDI 


"To  me,  if  there's  one  lesson  I  learned,  it's  the  faste 
you  can  communicate  to  the  most  people,  th 
better  off  you're  going  to  be,  because  in  a  time  c 
crisis,  people  are  desperate  for  information,  ani 
if  they  don't  have  information,  they  make  up  stories. 

—  Scott  Cowen,  President,  Tulane  Universii 


including  parents,  children,  brothers,  sisters,  etc.  The  more  info 
mation,  the  better. 

7)  Understand  government's  role.  The  roundtable  participan 
resoundingly  agreed  that  government  organizations  —  on  both  tl 
state  and  federal  levels  —  were  responsible  for  "the  basics":  basi 
communications,  debris  removal,  road  repair,  public  safety  and  mi 
service.  Small  businesses  should  not  rely  on  government  loans  as 
timely  or  primary  source  of  capital. 

Protecting  Your  People  • 

Many  of  the  preventive  measures  mentioned  here  focus  on  processe 
The  roundtable  discussion  revealed  a  more  fundamental  truth:  Whe 
a  catastrophic  event  occurs,  first  and  foremost,  it's  about  people  - 
protecting  them,  taking  care  of  their  immediate  needs  and  offerir 
them  hope  for  the  future.  By  investing  the  time  and  resources  needs 
to  develop  a  sound  business  continuity  plan,  small-business  owne 
prove  in  word  and  deed  that  they  care  about  their  companies'  survivi 
and  the  well-being  of  their  people. 


International 


Investing  Guide  real  estate 


In  other  words,  buying  them  wouldn't  let 
you  focus  on  Europe.  With  their  help, 
we've  selected  ten  real  estate  stocks  that 
display  a  combination  of  good  growth 
prospects,  decent  dividend  yields  and 
mostiy  reasonable  P/Es  (see  table). 

Of  our  advice-giving  trio,  the  leading 
performer  is  Samuel  Lieber,  who  boasts  the 
longest  track  record.  His  $2  billion  (assets) 
Alpine  International  Real  Estate  Equity  has 
a  total  return  of  13%  in  2007  and  28% 
annually  for  the  past  five  years,  according 
to  Morningstar.  Part  of  his  stock  picking 
is  based  on  fundamental 
analysis,  part  on  taking  the 
economic  temperature  of 
the  stocks'  homelands. 

In  France,  long  an 
economic  laggard  with  a 
sclerotic,  quasi-socialist 
economy,  Lieber  sees  a  resur- 
gence by  consumers  under 
Nicolas  Sarkozy's  new  right- 
leaning  government  (see 
story,  p.  162).  He  owns  stock 
in  the  shopping  mall  owner 
Unibail,  which  trades  at  27 
times  earnings.  (Lieber  and 
our  other  pros  all  measure 
earnings  for  Euro-REITs  by 
stripping  out  depreciation, 
amortization  and  gains  from 
asset  sales  or  revaluations  by 
appraisers.  This  adjusted 
measure  is  the  Old  World 
equivalent  of  funds  from  operations.)  And 
he  owns  home  builder  Kaufman  et  Broad 
( 14  times  estimated  earnings),  a  French  sub- 
sidiary of  the  U.S.  developer  now  known  as 
KB  Home;  Lieber  expects  its  profits  will  rise 
15%  this  year. 

Our  next  savant  is  Steven  Burton,  who 
comanages  two  portfolios  for  ING  Funds: 
$1.4  billion  Global  Real  Estate  and  the 
newer  $384  million  International  Real 
Estate.  Both  funds  sport  a  rather  onerous 
upfront  load  of  5.8%  but  also  have  excep- 
tional performance.  Burton  left  General 
Electrics  pension  fund  management  arm 
to  join  ING  in  1995,  convinced  REITs 
would  come  to  dominate  U.S.  commercial 
real  estate.  He  was  right.  Now  he  thinks 
they'll  do  the  same  in  Europe. 

In  picking  stocks,  Burton  likes  to  com- 


pare earnings  yield— the  inverse  of  P/E— 
with  the  yield  on  the  host  nation's  ten-year 
government  debt.  He  holds  Societe  de  la 
Tour  Eiffel,  which  owns  lesser-quality 
office  properties  in  Paris'  not-so-flashy 
arrondissements.  Tour  Eiffel  has  a  5.7% 
earnings  yield,  a  full  percentage  point 
greater  than  the  French  ten-year,  whereas 
U.S.  REITs  average  just  a  half-point  over  the 
ten-year  T  note. 

Sometimes,  though,  Burton  must  gaze 
beyond  his  metrics,  such  as  with  shopping 
center  developer  Mercialys,  whose  earn- 


In  the  U.K.  that  method  has  led  Corl  to 
embrace  Derwent  London,  a  developer  of 
office  buildings  in  the  city's  swanky  West 
End.  Its  hot  price-to-earnings  multiple  of 
70  is  irrelevant— skewed  by  projects  under 
construction.  Corl  is  confident  the  stock  is 
at  a  30%  discount  to  net  asset  value. 

In  Germany  Corl  has  bought  shares  of 
apartment  owner  Patrizia  Immobilien. 
The  company  has  been  buying  up  large 
collections  of  rental  apartment  buildings 
on  the  cheap  from  German  city  councils 
and  manufacturers,  now  unwinding  the 


Fresh  Property  Stocks  From  Ancient  Soil 


With  their  governments  selling  lots  of  real  estate,  European  real  estate  firms  are  getting  good  assets  on 
the  cheap.  Estimated  2007  price-to-earnings  ratios  also  make  most  of  these  companies  attractive. 


COMPANY/COUNTRY 

SECTOR 

PR 

DIVIDEND 
YIELD 

2007 
EST  P/E 

RECENT 

52-WEEK 
HIGH 

Block  Watne  Gruppen/Norway 

home  builder 

$7.45 

$7.97 

5.6% 

13 

Derwent  London/U  K. 

offices/malls 

38.73 

45.92 

0.8 

70 

JM/Sweden 

condo  builder 

31.42 

38.81 

2.0 

14 

Kaufman  et  Broad/France 

home  builder 

79.52 

86.06 

2.2 

14 

Land  Securities  Group/U  K. 

offices/malls 

36.75 

45.91 

3.2 

24 

Mercialys/France 

shopping  malls 

35.95 

45.14 

2.6 

27 

Nexity/France 

home  builder 

84.31 

93.85 

3.0 

11 

Patrizia  Immobilien/Germany 

condo  converter 

19.16 

31.01 

1.0 

16 

Societe  de  ia  Tour  Eiffel/France 

offices 

159.70 

192.36 

4.2 

21 

Unibail/France 

shopping  malls 

275.18 

322.33 

2.4 

27 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  Earnings  used  in  price/earnings  calculation  for  commercial  property 
owners  exclude  depreciation,  amortization,  appreciation  and  gains  from  asset  sales.  Sources:  Bloomberg  Financial  Markets; 
FT  Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 

ings  are  only  4.7%  of  the  share  price.  He's 
enticed  by  it  because  the  company's  earn- 
ings are  rising  11%  this  year.  Limits  on 
shopping  center  development  are  severe 
in  France,  thus  curbing  rivals,  and  Burton 
thinks  Mercialys'  10%-plus  growth  is  sus- 
tainable for  years  to  come. 

James  Corl's  expensive  Cohen  & 
Steers  fund  (load:  4.5%)  has  been  around 
for  only  two  years.  It  returned  44%  last 
year  and  9.4%  so  far  this  year.  He  looks 
for  shares  trading  at  discounts  to  what 
their  underlying  property  is  worth,  that 
is,  the  net  asset  value.  Assessing  this  is 
not  cheap.  He  has  Cohen  &  Steers  ana- 
lysts estimate  NAV  figures  in-house 
because  he  does  not  trust  figures  from 
foreign  brokerages  or  appraisers  hired  by 
property  managers. 


decades-long  practice  of  setting  up  work- 
ers and  the  poor  in  subsidized  housing. 

Patrizia  is  selectively  converting  rental 
apartments  into  condos.  It's  difficult  work, 
so  impatient  investors  have  abandoned 
the  stock,  which  has  fallen  from  $31  in 
February  to  $19.  That's  a  30%  discount  to 
Patrizia's  underlying  real  estate  value,  says 
Corl.  Shares  trade  at  a  6.3%  earnings  yield 
versus  4.5%  on  German  ten-year  debt. 

Shares  of  France's  Unibail,  says  Corl, 
trade  at  a  16%  discount  to  its  real  estate 
value.  The  stock  tumbled  20%  after 
Unibail  agreed  to  buy  Dutch  shopping 
mall  giant  Rodamco  Europe  for  $15  bil- 
lion in  April.  Investor  concerns  that  Uni- 
bail will  mismanage  malls  outside  of 
France  are  just  "a  lot  of  cross-border 
prejudice,"  says  Corl. 
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Don't  Call  It  Interest 

How  does  a  God-fearing  Muslim  finance  a  gas  well? 
With  sort  of  a  sale-leaseback.  By  Richard  C.  Morais 


IF  YOU  ARE  A  DEVOUT  MUS- 
lim,  you  can't  invest  in  a 
company  that  produces  alco- 
hol or  pork.  The  Koran  forbids  in- 
terest, so  a  conventional  home 
mortgage  is  verboten.  So  would  be 
a  debt-financed  business  asset. 
You  can't  use  derivatives  or  buy 
into  conventional  hedge  funds. 

It's  a  tricky  business  to  par- 
ticipate in  a  modern  economy 
without  running  afoul  of 
sharia,  or  Islamic  law.  But  it  can 
be  done.  For  a  fee  you  can  get  a 
consultant  to  arrange  financial 
transactions  that  would  pass 
muster  with  Allah.  There  may 
be  extra  steps  or  additional 
paperwork,  but  sometimes  the 
outcome  is  the  same  as  you'd 
get  without  sharia. 

Big  money  is  at  stake. 
Moody's  says  $800  billion  is 
available  for  investing  in  sharia- 
compliant  assets.  UBS,  HSBC, 
Barclays,  Deutsche  Bank,  Stan- 
dard Chartered,  AIG,  Lloyds  TSB,  Morgan 
Stanley  and  Swiss  Re  are  some  of  the 
Western  financial  institutions  rushing 
sharia-compliant  financial  products  to 
market. 

How  does  one  put  that  kind  of  money 


to  work  without  breaking  the  rule  on 
usury,  given  how  ubiquitous  interest  is?  A 
little  creativity  helps.  Almost  any  hedge 
fund  is  off-limits,  because  of  the  genre's 
anything-goes  investing  style.  So  you  don't 
buy  a  hedge  fund,  you  buy  a  "structured 


Out  of  hand?  Latest  "black  box" 
offerings  trouble  Sheikh  Yusuf. 

note,"  whose  return  is  tied  to  an 
index  of  hedge  funds.  Just  such 
a  product  was  introduced  in 
June  by  Dubai  Islamic  Bank, 
Deutsche  Bank  and  Goldman 
Sachs  Asset  Management  (min- 
imum investment  $10,000). 
"The  notes  will  reflect  the  per- 
formance of  the  index,  so  the 
customer's  money  will  never  go 
into  the  actual  hedge  fund,"  said 
Naveed  Ahmad,  head  of  invest- 
ments at  Dubai  Islamic  Bank,  at 
the  product's  unveiling. 

Such  blue-chip  financial  insti- 
tutions rely  largely  on  20  or  so 
rock-star  sharia  scholars  to  certify 
that  their  financial  products  are  in 
accord  with  the  Koran  and  the 
Prophets  teachings.  These  elite 
Islamic  scholars  may  sit  on  40  or 
50  sharia  boards  each,  typically  at 
between  $20,000  and  $30,000  a 
seat  annually. 

Sheikh  Yusuf  Talal  DeLorenzo,  59,  is  one 
such  top  scholar  and  works  from  a  Toll  Broth- 
ers mansion  in  the  suburbs  of  Washington, 
DC.  The  sheikh  tells  us  he  is  a  "consumer 
Continued  on  page  131 


Shana  Compliant  Funds 


Mutual  funds  must  meet  a  complex  test  to  qualify  for  the  cash  of  devout  Muslims — avoid  leveraged  companies  or  those  involved  in 
various  proscribed  activities.  Below:  a  few  no-loads  available  in  the  U.S.  Unsurprisingly,  they  aren't  cheap;  here  are  the  better  performers. 


TOTAL  RETURN 

MAXIMUM 

ANNUAL 

YEAR-TO- 

5-YEAR 

ASSETS 

SALES 

EXPENSES 

FUND 

DATE 

1-YEAR 

ANNUALIZED 

(SMIL) 

CHARGE 

PER  $100 

Amana  Growth 

10.3% 

21.5% 

15.5% 

$514 

no  load 

$1.49 

Amana  Income 

12.3 

24.3 

14.8 

234 

no  load 

1.49 

Dow  Jones  islamic  index-Class  K 

8.1 

19.9 

7.3 

35 

no  load 

1.57 

Performance  through  May  31.  Sources:  Bloomberg  Financial  Markets;  Failaka  Advisors;  Upper. 
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ACTIONS 

•creating  • 

V  A  LUE 


mi 

Employers 


GREAT 
PLACE 
TO 
WORK 


INSTITUTE 
MEXICO: 


INCLUSIVE 
COMPANY 


Our  Companies: 

•  Coca-Cola  FEMSA.  The  world's 
largest  Coca-Cola  bottler,  outside 
the  United  States. 

•  FEMSA  Cerveza.  The  only  brewery 
with  operations  in  Mexico  and 
Brazil,  two  of  the  most  important 
beer  markets  in  Latin  America. 

•  FEMSA  Comercio.  Biggest  and 
fastest-growing  convenience  store 
chain  in  Mexico. 


;.(f[£RIAfkTEZU^ 


[       Over  a  century  building  j 
\      a  successful  business  : 
:      culture,  centered  on  the  • 
generation  of  economic  • 
and  human  value.  : 

Sustained  Cjrowlh  in 
Operating  Ineome 

w              m  COMPOUND 

f  L-^       f  t  r\  ;  A  N  N  U  A  L 
f  *J  •AX'C/^C  growth  RATE 

Jl\*J%      T   /\J  1997-2006 
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rnaustie 


rftish  Open 


en  Tiger  Woods  tries  for  a  three-peat  this  July  at  the  British  Open,  he  will  be  facing  a  strong  field  le< 

a  resurgent  Phil  Mickelson,  who  won  THE  PLAYERS  Championship  in  May  in  a  convincing  fashion 

But  Hogan  came  to  appreciate  the  course.  In  the  end,  it  was  as  ster 


That,  however,  may  prove  to  be  the  least  of  Woods' problems  as  he 
tries  to  capture  the  Old  Claret  Jug  for  the  fourth  time.  In  Carnoustie, 
he  will  be  facing  a  links  that  many  consider  to  be  the  toughest  test  on 
the  British  Open  rota  and,  indeed,  one  of  the  most  demanding  courses 
in  the  world. 

Carnoustie  Golf  Club,  which  sits  hard  by  the  Firth  of  Tay,  was 
formed  in  1842.  It  is  remarkably  flat  and  no  more  than  two  consecu- 
tive holes  ever  play  in  the  same  direction  —  a 
combination  that  makes  the  wind  an  unusually 
important  consideration  in  planning  and  exe- 
cuting shots  that  require  uncommon  precision. 

Carnoustie  hosted  its  first  Open  in  1931  and  it 
was  won,  fittingly  enough,  by  Scotsman  Tommy 
Armour.  England's  Henry  Cotton  won  in  1937 
against  an  unusually  strong  field  that  included  the 
entire  U.S.  Ryder  Cup  team. 

In  1953,  having  won  both  the  Masters  and 
the  U.S.  Open,  Ben  Hogan  came  to  Carnoustie 
to  play  in  the  British  Open  for  the  only  time  in 
his  career.  Hogan  didn't  much  care  for  traveling 
and,  following  the  1949  automobile  accident 
that  almost  killed  him,  the  cold,  damp  weather 
made  playing  increasingly  difficult. 

Hogan  arrived  a  week  early  to  acclimate 
himself  to  the  course  and  the  small  British  ball.  He  did  not  immedi- 
ately fall  in  love  with  the  place  and  at  one  point,  frustrated  by  the  slow 
greens  and  punishing  rough,  told  reporters  he  "had  an  old  lawnmower 
back  in  Texas  that  [he'd]  send  over." 


and  unyielding  as  he  was.  And  in  litde  time  the  Scots,  who  flocked  t 
the  course  to  watch  him,  came  to  find  much  in  him  to  admire,  am 
soon  referred  to  him  warmly  as  the  "Wee  Ice  Mon." 

His  experience  in  the  first  two  rounds  perfecdy  captured  the  natui 
of  Carnoustie.  On  the  406-yard  opening  hole  on  Thursday,  he  hit 
good  drive  and  then  ripped  a  2-iron  into  the  westerly  wind  and  ont 
the  green.  The  next  day  he  also  hit  the  green  i 
regulation  —  with  a  pitching  wedge. 

South  Africa's  Gary  Player  won  the  Open  i 
1968  with  a  winning  score  of  290  that  was  th 
highest  since  Fred  Daly's  293  in  1947.  Play« 
later  called  Carnoustie  the  "toughest  course  I\ 
seen  in  45  years  of  competitive  golf." 

Tom  Watson  beat  Australia's  Jack  Newto 
in  a  playoff  in  1975  for  the  first  of  his  fi\ 
British  Open  tides,  tying  him  with  Australis 
Peter  Thomson,  one  behind  the  record  set  b 
Harry  Vardon. 

Twenty-nine  years  later,  the  British  Ope 
returned  to  Carnoustie,  where  it  was  won  b 
Scodand's  Paul  Lawrie,  who  made  up  a  recoi 
10  strokes  on  the  final  day  and  went  on  to  be: 
Justin  Leonard  and  Jean  Van  de  Velde  in  a  plaj 
off  set  up  when  Van  de  Valde  blew  a  three-stroke  lead  on  the  final  hoi 
Over  the  years,  Carnoustie  has  proven  to  be  a  course  where  just  sue 
calamities  can  occur  in  a  blink  of  the  eye. 
Stay  tuned. 
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Improving  on  the  Back  Nine  of  Golf ...  and  Life 

It  is  only  natural  that  as  we  grow  older  we  change,  both  physically  and  in  our 
approach  to  life.  The  same  is  true  when  it  comes  to  golf.  The  strength  and 
flexibility  we  enjoyed  when  we  were  younger  aren't  quite  the  same  for  most 
of  us  once  we  start  heading  into  the  back  nine  of  life.  But  one  of  the  best 
parts  about  golf  is  that  we  can  still  continue  to  enjoy  and  excel  even  as  we 
grow  older.  With  some  basic,  fundamental  steps,  we  can  adjust  and  compensate 
for  these  changes,  as  noted  golf  instructor  Hank  Haney  explains  with  the 
three  lessons  he  offers  on  the  following  pages. 


Lesson  One: 

Don't  be  afraid 
of  change. 


Very  often,  when  I  see  players  50 
and  older,  I  sense  that  they  are 
reluctant  to  make  changes  in 
their  golf  games,  either  because 
they  are  just  set  in  their  ways  or 
because  they're  afraid  they  won't 
be  able  to  make  the  necessary 
changes.  I  say  you  are  never  too 
old  to  change. The  first  and 
most  important  step  is  to  find 
a  professional  who  knows  you 
and  your  game  and  in  whom  you 
have  confidence.  Just  as  in  your 
personal  life,  where  you  don't 
want  to  be  switching  from  one 
doctor  or  dentist  or  lawyer  to 
another,  the  same  is  true  with 
your  golf  professional.  If  the  best 
players  in  the  world  put  their 
trust  in  teaching  professionals, 
shouldn't  you? 

Working  together,  you  and  your 
professional  should  develop  a  plan 
and  stick  with  it.  I  cannot  stress  this 
enough.That  plan  should  begin 


with  setting  realistic  expectations 
and  goals  while  always  keeping 
in  mind  that  patience  is  the  key  to 
successful  change.  Progress  comes 
one  step  at  a  time,  but  a  lot  of 
little  steps  eventually  cover  a  lot 
of  ground.The  reason  I  stress 
setting  realistic  goals  is  that  when 
expectations  collide  with  reality, 
very  often  the  result  is  frustration. 
However,  if  you  set  realistic  goals 
and  can  see  progress,  this  results 
in  confidence  —  and  confidence 
is  everything  in  golf . . .  and  life. 

Jack  Nicklaus  might  have  been  the 
most  confident  golfer  in  history. 
If  he  hit  a  poor  shot  or  got  a  bad 
break,  he  shook  it  off  and  went  on 
to  the  next  shot.  He  played  in  the 
present  —  not  the  past  or  future 
—  and  that's  good  advice  for  all  of 
us.  He  once  said  that  if  confidence 
was  something  you  could  go 
out  and  buy,  everyone  would  be 
confident.  Nicklaus'  confidence  was 


Hank  Haney  is  one  of  1 
most  respected  teaching 
professionals  on  the  golf 
scene  today.  He  is  best 
known  for  working  with 
Tiger  Woods  on  the  successful 
swing  and  game  changes 
that  have  helped  Woods 
continue  to  dominate  the 
game.  He  has  also  worked 
extensively  with  Mark 
O'Meara,  helping  him  win 
both  the  Masters  and  British 
Open  in  1 998  when  he  was 
41  years  old.  In  1 993,  he  was 
named  the  National  PGA 
Teacher  of  the  Year.  This 
past  fall,  he  published  his 
most  recent  book,  Fix  the 
Yips  Forever,  in  which  he 
offers  his  advice  on  curing 
one  of  golf's  most  frustrating 
problems.  In  all,  Haney  has 
coached  more  than  200 
professionals  on  the  PGA 
TOUR,  the  Champions  Tour, 
the  LPGA  and  the  major 
international  tours,  as  well 
as  countless  amateurs. 


For  more  exclusive 
insights  from  Hank, 
be  sure  to  visit 
www.golf.cialis.com 
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such  a  powerful  force  that  it  even 
intimidated  his  greatest  rivals, 
many  of  whom  rank  among  the 
game's  supreme  champions. 
"Jack  knows  he's  going  to  beat 
you,"LeeTrevino  often  said.  "You 
know  he's  going  to  beat  you.  And 
he  knows  you  know  he's  going  to 
beat  you." 


Nicklaus  realized  that  confidence 
is  something  that  comes  and  goes, 
but  it  is  also  something  that  you 
can  build  upon  by  hitting  good 
shots  on  the  practice  tee  or  putting 
green  and  then  taking  them  to 
the  course,  always  reminding 
yourself  through  positive  "self-talk" 
that  you've  done  it  before  and  can 
do  it  again. 


Finally,  there's  a  saying/'Winning 
breeds  winning," and  that  is 
certainly  true.  But  use  your  small 
victories  —  the  shot  you  pulled  off 
under  pressure  or  the  match  you 
won  against  the  odds  —  and  build 
upon  them.That's  a  good  lesson  in 
golf ...  and  in  life, too. 


Lesson  Two: 

Discover  the 
best  way  for 
you  to  learn. 


There  are  three  basic  ways  that 
people  learn,  and  it's  important 
for  you  to  determine  which 
method  —  or  combination  of 
methods  —  is  best  for  you. 

The  first  is  by  observation  and 
includes  watching  PGA  TOUR 
events  on  television  (or  better  yet, 
in  person)  or  instruction  videos. 
I  think  this  is  a  good  method, 
since  it  allows  you  to  develop 
a  mental  image  of  what  you're 
trying  to  accomplish,  an  image 
that  you  and  a  professional 
instructor  can  then  work 
together  to  turn  into  a  reality. 


The  second  method  is  through 
the  written  or  spoken  word.  I've 
had  plenty  of  students  who  pour 
over  instruction  books  or  golf 
magazines  and  ask  question 
after  question. They  just  have  an 
insatiable  quest  for  knowledge. 
I  think  this  is  fine,  to  a  point,  but  I'd 
caution  most  people  that  this  sort 
of  informational  overload  can  lead 
to  confusion.  One  thing  I  admire 
about  Tom  Kite,  for  example,  is  his 
ability  to  gather  information  and 
instruction  from  a  wide  variety  of 
teachers  and  other  sources,  filter 
out  what  is  right  for  him  and  put 
the  rest  out  of  his  mind. 


The  third  method,  and  the  one 
I  think  works  best  for  the  vast 
majority  of  people,  is  learning 
through  "feel."  That's  one  reason 
I'm  a  big  believer  in  using  drills  in 
my  teaching,  whether  with  TOUR 
pros  or  weekend  players.  Once 
you  can  feel  what  a  proper  swing 
or  part  of  a  swing  feels  like  and 
then  ingrain  it  in  your  muscle 
memory,  it  is  a  lot  easier  to  repeat 
that  move  on  the  golf  course  — 
especially  under  pressure.  Being 
able  to  feel  the  proper  swing  or 
move  works  hand-in-hand  with 
developing  one  or  two  swing 
thoughts  or  keys  that  you  can 
rely  on  during  a  round.  (Any  more 
than  one  or  two  is  probably  too 
many.)  Since  people  are  creatures 
of  habit,  we  tend  to  fall  back  on 
what  we're  used  to  or  comfortable 
with  —  for  better  or  worse,  and 
usually  for  worse.The  combination 
of  feei  and  a  good  swing  thought 
can  help  you  correct  the  problem 
during  your  round. 

A  good  time  to  pick  a  swing 
thought  is  when  you  are  warming 
up  prior  to  a  round.  If  you  find 
something  that  seems  to  be 
working,  take  it  to  the  course. 
Some  players  even  keep  a  small 
notebook  in  their  bag  so  they  can 
write  down  what  thoughts  have 
worked  for  them  in  the  past, 
because  there's  a  good  chance 
they'll  work  in  the  future,  too. 


For  more  exclusive  insights  from  Hank,  be  sure  to  visit  www.golf.cialis.com 
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Lesson  Three: 

How  to  improve. 


For  more  exclusive 
insights  from  Hank, 
be  sure  to  visit 
www.golf.cialis.com 
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As  I  mentioned  in  Lesson  One, 
developing  a  plan  of  action  is 
central  to  any  improvement.  But 
before  you  can  treat  the  problem, 
you  need  to  diagnose  it  properly, 
and  this  is  where  a  good  teacher 
is  invaluable. 

Most  amateurs  don't  understand 
that  the  golf  swing  —  and  to  a 
lesser  degree  the  putting  stroke 
—  is  a  chain  reaction.  If  someone 
has  flawed  fundamentals,  either 
one  of  two  things  will  happen: 
the  flaw  will  be  reflected  in  the 
swing  or  the  player  will  have  to 
make  a  correction  to  compensate, 
and  corrections  almost  always 
break  down  under  pressure. 

I  like  to  begin  by  watching  a 
player  hit  some  balls,  since  the 
shot  pattern  will  give  me  a  good 
indication  of  what  the  player's 
swing  faults  are  and  where  we 
need  to  begin.  In  most  cases, 
I  start  with  the  address  position, 
because  once  we  get  that  right 
everything  else  begins  to  fall 
into  place. This  is  particularly  true 
when  it  comes  to  determining 
the  proper  stance  at  address. 
This  is  one  of  the  most  frequent 


corrections  most  players  have  to 
make,  and  it  is  also  the  fundamental 
that  has  the  greatest  effect  on  ball 
flight  and  solid  contact  at  impact. 

Adjusting  the  address  position  is 
especially  important  for  players 
as  they  grow  older,  since  making 
a  slight  change  can  compensate 
for  reduced  strength  and  flexibility. 
How  big  a  change  do  I  recommend? 
You'd  be  surprised. 

In  the  standard  address  position, 
the  feet  are  pretty  much  perpen- 
dicular to  the  target  line  and  the 
toes  are  pointed  straight  ahead. 
This  is  fine  when  you're  younger, 
but  as  you  get  older  this  position 
can  restrict  the  amount  you  can 
turn  on  the  backswing,  resulting 
in  a  shorter  backswing  and  less 
power  and  club-head  speed.  My 
suggestion  is  to  turn  your  right 
foot  out  slightly,  as  much  as  35 
degrees  away  from  the  target  line. 
This  will  make  it  easier  for  your 
hips  to  turn,  which  allows  your 
shoulders  to  also  turn  more  fully. 
The  result  is  a  bigger  turn  and  a 
more  fluid  and  powerful  swing. 
It's  a  simple  change,  but  I  think 
you'll  be  surprised  by  the  difference 
it  can  make  in  your  swing  and 
your  shots,  especially  your  drives. 

Not  only  is  this  a  good  swing  tip, 
but  it  also  proves  my  point  about 
how  the  golf  swing  is  really  a  chain 
of  events  that  are  all  related.  Get 
one  thing  right  and  any  number 
of  wonderful  results  will  follow.  ■ 


My  suggestion 

••V 

is  to  turn  your 

right  foot  out 

slightly,  as  much 
as  35  degrees 
away  from  the 

target  line. 

Five  Steps  for 
Improving  on 
the  Back  Nine 


1. 

Dont  be  afraid  to  ask  for 
help.  Find  a  professional 
who  knows  you  and  your 
game  and  in  whom  you  have 
confidence.  If  the  best  players 
in  the  world  put  their  trust 
in  teaching  professionals, 
shouldn't  you? 


Diagnose  the  problem 
correctly.  Before  you  can 
correct  any  symptoms,  you 
need  to  understand  what 
the  fundamentals  behind 
them  are  —  this  is  where  a 
good  teacher  is  invaluable. 


Develop  a  plan  with  your 
professional  and  stick  to  it. 
Patience  is  the  key  to 
successful  change.  Progress 
comes  one  step  at  a  time,  but 
a  lot  of  little  steps  eventually 
cover  a  lot  of  ground. 


Ensure  that  your  plan  has 
realistic  goals  and  expecta- 
tions. When  expectations 
collide  with  reality,  very  often 
the  result  is  frustration. 
However,  if  you  can  see 
progress  toward  attainable 
goals,  the  result  is  confidence. 

5. 

Stay  confident.  Use  your 
small  victories  —  the  shot 
you  pulled  off  under  pres- 
sure or  the  match  you  won 
against  the  odds  —  and 
build  upon  them. 


isive  insights  from  Hank,  be  sure  to  visit  www.golf.cialis.com 
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The  moment  is  right, 


.the  neighbors  dropped  by. 


...it  got  interrupted  by  work. 


...finally. 
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Because  Cialis  (see-AL-iss)  is  the  only  erectile  dysfunction  (ED)  tablet  clinically  proven  to  both  go  to  work 
ast,  as  fast  as  30  minutes  in  some  men,  and  work  up  to  36  hours!  you  have  the  option  to  be  flexible  and  wait 
until  the  moment  is  right.  Ask  your  doctor  if  prescription  Cialis  is  right  for  you. 
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mportant  safety  information. 


CIALIS  IS  NOT  FOR  EVERYONE.  Tell  your  doctor  about  your  medical  conditions  and  all  medications,  and 
sk  if  you're  healthy  enough  for  sexual  activity.  Don't  take  CIALIS  if  you  take  nitrates,  often  prescribed  for 
hest  pain,  as  this  may  cause  a  sudden,  unsafe  drop  in  blood  pressure.  Don't  drink  alcohol  in  excess  (to  a 
jvel  of  intoxication)  with  CIALIS,  as  this  may  increase  your  chances  of  getting  dizzy  or  lowering  your  blood 
iressure.  CIALIS  does  not  protect  against  sexually  transmitted  diseases,  including  HIV. 
he  most  common  side  effects  with  CIALIS  were  headache  and  upset  stomach.  Backache  and  muscle  ache 
/ere  also  reported,  sometimes  with  delayed  onset.  Most  men  weren't  bothered  by  the  side  effects  enough  to 
top  taking  CIALIS.  As  with  any  ED  tablet,  in  the  rare  event  of  priapism  (an  erection  lasting  more  than  four 
ours),  seek  immediate  medical  help  to  avoid  long-term  injury.  In  rare  instances,  men  taking  prescription  ED 
ablets  (including  CIALIS)  reported  a  sudden  decrease  or  loss  of  vision.  It's  not  possible  to  determine  if  these 
vents  are  related  directly  to  the  ED  tablets  or  to  other  factors.  If  you  have; any  sudden  decrease  in  vision,,  stop 
aking  any  ED  tablet  and  call  your  doctor  right  away.  !. 
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In  clinical  trials,  Cialis  was  shown  to  improve,  up  to  36  hours  after  dosing,  the  ability  of  men  with  ED  to  have 
single,  successful  intercourse  attempt.  \  ?  ,l 
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Patient  Information 


Read  the  Patient  Information  about  CIALIS  before  you  start  taking  it  and  again  each  time 
you  get  a  refill.  There  may  be  new  information.  You  may  also  find  it  helpful  to  share  this 
information  with  your  partner.  This  leaflet  does  not  take  the  place  of  talking  with  your 
doctor.  You  and  your  doctor  should  talk  about  CIALIS  when  you  start  taking  it  and  at 
regular  checkups.  If  you  do  not  understand  the  information,  or  have  questions,  talk  with 
your  doctor  or  pharmacist. 

What  important  information  should  you  know  about  CIALIS? 

CIALIS  can  cause  your  blood  pressure  to  drop  suddenly  to  an  unsafe  level  if  It  is  taken 
with  certain  other  medicines.  You  could  get  dizzy,  faint,  or  have  a  heart  attack  or  stroke 

Do  not  take  CIALIS  if  you: 

•  take  any  medicines  called  "nitrates." 

•  use  recreational  drugs  called  "poppers"  like  amyl  nitrite  and  butyl  nitrite. 

(See  "Who  should  not  take  CIALIS?") 

Tell  all  your  healthcare  providers  that  you  take  CIALIS.  If  you  need  emergency  medical 
care  for  a  heart  problem,  it  will  be  important  for  your  healthcare  provider  to  know  when  you 
last  took  CIALIS. 

After  taking  a  single  tablet,  some  ol  the  active  ingredient  of  CIALIS  remains  in  your 
body  for  more  than  2  days.  The  active  ingredient  can  remain  longer  if  you  have  problems 
with  your  kidneys  or  liver,  or  you  are  taking  certain  other  medications  (see  "Can  other 
medications  affect  CIALIS?"). 

What  is  CIALIS? 

CIALIS  is  a  prescription  medicine  taken  by  mouth  for  the  treatment  of  erectile  dysfunction 
(ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when  a  man  is  sexually 
excited,  or  when  he  cannot  keep  an  erection.  A  man  who  has  trouble  getting  or  keeping  an 
erection  should  see  his  doctor  for  help  if  the  condition  bothers  him.  CIALIS  may  help  a  man 
with  ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

CIALIS  does  not: 

•cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  from  sexually  transmitted  diseases,  including  HIV.  Speak 
to  your  doctor  about  ways  to  guard  against  sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

CIALIS  is  only  for  men  with  ED.  CIALIS  is  not  for  women  or  children.  CIALIS  must  be  used 
only  under  a  doctor's  care. 

How  does  CIALIS  work? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical  response  is  to  increase 
blood  flow  to  his  penis.  This  results  in  an  erection.  CIALIS  helps  increase  blood  flow  to 
the  penis  and  may  help  men  with  ED  get  and  keep  an  erection  satisfactory  for  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  flow  to  his  penis  decreases,  and 
his  erection  goes  away. 

Who  can  take  CIALIS? 

Talk  to  your  doctor  to  decide  if  CIALIS  is  right  for  you. 

CIALIS  has  been  shown  to  be  effective  in  men  over  the  age  of  1 8  years  who  have  erectile 
dysfunction,  including  men  with  diabetes  or  who  have  undergone  prostatectomy. 

Who  should  not  take  CIALIS? 
Do  not  take  CIALIS  if  you: 

•take  any  medicines  called  "nitrates"  (See  "What  important  information  should 
you  know  about  CIALIS?").  Nitrates  are  commonly  used  to  treat  angina.  Angina  is 
a  symptom  of  heart  disease  and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm. 

Medicines  called  nitrates  include  nitroglycerin  that  is  found  in  tablets,  sprays,  ointments, 
pastes,  or  patches.  Nitrates  can  also  be  found  in  other  medicines  such  as  isosorbide 
dinitrate  or  isosorbide  mononitrate.  Some  recreational  drugs  called  "poppers"  also 
contain  nitrates,  such  as  amyl  nitrite  and  butyl  nitrite.  Do  not  use  CIALIS  if  you  are  using 
these  drugs.  Ask  your  doctor  or  pharmacist  if  you  are  not  sure  if  any  of  your  medicines 
are  nitrates. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual  activity  because  of 
health  problems.  Sexual  activity  can  put  an  extra  strain  on  your  heart,  especially  if  your 
heart  is  already  weak  from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  CIALIS  or  any  ol  its  ingredients.  The  active  ingredient  in  CIALIS  is  called 
tadalafil.  See  the  end  of  this  leaflet  for  a  complete  list  of  ingredients. 

What  should  you  discuss  with  your  doctor  before  taking  CIALIS? 
Before  taking  CIALIS,  tell  your  doctor  about  all  your  medical  problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heartbeats,  or  have  had 
a  heart  attack.  Ask  your  doctor  if  it  is  safe  for  you  to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not  controlled 

•  have  had  a  stroke 

•  have  liver  problems 

•  have  kidney  problems  or  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  ever  had  severe  vision  loss,  including  a  condition  called  NAION 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  lisease 

•  have  had  an  erection  that  lasted  mors  than  •?  hours 

•  have  blood  cell  problems  such  as  sii        anemia,  multiple  myeloma,  or  leukemia 
Can  other  medications  afiect  CIALIS? 

Tell  your  doctor  about  all  the  medicines  you  take  including  prescription  and  non- 
prescription medicines,  vitamins,  and  ts  CIALIS  and  other  medicines  may 


affect  each  other.  Always  check  with  your  doctor  before  starting  or  stopping  any  medicines, 
Especially  tell  your  doctor  if  you  take  any  of  the  following:* 

•  medicines  called  nitrates  (See  "What  important  information  should  you  know  aboui 
CIALIS?") 

•medicines  called  alpha  blockers.  These  include  Hytrin'-  (terazosin  HCI),  Flomax') 
(tamsulosin  HCI).  Cardura"  (doxazosin  mesylate).  Minipress*-  (prazosin  HCI)  or  Uroxatral'" 
(alfuzosin  HCI)  Alpha  blockers  are  sometimes  prescribed  for  prostate  problems  or  higf 
blood  pressure.  If  CIALIS  is  taken  with  certain  alpha  blockers,  your  blood  pressure  coulc 
suddenly  drop.  You  could  get  dizzy  or  faint. 

•  ritonavir  (Norvir*)  or  indinavir  (Crixivan*) 

•  ketoconazoleor  itraconazole  (such  as  Nizoral1'-'  or  Sporanox®) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 

How  should  you  take  CIALIS? 

Take  CIALIS  exactly  as  your  doctor  prescribes.  CIALIS  comes  in  different  doses  (5  mg 
10mg,  and  20  mg).  For  most  men.  the  recommended  starting  dose  is  10  mg.  CIALIS  shouk 
be  taken  no  more  than  once  a  day.  Some  men  can  only  take  a  low  dose  of  CIALIS  becausi 
of  medical  conditions  or  medicines  they  take.  Your  doctor  will  prescribe  the  dose  that  is  righ 
for  you. 

•  If  you  have  kidney  problems,  your  doctor  may  start  you  on  a  lower  dose  of  CIALIS. 

•  If  you  have  kidney  or  liver  problems  or  you  are  taking  certain  medications,  your  docto 
may  limit  your  highest  dose  of  CIALIS  to  10  mg  and  may  also  limit  you  to  one  tablet  ir 
48  hours  (2  days)  or  one  tablet  in  72  hours  (3  days). 

•  If  you  have  prostate  problems  or  high  blood  pressure  for  which  you  take  medicine; 
called  alpha  blockers,  your  doctor  may  start  you  on  a  lower  dose  of  CIALIS. 

Take  one  CIALIS  tablet  before  sexual  activity.  In  some  patients,  the  ability  to  have  sexua 
activity  was  improved  at  30  minutes  after  taking  CIALIS  when  compared  to  a  sugar  pill 
The  ability  to  have  sexual  activity  was  improved  up  to  36  hours  after  taking  CIALIS  wher 
compared  to  a  sugar  pill.  You  and  your  doctor  should  consider  this  in  deciding  when  yoi 
should  take  CIALIS  prior  to  sexual  activity.  Some  form  of  sexual  stimulation  is  needed  for  ar 
erection  to  happen  with  CIALIS.  CIALIS  may  be  taken  with  or  without  meals. 

Do  not  change  your  dose  of  CIALIS  without  talking  to  your  doctor.  Your  doctor  may  lowe 
your  dose  or  raise  your  dose,  depending  on  how  your  body  reacts  to  CIALIS. 

Do  not  drink  alcohol  to  excess  when  taking  CIALIS  (for  example,  5  glasses  of  wine  o 
5  shots  of  whiskey).  When  taken  in  excess,  alcohol  can  increase  your  chances  of  gettinc 
a  headache  or  getting  dizzy,  increasing  your  heart  rate,  or  lowering  your  blood  pressure. 

If  you  take  too  much  CIALIS,  call  your  doctor  or  emergency  room  right  away. 

What  are  the  possible  side  effects  of  CIALIS? 

The  most  common  side  effects  with  CIALIS  are  headache,  indigestion,  back  pain,  musclr 
aches,  flushing,  and  stuffy  or  runny  nose.  These  side  effects  usually  go  away  after  a  fev 
hours.  Patients  who  get  back  pain  and  muscle  aches  usually  get  it  12  to  24  hours  aften 
taking  CIALIS.  Back  pain  and  muscle  aches  usually  go  away  by  themselves  within  48  hours' 
Call  your  doctor  if  you  get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away. 

CIALIS  may  uncommonly  cause  an  erection  that  won't  go  away  (priapism).  If  you  get  ai 
erection  that  lasts  more  than  4  hours,  get  medical  help  right  away.  Priapism  must  be  treateil 
as  soon  as  possible  or  lasting  damage  can  happen  to  your  penis  including  the  inability  ti 
have  erections. 

CIALIS  may  uncommonly  cause  vision  changes,  such  as  seeing  a  blue  tinge  to  objects  o 
having  difficulty  telling  the  difference  between  the  colors  blue  and  green. 

In  rare  instances,  men  taking  PDE5  inhibitors  (oral  erectile  dysfunction  medicines,  includini 
CIALIS)  reported  a  sudden  decrease  or  loss  of  vision  in  one  or  both  eyes.  It  is  not  possibh 
to  determine  whether  these  events  are  related  directly  to  these  medicines,  to  other  factor' 
such  as  high  blood  pressure  or  diabetes,  or  to  a  combination  of  these.  If  you  experienC' 
sudden  decrease  or  loss  of  vision,  stop  taking  PDE5  inhibitors,  including  CIALIS,  and  call 
doctor  right  away. 

These  are  not  all  the  possible  side  effects  of  CIALIS.  For  more  information,  ask  your  docto 
or  pharmacist. 

How  should  CIALIS  be  stored? 

•  Store  CIALIS  at  room  temperature  between  59°  and  86°F  (15°  and  30°C). 

•  Keep  CIALIS  and  all  medicines  out  of  the  reach  of  children. 

General  Information  about  CIALIS: 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those  described  in  patien 
information  leaflets.  Do  not  use  CIALIS  for  a  condition  for  which  it  was  not  prescribed.  D' 
not  give  CIALIS  to  other  people,  even  if  they  have  the  same  symptoms  that  you  have.  It  maj 
harm  them. 

This  leaflet  summarizes  the  most  important  information  about  CIALIS.  If  you  wouk 
like  more  information,  talk  with  your  healthcare  provider.  You  can  ask  your  doctor  a 
pharmacist  for  information  about  CIALIS  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www.cialis.com,  or  call  1-877-CIALIS 
(1-877-242-5471). 

What  are  the  ingredients  of  CIALIS? 
Active  Ingredient:  tadalafil 

Inactive  Ingredients:  croscarmellose  sodium,  hydroxypropyl  cellulose,  hypromellose 
iron  oxide,  lactose  monohydrate.  magnesium  stearate,  microcrystalline  cellulose,  sodiur 
lauryl  sulfate,  talc,  titanium  dioxide,  and  triacetin. 

Rx  only 

CIALIS*  (tadalafil)  is  a  registered  trademark  of  Lilly  ICOS  LLC 

'The  brands  listed  are  trademarks  of  their  respective  owners  and  are  not  trademarks  c 
Lilly  ICOS  LLC.  The  makers  of  these  brands  are  not  affiliated  with  and  do  not  endorse  Lillj 
ICOS  LLC  or  its  products. 
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Continued  from  page  122 
advocate"  for  Muslims  buying  investment 
products.  He  cautions  his  colleagues  in  the 
Gulf  to  resist  "black  boxes"  meant  to  "wrap 
a  non-sharia-compliant  underlying  [invest- 
ment] in  a  sharia-compliant  structure."  He 
is,  in  fact,  deeply  skeptical  of  Dubai  Islamic 
Banks  hedge  fund  note;  he  has  his  own  hedge 
fund  platform  (see  below)  that  he  says  is 
strictly  compliant.  But  the  bank's  elite  scholar, 
Hussain  Hamed  Hassan,  gave  the  note  a 
blessing. 


In  June  Saudi  Arabia's  Prince  Mishaal 
bin  Abdullah  bin  Turki  al-Saud  joined 
forces  with  Bear  Stearns  to  create  an  asset 
management  firm  to  guide  wealthy  Saudi 
families.  As  Eric  Meyer,  a  Connecticut 
hedge  fund  executive  and  founder  of  his 
own  Shariah  Capital,  explains,  Western 
financial  institutions  are  all  eager  to  relieve 
the  Gulf's  "constipation  of  liquidity." 

Mahmoud  Amin  El-Gamal,  who 
holds  the  Islamic  Finance  Chair  at  Rice 
University  in  Houston,  claims  the  sharia 


finance  industry  is  selling  overpriced 
products  to  the  religiously  naive.  Indeed, 
some  of  the  product  specifications  seem 
like  hairsplitting  (see  box,  p.  132  bottom). 
"Both  the  sophisticated  investors  and  the 
ultrapuritans  will  see  through  this,"  says 
El-Gamal.  "So  you're  left  with  the  gullible 
who  don't  really  understand  the  structure. 
You're  feeling  good  for  paying  $500  to 
top  law  firms  and  'religious'  scholars?  I 
think  that's  misplaced.  Muslims  around 
the  world  have  among  the  worst  rates  of 
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ERIC  MEYER'S  SHARIAH  CAPITAL  TRADES  ON  LONDON'S  DICEY  AIM 
market  but  is  headquartered  on  Elm  Street  in  New  Canaan,  Conn. 
In  this  wealthy  suburb,  a  few  doors  down  from  Baskin-Robbins, 
Meyer  has  built  a  system  he  claims  will  soon  create  a  vibrant  uni- 
verse of  hedge  funds  trading  under  the  strict  principles  of  the 
Koran.  His  firm  won't  be  operating  Koran-safe  hedge  funds;  it  will 
make  its  money  telling  portfo- 


lio managers  how  to  accom- 
plish that  feat. 

It's  a  challenge.  The 
Prophet's  teachings  forbid  the 
paying  of  interest,  and  every- 
day hedge  fund  tricks  like  sell- 
ing short  and  using  derivatives 
(almost  all  of  which  have  inter- 
est, explicit  or  not,  built  into 
their  economics)  come  into 
question.  But  Meyer  and  his 
sharia  compliance  officer, 
Sheikh  Yusuf  DeLorenzo,  say 
they  have  cracked  the  code. 
They  have  designed,  along  with 
secular  lawyers,  a  hedge  fund 
system  that  includes  trading 
software,  stock  screens  that  fil- 
ter out  companies  that  don't 
meet  Islamic  principles,  a  means 
of  purifying  portfolios  of  the 
remaining  "pollutants,"  and 
finally  a  way  to  get  a  fatwa, 
signed  by  scholarly  heavy- 
weights, certifying  a  client's 
hedge  fund  as  compliant. 

How  do  they  handle  a 
short?  Meyer  spent  $5  million 
of  his  own  money  and  eight 
years  of  his  life  on  the  project, 
so  he  won't,  he  says,  reveal 


Profit  and  the  Prophet:  Eric 
Meyer  found  a  way  to  play. 


his  "special  sauce."  But  from  what  FORBES  can  tell,  it's  not  mak- 
ing money  on  a  stock  in  retreat  that  is  the  problem  for  Muslims 
but  the  short-selling  step  that  entails  borrowing  a  security  you 
don't  own.  The  Shariah  Capital  system  seems  to  use  a  down 
payment — to  establish  ownership  of  the  stock — before  the 
"short  sale." 

Shariah  Capital's  trading  system  is  operated  by  Barclays  Capital. 
In  May  the  Dubai  International  Financial  Centre  issued  Shariah  Cap- 
ital a  license  to  operate  its  plat- 
form, and  a  hedge  fund  firm  in 
Boston  gave  the  system  a  dry 
run.  Meyer's  first  client,  signed 
in  June,  is  William  D.  Witter,  a 
money  management  company 
created  by  Dean  Witter's  son 
and  now  run  by  his  grandson. 
Meyer's  fee  is  1  %  of  an  Islamic 
hedge  fund's  assets. 

Where  there's  a  will,  finan- 
ciers will  find  a  way.  For  years 
property-casualty  insurance  was 
problematic,  since  it  is  a  form  of 
gambling  (the  underwriter  is 
gambling  that  your  oil  well 
won't  blow  over).  Solution:  a 
policy  that  resembles  a  sharing 
of  losses,  as  practiced  for  cen- 
turies by  Islamic  families.  Charles 
Bouloux,  who  runs  American  In- 
ternational Group's  operations 
in  the  Middle  East  and  south 
Asia,  has  just  launched  AIG  Taka- 
ful  after  two  years  spent  getting 
the  scholars  to  sign  off.  "It's  basi- 
cally the  same  structure  the  Scot- 
tish mutuals  created  200  years 
ago,"  says  Bouloux.  The  Takaful 
fund  is  owned  by  the  policyhold- 
ers; AIG  earns  a  management 
fee  for  running  it.        — ft  CM. 
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literacy  and  mortality.  Take  that  same 
money  and  give  it  to  charity." 

Sheikh  Yusuf  disagrees.  "Most  of  Islamic 
finance  has  been  arranged  for  institutional 
and  high-net-worth  investors,  all  of  whom 
represent  the  most  knowledgeable  investor." 

So  how  do  you  make  a  mortgage  or  a 
leveraged  buyout  compliant?  "The  funda- 
mental philosophical  difference  between 
Islamic  finance  and  conventional  finance 
is  that  risk  must  be  shared  and  the 
counterparties  must  have  an  active  stake 
in  the  business,"  the  sheikh  explains.  So, 
the  bank  helping  you  buy  a  house  is  not 
exactly  lending  the  money.  Rather,  you're 
buying  the  house  together. 

Guidance  Financial  Group  of  Reston, 
Va.  creates  a  partnership  with  a  home 
buyer  to  purchase  a  house,  in  a  transac- 
tion called  musharaka.  Over  time  the 
homeowner  buys  more  and  more  equity 
in  the  partnership  until  he  buys  out  Guid- 
ance and  owns  the  house  outright.  Devon 
Bank  of  Chicago,  meanwhile,  relies 
mostly  on  a  transaction  called  murahaba. 
The  bank  buys  the  house,  then  sells  it  to 
the  buyer  at  cost  plus  a  pre-agreed-upon 
profit,  paid  in  installments.  In  either 
case — even  if  interest  rates  are  used  to 
price  the  product — the  act  of  paying 
interest  is  technically  sidestepped. 

"We  have  a  higher  documentation  fee 
because  documents  are  not  spit  out  of 
some  loan  production  package,"  says 
David  Loundy,  vice  president  at  Devon 
Bank.  "But  we  price  an  Islamic  financing 
transaction  same  as  we  would  a  conven- 
tional loan."  In  other  words  the  interest 
rate — if  there  were  an  interest  rate — 


Virtue  At 
A  Price  

TO  KEEP  A  MUTUAL 
fund  sharia-compliant, 
an  advisory  board  of 
Islamic  scholars  monitors 
its  avoidance  of  compa- 
nies profiting  from 
alcohol,  casinos,  movies, 
music,  financial  services 
(other  than  those  pro- 
vided by  Islamic  banks), 
weapons  and  pigs. 
Failaka  Advisors,  a 


tracker  of  Islamic  funds 
that  has  an  office  in 
Chicago,  says  the  portfolio 
manager  also  should 
ensure  that  his  stock  picks 
satisfy  various  financial 
ratios.  Neither  funded 
debt  nor  accounts  receiv- 
able may  exceed  one-third 
the  market  value  of  a  com- 
pany's common  stock,  for 
example.  That  kind  of  rule 
means  the  manager  may 
have  to  unload  a  stock 
after  it  takes  a  bad  spill. 
Among  the  U.S.  funds 


that  qualify  are  the  Dow 
Jones  Islamic  Fund;  Saturna 
Capital's  Amana  Growth 
Fund  and  Amana  Income 
Fund;  and  a  similar  pair 
from  Azzad  Asset  Manage- 
ment. Purity  comes  with  a 
hefty  expense  ratio — 
between  1.4%  and  1.9% 
for  these  funds.  Five-year 
annualized  returns  vary 
from  5.8%  for  the  Azzad 
income  fund  to  14.8% 
for  Amana's;  the  S&P  500 
delivered  9.3%. 

— Megha  Bahree 


would  be  about  the  same,  but  the  closing 
costs  will  run  a  few  hundred  dollars  extra. 
God  forbid  you  borrow  for  the  extra  costs. 
This  is  how  one  mortgage  banker  analyzes 
such  deals:  "The  price  for  getting  into 
heaven  is  about  50  basis  points." 

For  business  borrowings — excuse  us, 
financings— there  is  the  sukuk,  an  asset- 
backed  security.  The  investor  holding 
the  sukuk  is  not  exactly  collecting  inter- 
est. Rather,  he  is  sharing  in  an  asset's 
income  stream.  It  just  happens  that  in 
well-structured  sukuks  his  claim  on  the 
asset  is  senior  to  that  of  the  issuer. 
Islamic  law  doesn't  necessarily  prohibit 
preferred  stock. 

Created  in  the  1990s  by  innovative 
financiers  in  Malaysia  to  provide  $30 
million  for  a  Shell  subsidiary,  sukuks 
have  blossomed  into  a  fast-growing 


Purifying  Pork 


ISLAMIC  FINANCE  GOT  A  BOOST  IN  1999  WHEN  DOW  JONES  CREATED  THE  DOW  JONES 
Islamic  Market  Index.  The  index  employs  filters  that  remove  anything  that  is  haram— that 
is,  prohibited.  The  er      advertising  sector  is  chopped,  for  example,  because  it  promotes 
sinful  acts  like  drinking  alcohol;  financial  services  are  out  because  of  the  ban  on  interest. 

But  then  it  gets  tricky.  McDonald's  passes  Islamic  filters  because  it  primarily  sells  beef 
patties  and  fries,  and  yet  every  morning  the  company  also  slaps  forbidden  bacon  on  its  Egg 
McMuffins.  According  to    .     scholars,  such  a  stock  can  stay  in  an  investor's  portfolio  only 
if  pork  accounts  for  less  than    fe  of  total  revenues.  Even  then,  investors  must  then  "purify" 
their  investment  by  subtle  .>  pork-related  profit  from  McDonald's  dividend  stream 

and  donating  that  impure  to  charity.  Alas,  the  McDonald's  annual  report  doesn't 

supply  a  line-of-business  er.  IcMuffins.  — R.C.M. 


industry,  with  $70  billion  in  issue  last 
year.  The  U.K.  Treasury  is  overhauling 
regulations  so  London  can  take  the  lead 
in  developing  a  secondary  market.  One 
little  problem,  for  the  many  sukuks 
created  in  London  but  involving  assets 
in  the  Gulf,  is  that  it's  not  clear,  in  the 
case  of  a  bankruptcy,  which  country's 
laws  would  apply.  Moody's  views  many 
sukuks  as  unsecured  loans. 

East  Cameron  Partners  is  a  wildcatter 
that  acquired  some  offshore  oil  and 
gas  leases  in  the  Gulf  of  Mexico.  ECP 
originally  financed  its  speculative  explo- 
ration by  doing  a  deal  with  the  pioneering 
Australian  bank  Macquarie.  In  a  complex 
transaction  Macquarie  issued  debt  and 
grabbed  a  50%  stake  in  the  ultimately 
nicely  producing  offshore  gas  wells.  With 
gas  prices  high,  ECP's  management 
wanted  this  equity  back. 

Enter  Ibrahim  Mardam-Bey,  now  chief 
executive  of  Siraj  Capital  but  then  an  adviser 
to  Lebanon's  BSEC,  an  investment  bank 
specializing  in  sharia-compliant  structures. 
Mardam-Bey  and  Dubai  lawyers  created  a 
Delaware  limited  liability  company  that 
owns  the  royalty-producing  well  and  linked 
it  to  a  Cayman  Islands  fund  that  issued 
sharia-compliant  certificates.  The  legal 
structure  is  akin  to  a  sale-leaseback.  The 
$166  million  issue  had  a  11.25%  "coupon" 
and  was  rated  CCC+  by  Standard  &  Poor's. 
Islamic  investors  picked  up  half  the  issue  last 
July — hedge  funds,  the  rest.  F 
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A  Hard  Look 
At  Hard  Assets 

If  you  want  inflation  protection,  look  at  producers 
of  oil  and  metals.  But  be  wary  of  resource 
stocks  with  frenzied  prices. 


•  y  nlluTcvv  1 . 


Gillies 


TIMES  ARE  FLUSH  IN  THE  CANADIAN 
province  of  Saskatchewan.  Dare  we 
call  it  a  boom?  "That's  the  way  we've 
?een  describing  it,"  says  Maynard  Sonntag, 
Saskatchewan's  Minister  of  Industry  & 
Resources.  "Absolutely:' 

Sonntag  ticks  off  the  stats.  Saskatchewan, 
.vhich  provides  the  world  with  a  quarter  of 
ts  uranium  and  sells  the  U.S.  more  oil  than 
Kuwait,  is  one  of  two  Canadian  provinces 
:o  increase  its  gross  domestic  product  for 
bur  years  straight.  Since  2002  spending  on 
jranium  exploration  has  jumped  tenfold  to 
5280  million  annually.  "We  have  more  jobs 
:han  we  have  population,"  he  says. 

The  recent  performance  of  non-U.S. 
■esources  stocks  such  as  energy,  construc- 
:ion  materials  and  precious  metals  reflects 
:he  go-go  days  in  the  resource-rich  north. 
\n  index  compiled  by  FactSet  Research 
Systems,  for  example,  shows  that  shares  of 
lonenergy  mineral  companies  outside  the 
J.S.  have  gained  an  aggregate  66%  over 
he  last  year. 

Buyers  beware.  We  looked 
it  non-U.S.  natural  resources 
:ompanies  with  U.S. -listed 
ihares  and  market  values  over 
510  billion.  Of  the  80  that 
qualified,  30  carried  multiples 
book  value,  earnings  and 
sales  all  in  excess  of  five-year 
iverages.  Only  four  stocks 
5assed  a  simple  value  screen 
)f  price-to-sales  below  their 
Ive-year  average. 

Subodh  Kumar,  a  former 
ZIBC  World  Markets  invest- 
nent  strategist  who  now  runs 
lis  own  strategy  firm  in 


Toronto,  predicts  materials  and  energy 
stocks  will  disappoint  over  the  next  12  to 
18  months.  "Investors  are  too  complacent 
that  this  earnings  cycle  will  continue  to  be 
strong,"  he  says. 

Inflation,  paradoxically,  could  hurt  the 
sector,  says  Kumar.  While  rising  prices 
have  been  traditionally  a  positive  for 
hard-asset  investments — investors  seek 
refuge  in  things  with  intrinsic  value- 
demand  for  such  assets  and  earnings 
could  take  a  hit  if  central  banks  respond  to 
the  inflation  by  applying  the  monetary 
brakes. 

Kumar  finds  some  value  in  gold  and 
oil  producers.  But  many  resource  stocks 
are  just  too  high.Take  Cameco,  a  Saska- 
toon, Sask.  company  that  in  2006 
supplied  one-fifth  of  the  world's 
uranium.  The  company,  which  also  has 
segments  in  nuclear  energy  generation 
and  gold,  has  four  uranium  mines 
in  North  America  and  two  under  devel- 


Natural  Resource  Stocks 


opment  in  Canada  and  Central  Asia. 

Cameco's  Big-Board-listed  shares,  up 
24%  in  the  year  to  date,  sell  for  1 2  times 
sales.  That's  striking  for  a  company  whose 
gross  profit  (sales  less  cost  of  goods)  over 
the  last  12  months  stands  at  25%  of  sales. 
Microsoft,  sporting  a  gross  margin  of 
81%,  is  valued  at  six  times  its  revenues. 
Consider  also  Cameco's  ten-year  average 
price-to-sales  ratio:  3.8. 

Of  course,  natural  resources  bulls  have 
an  "It's  different  this  time"  argument.  For 
Cameco,  there's  the  promise  of  a  new 
nuclear  age.  "The  deposits  that  Cameco 
holds  are  100  times  richer  than  what  you'd 
get  in  other  parts  of  the  world,"  says  Cilen 
Veikle,  Saskatchewan's  deputy  minister  for 
industry  and  resources.  "There's  nothing 
on  the  horizon  that  could  convince  me 
that  the  price  of  uranium  is  going  to  start 
coming  down." 

Maybe  so.  But  then  maybe  the  price  of 
oil  isn't  going  to  come  down,  either.  You 
can  buy  BP  at  0.8  times  sales,  ExxonMobil 
at  1.3.  Oil  companies  earn  real  money 
and  pay  real  dividends.  BP  yields  3.4%  and 
sells  for  11  times  trailing  earnings.  Equiv 
alent  numbers  for  Cameco:  0.4%  and  65. 

A  stock  to  consider  in  gold  is  Anglo 
Gold  Ashanti,  a  miner  with  operations  in 
Australia,  Brazil,  the  U.S.  and  various 
parts  of  Africa.  The  stock  carries  a  price- 
to-book  multiple  of  3.7,  not  far  from  a 
world  precious  metals  average  of  3.4  and 
below  a  ten-year  average  of  4.2.  It  yields 
1.6%  and  trades  at  16  times  its  consensus 
estimate  on  2008  earnings  per  share.  F 


The  first  five  resources  and  materials  stocks  have  recently  posted  big  gains  and  look  expensive. 


COMPANY/COUNTRY 

INDUSTRY 

PRICE 

PRICE/SALES 

RECENT 

52-WEEK 
HIGH 

RECENT 

5-YEAR 
AVERAGE 

Aluminum  Corp  of  China/China 

aluminum 

$42.51 

$42.64 

2.4 

1.6 

Cameco/Cariada 

metals 

55.60 

56.00 

11.8 

5.9 

Cemex/Mexico 

building  materials 

40.82 

41.06 

1.7 

1.3 

Gerdau/Brazil 

steel 

25.22 

25.37 

1.4 

0.7 

Potash  Saskatchewan/Canada 

agricultural  chemicals 

77.62 

78.00 

6.0 

2.4 

CHEAP 

AngloGold  Ashanti/South  Africa 

gold 

40.89 

51.07 

3.7 

4.9 

BP/U.K. 

oil/gas 

69.29 

73.28 

0.8 

1.0 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  All  companies'  shares  listed  on  U.S.  exchanges.  Sources:  Bloomberg 
Financial  Markets;  FT  Interactive  Data,  Reuters  Fundamentals  and  Worldscope  via  FactSet  Research  Systems. 
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State  Street  Global 
Advisors'  George 
Hoguet:  sees  value 
in  downtrodden 
emerging  markets. 


Unloved  Asia 

China  and  India  are  red-hot.  So  one  money  manager  is  steering 
investors  to  elsewhere  in  Asia.  By  Megha  Bahree 


I 


NVESTORS  SITTING  HAPPILY  ON 
their  5%  U.S.  equity  market  gains  so 
far  this  year  should  note  that  they 
would  have  done  better  investing  in  Asia's 
emerging  markets. 

Yes,  the  ride  might  have  been  bumpier. 
Shanghai,  for  example,  has  had  several  big 
setbacks  this  year.  Emerging 
markets  often  spring  such 
surprises,  but  the  Morgan 
Stanley  Capital  International 
Emerging  Asia  Index  is  up 
18%  in  the  year  to  date, 
following  four  consecutive 
annual  increases. 

The  relationship  be- 
tween high  economic 
growth  rates  and  su; 
equity  market  returns  is 
weak  in  the  short- to 
medium  term,  notes  George 
Hoguet,  portfolio  managi 


and  investment  strategist  at  State  Street 
Global  Advisors,  which  manages  $10  billion, 
but  he  sees  emerging  markets  as  relatively 
cheap  at  a  collective  12.5  times  forward  earn- 
ings, given  that  profits  are  expected  to  grow 
17%  over  the  next  12  months. 

Hoguet,  who  is  probably  about  60  (the 


Via  Mutual  Funds 


Few  stocks  in  Malaysia,  Indonesia  and  Thailand  are  available  to  U.S. 
investors  as  ADRs,  but  mutual  funds  have  no  trouble  buying  local  shares. 

FUND 

■ 

1-YEAR 
TOTAL 
RETURN 

ASSETS 
(SMIL) 

ANNUAL 
EXPENSES 
PER  S100 

Fidelty  Advisor  Emerging  Asia-A 

43.6% 

$216 

$1.50' 

Goldman  Sachs  Asia  Equity-A 

29.7 

193 

1.60- 

Indonesia  Fund 

45.7 

88 

1.65 

iShares  Malaysia  Index 

61.4 

1,114 

0.54 

^mpleton  Thailand-A 

15.7 

205 

NAf 

Performance  through  May  31.  '5.75%  upfront  load.  25.50%  upfront  load.  J6.50%  upfront 
load.  NA:  Not  available.  Sources:  Bloomberg  Financial  Markets;  Upper;  Morningstar. 

real  number  is  a  secret)  and  whose  resume 
includes  stints  in  corporate  finance  and  at 
the  U.S.  Treasury  and  the  World  Bank,  is  one 
of  the  managers  of  the  SSGA  Emerging  Mar- 
kets Fund,  which  FORBES  rates  a  "C"  for  bull 
market  performance  but  a  "B"  for  bear  mar- 
ket returns.  These  days  he  sees  India  and 
China  as  frothy,  so  he  is 
rooting  for  value  in  places 
such  as  Indonesia,  Thailand 
and  Malaysia. 

Indonesia  sells  for  13 
times  forward  earnings. 
Hoguet  sees  it  as  a  good 
long-term  bet,  though  the 
political  risk  is  significant 
in  a  young  and  fragile 
democracy.  Other  con- 
cerns: The  currency  has 
been  historically  volatile, 
and  there  may  be  a  bubble 
in  the  making  with  surg- 

■ 
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You  Are  Invited  to  Join  Forbes  Newsletter 
Editors  for  Three  Profitable  Days  at 
The  Money  Show  in  Washington  DC. 

September  6-8,  2007 
Wardman  Park  Marriott 


Forbes  Investment  Guru  Insights... 


Keynote  Address: 

Steve  Forbes 

President,  CEO,  and 
Editor-in-Chief,  Forbes 

Disarray  in  Washington— 
What  Impact  on  Stocks  and 
the  Economy? 

September  6  •  10:45  am  - 11:15  am 

Democrats  have  the  Bush  administration  on 
defense.  Can  the  2003  tax  cuts  be  saved?  Are 
we  doomed  to  have  a  55%  death  tax?  Is  Iraq 
lost?  Will  Iran  get  the  bomb?  Will  housing 
sink  the  economy?  Can  the  GOP  win  in  2008? 
Join  Steve  Forbes  for  his  candid  views  on 
how  all  of  this  will  impact  the  economy— and 
ultimately — the  stock  markets. 


Richard  Lehmann 


John  H.  Christy 


Vahan  Janjigian 


o  register  visit  www.DCMoneyShow.com  or  call  800/970-4355 

Please  mention  priority  code  008831 


nfinwl 
Iiiiim 


International 


Investing  Guide  |  asia 


ing    construction,  stock 
prices  and  bank  lending. 

Telekomunikasi  Indo- 
nesia trades  on  the  New  York 
Stock  Exchange  as  an  ADR 
and  owns  65%  of  Telekomu- 
nikasi Selular,  a  mobile 
operator  with  35.6  million 
customers.  Hoguet  also  likes 
Astra  International,  a  $6.2 
billion  (sales)  manufacturer  of 
automobiles,  auto  parts  and 
motorcycles.  Astra  has  part- 
nerships with  several  global 
auto  manufacturers,  including 
Toyota  Motor  and  Honda 
Motor.  Another  favorite  is 
Berlian  Laju  Tanker,  a  $300 
million  (revenues)  shipper  of 
bulk  cargoes. 

Thailand  is,  thanks  to  last  Septembers 
military  coup,  Hoguets  most  controversial 
choice.  Investors  may  or  may  not  care 
about  constitutions,  but  they  certainly 
didn't  like  the  juntas  attempt  to  halt  the 
appreciation  of  the  baht  through  capital 
controls  and  subsequent  plans  to  impose 
new  foreign  investment  restrictions. 

Still,  Thai  stocks  sell  for  1 1  times  for- 
ward earnings.  Hoguet  argues  that  there  is 


Growth  Curve 


State  Street  Global  Advisors'  George  Hoguet  thinks  that  Southeast  Asian 
stocks  such  as  these  offer  good  value  and  growth  potential. 


PRICF 

MARKET 

• 

52-WEEK 

zuu/ 

WAI  1 IC 

VALUt 

COMPANY/COUNTRY 

INDUSTRY 

RECENT 

HIGH 

EST  P/E 

(SBIL) 

Astra  Intl/lndonesia 

autos/motorcydes 

$1.82 

$1.93 

13 

$7.4 



Berlian  Laju  Tanker/Indonesia 

marine  shipping 

0.22 

0.24 

9 

0.9 

Telekomunikasi  IndonesiaVlndonesia 

telecom 

43.90 

47.43 

15 

22.0 

Genting/Malaysia 

 ?  1  

gaming 

2.29 

2.30 

20 

8.4 

101  Corp/Malaysia 

agriculture 

1.49 

1.77 

24 

8.9 

Telekom  Malaysia/Malaysia 

telecom 

3.01 

3.27 

17 

10.3 

Airports  of  Thailand/Thailand 

airports 

1.69 

2.02 

36 

2.4 

Bangkok  Bank/Thailand 

bank 

3.29 

3.60 

11 

6.3 

PTT  Public  Company/Thailand 

oil/gas 

7.51 

7.94 

9 

21.1 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  'Trades  in  the  U.S.  as  an  ADR.  Sources:  Bloomberg  Financial  Markets;  FT 
Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 


pent-up  consumer  demand  waiting  to  be 
unleashed,  that  tourism  remains  robust, 
and  that  the  regime  is  talking  about  hold- 
ing elections  towards  the  end  of  the  year. 

He  thinks  that  Bangkok  Bank  is  a  good 
way  to  participate  in  Thailand's  growing  econ- 
omy, though  with  $2.9  billion  in 
revenues  and  $42  billion  in  assets,  it  is  a 
pip-squeak  by  Western  standards.  He  also 
likes  Airports  of  Thailand,  which  runs 
Bangkok's  newly  opened  Suvarnabhumi  Air- 


iWliNI  Growth  at  an  Affordable  Price 

All  of  these  foreign  stocks  trade  here  as  American  Depositary  Receipts  (ADRs)  and  look 
attractive  relative  to  expected  earnings  growth,  as  measured  by  their  PEG  ratios  below  1.0.  For 
example:  Fujifilm's  profits  are  expected  to  increase  at  an  annual  rate  of  39%  over  the  next  three  to 
five  years,  but  its  stock  still  carries  a  PEG  ratio  of  just  0.6.  —Brian  Zajac 


ESTIMATED 

MARKET 

RECENT 

EPS 

VALUE 

COMPANY/COUNTRY 

PRICE 

P/E1       GROWTH2  PE 

G3  (SBIL) 

Acergy/U.K. 
America  Movil/Mexico 
Cnooc/Hong  Kong 
Fujifilm  Holdings/Japan 
Rio  Tinto4/U.K. 
Rolls-Royce  Group/U  K 
Sinopec-China  Petroleum/China 
Tata  Motors/India 
Telefonica/Spain 


30% 
32 


port  and  five  other  Thai  airports.  His  third 
choice:  PTT  Public  Co.  Ltd,  an  integrated  gas 
company,  with  $34  billion  in  revenues. 

Malaysia  has  only  recently  started  to 
shed  a  questionable  reputation  it  acquired 
after  former  prime  minister  Mahathir 
Mohamad  tried  to  stop  money  from  leav- 
ing the  country  during  the  Asian  finan- 
cial crisis  in  1997  by  imposing  short-term 
capital  controls.  His  successor,  Abdullah 
Badawi,  is  wooing  investors  back  with  tax 

breaks. 

Telekom  Malaysia,  whose  $4.6 
billion  in  revenues  comes  from 
both  landlines  and  wireless,  has 
investments  in  fast-growing,  under- 
penetrated markets  like  Bangladesh, 
India  and  Sri  Lanka.  This  phone 
company's  enterprise  multiple  (mar- 
ket value  plus  debt  minus  cash, 
divided  by  Ebitda)  is  9.  The  corre- 
sponding multiple  for  AT&T  is  12. 

Hoguet  also  likes  Genting,  a 
gaming  company,  with  operations  in 
Malaysia,  Asia- Pacific  and  Europe. 
Genting's  shares  sell  for  19  times  its 
Thomson  IBES  2008  profit  forecast. 
Another  item  in  his  portfolio  is  IOI 
Corp.,  a  palm  oil  producer  with 
interests  in  real  estate  and  resorts.  IOI 
goes  for  19  times  its  2008  consensus 
estimate,  but  analysts  expect  this 
company  to  generate  20%  annual- 
ized earnings  growth  over  the  next 
three  to  five  years. 


Turkcell/Turkey 

All  figures  are  in  U.S.  dolwH 
•Annualized;  projected  ov^H 
earnings-per-share  growtfi^H 
Pic.  Sources:  Bloomberg  fWm 
Worldscope  via  FactSet  fleSHj 


15.88  12  14  0.9  14.0 

jf  June  15.  All  companies  trade  in  the  U.S.  as  ADRs.  'Next  12  months, 
to  five  years.  5PEG:  12-morith  forward  estimated  P/E  divided  by  long-term 
ial-listed;  headquarters  in  Australia  and  the  U.K.  Figures  are  for  Rio  Tinto 
jfftets;  Thomson  One  Analytics;  FT  Interactive  Data,  Thomson  IBES  and 
tgms 
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The  Seventh-Largest  U.S.  City . . .  and  Growing 


Written  by  W.  Brian  Dwyer 


nl  JO 


Its  abundant  natural  resources  led  to  its  founding  by  Spanish 
missionaries  in  the  early  18th  century.  Today,  its  abundant 
economic  resources  have  led  to  what  Expansion  Management.com 
calls  "explosive  growth"  and  "an  amazingly  diverse  economy." 


•  ...  we  came  to  a  luxuriant  growth 
of  trees,  high  walnuts,  poplars,  elms 
and  mulberries  watered  by  a  copious 
spring  ...  The  river,  which  is  formed 
by  this  spring,  could  supply  not  only 
a  village  but  a  city  ■■■  ^9 

Father  Isidro  Felix  de  Espinosa 
April  13, 1709 


San  Anionic  CVB 


Scott  White 

Executive  Director 

San  Antonio  Convention  & 

Visitors  Bureau 

Our  special  city  honors  history  at 
the  revered  Alamo  and  Spanish 
Colonial  Missions,  even  as  we 
fiesta  along  the  vibrant  San  Antonio 
River  Walk.  Nestled  20  feet  below 
street  level,  this  urban  oasis  is  lined 
with  shops,  galleries,  restaurants  and 
hotels. 

The  River  Walk  connects  to  the 
Convention  Center,  and  is  an  easy 
stroll  to  more  than  10,000  downtown 
hotel  rooms. 

From  haute  to  hot,  San  Antonio's 
dining  scene  has  something  for  every 
palate.  Those  in  the  know  concur  that 
San  Antonio  is  a  city  where  fine  dining 
has  been  redefined.  The  culinary 
landscape  has  exploded,  garnering 
national  and  international  attention 
as  a  major  culinary  destination. 

In  San  Antonio,  Hill  Country  ambi- 
ence (perfect  for  corporate  retreats) 
meets  the  cosmopolitan  vibe  of  blended 
cultures.  It's  no  wonder  that  more  than 
22  million  visitors  a  year  choose  the 
city  —  a  success  story  alone  whose 
hotel  occupancy  runs  nearly  70% 
year-round.  San  Antonio  is  the  perfect, 
sun-drenched  destination  for  your  next 
meeting  or  vacation. 


sana  tonio 

convention  &  visitors  bureau 
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San    Antonio    has  been 
attracting  resourceful  indi- 
viduals with  ambitious 
goals  for  about  300  years. 
It  is  the  site  of  one  of  the 
greatest  concentrations  of  Spanish 
missions  in  North  America;  an  early 
training  ground  for  pioneering 
aviator  Charles  Lindbergh;  the  loca- 
tion of  the  storied  battle  of  the 
Alamo;  and  a  center  for  ground- 
breaking  research   that  helped 
propel  NASA's  Mercury,  Gemini 
and  Apollo  space  programs. 
This  colorful  past  provides 
an  inspirational  backdrop  for 
San  Antonio's  burgeoning  com- 
mercial development.  Where 
explorers  and  legendary  figures 
such  as  Davy  Crockett  once 
walked,  industry  giants  like 
AT&T  and  Toyota  now  loom 
large. 

Given  its  renowned  River 
Walk  and  strong  ties  to  the 
armed  services,  San  Antonio 
relied  upon  tourism  and  a  collection  of  five  military  installations  to  power  ii 
economy  for  many  decades.  Today  San  Antonio  has  a  much  different  story  t 
tell.  While  the  military  contribution  remains  strong  and  the  visitor  industry  sti 
thrives  —  the  city  attracts  more  than  22  million  tourists  and  convention  dele 
gates  each  year  —  they  and  the  four-time  NBA  Champion  San  Antonio  Spui 
no  longer  are  the  only  games  in  town. 

During  the  past  decade,  the  city  has  cultivated  its  unexplored  potential  in 
broad  variety  of  industry  sectors  that  had  never  fully  taken  root  before.  No1 
the  harvest  is  coming.  Manufacturing,  bioscience,  healthcare  and  informatio 
technology  (IT),  which  were  little  more  than  asterisks  in  San  Antonio 
statistical  data  at  one  time,  have  become  established,  vibrant  sectors  of  il 
economy.  Even  in  a  place  where  sunny  days  are  the  norm,  the  sun  is  shinin 
especially  bright  on  San  Antonio's  economic  outlook. 

And  the  outside  world  is  taking  notice.  In  May,  Forbes.com  ranked  Sa 
Antonio  third  on  its  list  of  the  "Best  U.S.  Housing  Markets."  In  late  2005,  Fa, 
Company  magazine  named  San  Antonio  one  of  the  "15  Hot  Cities  for  Creativ 
Types,"  and  Southern  Business  &  Development  magazine  listed  San  Antoni 
as  one  of  the  nation's  mega-market  growth  leaders  in  its  annual  "Top  Deals  t 
Hot  Markets"  feature  for  2006. 

"San  Antonio  is  coming  into  its  own  right  now,"  says  Bill  King,  chief  editc 
of  Expansion  Management  magazine.  "Looking  at  the  resources  that  San  Ante 
nio  has  —  the  infrastructure,  its  proximity  to  world-class  research  universitie 
the  population  base,  the  relatively  lower  cost  of  doing  business  as  opposed  t 
other  parts  of  the  United  States  —  San  Antonio  has  a  lot  going  for  it." 


Cover  photo  credits:  (Top  row,  L.  to  R.)  SACVB.  NBA  Photos.  DPT  Laboratories;  (Bottom  row.  L.  to  R )  SACVB.  SACVB.  SACVB/A!  Rendon 


an  Antonio  is  the  only  city  that  we've  booked  three  times! 

rom  the  convention  team  to  the  hospitality  personnel,  everyone  helped  make 
ur  meeting  successful. 

tanantoniovisit.com 

1-866-517-7771 


Nelson  W.  Wolff 

Bexar  County  Judge 

We  do  things  big  in  Texas, 
and  REALLY  big  in  Bexar 
County.  We  are  now  home 
to  Toyota  Motor  Manufacturing  of 
Texas,  AT&T,  Valero,  Tesoro,  USAA 
and  Clear  Channel  Communications, 
each  a  global  leader  in  its  respective 
industry.  And  Microsoft  recently 
announced  the  opening  of  a  billion- 
dollar  data  center.  Over  the  last  five 
years,  we  have  added  thousands  of 
high-paying  jobs  to  our  community  in 
the  most  dynamic  business  sectors 
and  industries. 

From  my  personal  roots  as  a  suc- 
cessful entrepreneur,  I  now  take  my 
role  as  a  government  leader  very  seri- 
ously, and  I  understand  the  need  to 
clear  bureaucratic  roadblocks  that 
impede  the  growth  of  business  and 
the  prosperity  of  our  residents.  With  my 
fellow  members  of  the  Bexar  County 
Commissioners  Court,  I  take  pride 
in  our  responsive  and  progressive 
approach  to  economic  development. 
Now  that  the  world  has  discovered  the 
economic  opportunity  that  is  San 
Antonio  and  Bexar  County,  isn't  it  time 
you  joined  us? 


Advertisement  4 


LONE  STAR  RESURGENCE 

San  Antonio  and  the  state  of  Texas  make  a  great  team  when  it  comes  to  creating 
business  opportunities  and  welcoming  national  and  international  investment.  Ir 
both  2005  and  2006,  Texas  won  Site  Selection  magazine's  Governor's  Cup  award 
which  is  presented  to  the  state  that  secures  the  most  projects  in  a  given  year  tc 
build  or  expand  corporate  facilities.  A  key  factor  in  Texas'  ability  to  attract  invest- 
ment is  the  Texas  Enterprise  Fund.  This  incentive  program  is  designed  to  lure  high 
quality  economic  development  projects  for  which  Texas  is  competing  against  othei 
states,  and  has  been  used  to  help  finance  projects  in  San  Antonio. 

The  state's  efforts  are  augmented  on  the  local  level  by  the  staunchly  pro- 
business  policies  of  the  San  Antonio  and  Bexar  County  governments  and  sev 
eral  active  chambers  of  commerce.  Private,  nonprofit  advocacy  organization; 
also  exist  to  facilitate  business  development  in  San  Antonio  for  companies  anc 
individual  entrepreneurs.  These  organizations  include  the  San  Antonic 
Economic  Development  Foundation  (EDF)  and  the  San  Antonio  Technolog) 
Accelerator  Initiative  (SATAI).  The  EDF  was  created  expressly  to  identify  com- 
panies and  industries  that  make  the  best  business  matches  for  San  Antonio  anc 
assist  them  in  relocating  or  expanding  into  the  San  Antonio  area.  SATAI  focuses 
on  advancing  the  technology  industry  sector  by  working  to  eliminate  obsta- 
cles faced  by  start-up  companies  and  helping  researchers  and  inventors  turr] 
innovations  into  successful  business  ventures. 

San  Antonio  has  also  developed  strong 
international  relationships  to  capitalize  on 
its  strategic  geographic  location,  which 
makes  it  a  natural  conduit  for  trade  with 
markets  in  Central  and  South  America.  It 
was  the  first  major  U.S.  city  to  establish  a 
trade  office  in  Mexico,  and  its  International 
Affairs  Department  now  oversees  trade 
offices  in  three  Mexican  cities:  Guadala- 
jara, Monterrey  and  Mexico  City. 


!j        Relocating  To  San  Antonio 
Isn't  Half  The  Battle  It  Used  To  Be. 

Ever  since  that  memorable  battle  in  1836,  businesses  seeking  to  expand  to  San  Antonio/Bexar  County 
have  been  receiving  a  hero's  welcome.  Toyota,  AT&T,  Valero,  Tesoro,  Clear  Channel  Communications, 
USAA,  Washington  Mutual,  Rackspace  and  Microsoft  just  to  name  a  few.  And  the  ranks  of  Fortune 
500  companies  now  establishing  operations  in  this  historic  area  are  swelling  every  day.  After  all, 
there's  still  plenty  of  room  to  grow  in  and  around  the  seventh  largest  city  in  the  nation.  With  strong 
pro-business  leadership  and  attractive  incentives,  it's  the  ideal  location  for  any  business  to  make  a  stand. 

BEXAR 

COUNTY 

www.bexar.org/  ed 


Discover 
today's  heroes  in 
bioscience  and 
healthcare  at 
BioMed  SA. 


BioMed  SA  is  a  non-profit  corporation 
focused  on  growing  and  promoting 
San  Antonio's  vibrant  healthcare  and 
bioscience  sector.  Together,  the  four 
pillars  comprising  the  city's  biomedical 
industry  -  medical  service  providers, 
biomedical  research  institutions,  health 
professions  educators  and  bioscience 
firms  -  are  making  a  global  impact  on 
science  and  health,  as  exemplified  by 
these  BioMed  SA  founding  members: 

Cancer  Therapy  &  Research  Center  / 
Institute  for  Drug  Development 

A  nationally  recognized  cancer 
center  and  a  premier  source  for  the 
development  of  novel  approaches  for 
treating  cancer 

DPT  Laboratories  (a  DFB  company) 

A  contract  development  and 
manufacturing  organization  (CDMO) 
offering  full  service  sourcing  solutions 
for  the  world's  leading  pharmaceutical, 
biotechnology  and  healthcare  companies 

Methodist  Healthcare  System 

The  largest  provider  of  healthcare 
services  in  the  region  with  eight 
hospitals  and  15  other  health-related 
facilities 

The  University  of  Texas  Health  Science 
Center  at  San  Antonio 

South  Texas'  leading  research 
institution,  ranked  in  the  top  5%  of  the 
1,650  U.S.  universities  and  non-profits 
receiving  federal  research  funding 


A 

Henry  Cisneros, 

Chair 

Bio 


Ann  Stevens, 

President 


SM 


210-229-2118  •  www.biomedsa.org 

602  E.  Commerce  St.,  San  Antonio,  TX  7G205 
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PLANTING  ROOTS  DEEP 
IN  THE  HEART  OF  TEXAS 

San  Antonio's  existing  corporate  landscape 
already  includes  companies  that  are  among 
the  most  successful  in  the  world:  AT&T, 
Clear  Channel  Communications,  Rack- 
space  Managed  Hosting,  USAA,  Valero 
Energy  Corporation  and  Zachry  Construc- 
tion Corporation.  Forbes  magazine  named 
AT&T  Inc.  its  "Company  of  the  Year"  in 
2006.  Forbes  also  recognized 
Valero  Energy  for  the  sixth 
straight  year  in  2006  with  a 
spot  in  the  magazine's  list  of 
"The  400  Best  Big  Companies 
in  America."  In  March  of  this 
year,  financial  services  giant 
USAA  ranked  first  in  a  Busi- 
nessWeek analysis  of  customer 
service  across  all  industries. 

"San  Antonio  is  attracting 
new  companies  at  a  rapid  pace,  yet  what  may  be  more  telling  is  that  compani< 
like  Valero,  Clear  Channel,  USAA  and  others  have  maintained  corporate  heac 
quarters  here  for  decades,"  says  San  Antonio  Mayor  Phil  Hardberger.  "The 
understand  the  lifestyle  and  location  advantages  that  San  Antonio  offers." 

The  arrival  of  Toyota's  new  $1.28  billion  Tundra  truck  factory,  with  i 
2,000  employees  and  21  on-site  suppliers,  instantly  elevated  San  Antonio 
manufacturing  status  in  the  global  marketplace. 

"San  Antonio  is  a  great  place  to  do  business,  given  the  quality  of  life  an 
strong  workforce,"  says  Ken  Fukuta,  president  of  Toyota  Motor  Manufactu 
ing  Texas.  "Equally  important  is  the  cooperation  that  exists  between  the  pr 
vate  sector  and  local  and  state  governments." 

San  Antonio's  strong  workforce  and  governmental  coop 
eration  were  key  factors  in  locating  the  Toyota  factory. 

The  fact  that  the  Toyota  plant  is  only  one  chapter  of  the  local  growth  stoi 
is  evidence  of  the  impressive  overall  strength  and  diversity  of  San  Antonio 
economy.  Washington  Mutual's  planned  regional  operations  center  ws 
identified  by  Site  Selection  magazine  as  the  largest  job  creation  project  in  tH 
U.S.  in  the  first  half  of  2005.  Ultimately,  this  project  is  expected  to  bring  4,2C 
jobs  to  the  city  with  a  payroll  of  $100  million  and  a  capital  investment  of  $17 
million.  San  Antonio's  emergence  as  an  IT  growth  market  accelerated  drama 
ically  at  the  beginning  of  this  year  when  Microsoft  selected  the  city  as  the  si 
for  a  $550  million  data  center. 

The  IT  industry's  momentum  continued  more  recently  when  CGI  Grou 
Inc.,  one  of  the  largest  independent  IT  and  business-process  services  firms 
the  world,  opened  a  new  center  of  excellence  in  San  Antonio  that  will  emplc 
more  than  100  people.  Microsoft  and  CGI  Group  will  substantially  bolster  a 


Heroes  championed  San  Antonio.  They  sti 


San  Antonio  was  founded  by  larger  than  life  heroes  who  gave  their  lives  for  something  bigger 
than  themselves.  Today  as  America's  7th  largest  city,  San  Antonio  is  a  community  embracing 
that  same  passion  for  life.  Our  expanding  healthcare  and  bioscience  industry  is  a  dominant  force 
in  the  city's  economy.  One  out  of  every  seven  San  Antonians  works  in  this  growing  industry. 
By  combining  unique  research  assets  and  a  diversity  of  resources  with  our  collaborative  spirit,  we 
are  making  a  global  impact  on  science,  health  and  life  itself. 


I 


Discover  the  science 
of  San  Antonio  at 
www.biomedsa.org 


1  Dr.  Julio  C.  Palmaz,  Ashbel  Smith  Professor,  The  University  of  Texas  Health  Science  Center 
J  at  San  Antonio,  inventor  of  the  Palmaz'*  Stent 


Brooks  Development 
Authority 


Jim  Greenfield 

Attorney  at  Law 
Chairman  of  the  Board 
Brooks  Development  Authority 
Brooks  City-Base 

The  Brooks  Development  Authority 
owns  and  operates  Brooks  City-Base, 
a  1,250-acre  technology,  research 
and  business  center  located  in  the  cultur- 
ally rich  city  of  San  Antonio,  Texas. 

Our  strategic  location  and  proximity  to 
major  transportation  venues  makes  us  an 
ideal  place  internationally  for  high-tech 
research  and  development  investment. 

Brooks  City-Base  is  a  unique  develop- 
ment agency  that  has  a  wide  variety  of 
local,  state,  national  and  private  business 
incentives  available,  including  project 
financing  and  design/build  capabilities. 


•"?T".T 


President  and  CEO 

Brooks  Development  Authority 

Brooks  City-Base 

he  history  of  Brooks  City-Base  tells  a 
tale  of  cutting-edge  aviation  and 
aerospace  technologies,  R&D  and 
biomedical  and  scientific  innovation 
that  continues  with  our  ever-growing  list 
of  national  and  internationally  known 
companies. 

Brooks  City-Base  is  home  to  the  U.S.  Air 
Force's  School  of  Aerospace  Medicine 
and  its  Center  for  Engineering  and  the 
Environment,  The  Challenger  Learning 
Center,  San  Antonio/Bexar  County 
Emergency  Operations  Center  and  HOLT 
CAT.  Earlier  this  year  DPT  Laboratories  took 
occupancy  of  their  newly  constructed, 
custom-built  R&D  facility,  which  utilized  a 
variety  of  innovative  financial  incentives. 

San  Antonio  is  a  great  place  to  live 
and  work! 
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IT  s.ector  that  already  employs  more 
than  12,000  people  in  San  Antonio 
and  produces  an  annual  economic 
impact  of  more  than  $3.4  billion. 

"This  is- a  business-friendly  state, 
and  San  Antonio  is  very  much  a  par- 
ticipant in  encouraging  businesses  to 
create  an  environment  where  they  can 
focus  on  their  business  and  not  have 
the  distractions  you  see  in  other  mar- 
kets," says  Don  Evans,  chief  executive 
officer  of  San  Antonio-based  Frost 
Bank.  "In  other  markets,  along  with 
growth  come  more  regulations." 

If  IT  is  beginning  to  establish  itself 
as  a  powerful  economic  generator  in 
San  Antonio,  then  the  city's  bioscience 
sector  is  already  there.  The  city  has 
the  advantage  of  being  able  to  build 
upon  an  established  network  of  com- 
mercial and  research  entities  and  aca- 
demic institutions  that  allows  for  a 
synergy  of  public  and  private-sector 
resources.  These  elements  have  come 
together  at  Brooks  City-Base,  a  tech- 
nology and  business  center  that  is 
located  in  the  rapidly  growing  south- 
eastern part  of  San  Antonio.  Brooks 
City-Base  is  the  result  of  a  unique 
business  arrangement  whereby  Brooks 
Air  Force  Base  was  sold  to  the  Brooks 
Development  Authority  (BDA)  for  the 
purpose  of  economic  development. 
The  BDA  is  the  owner,  operator  and 
developer  of  the  property  and  leases 
facilities  to  the  U.S.  Air  Force.  As 
BDA's  tenant,  the  Air  Force  can  focus 
on  its  core  missions,  including  research 
and  development,  without  having  to 
manage  the  property.  In  less  than  five 
years,  the  BDA  has  shown  amazing 
success  in  redeveloping  the  1,300-acre 
complex  into  a  business  and  technology 
center  that  is  focused  on  bioscience, 
academic,  environmental  and  technical 
research.  Along  with  the  construction 
of  new  facilities,  BDA  will  have  the 
opportunity  to  lease  existing  laboratory 
and  administrative  space  as  the  Air 
Force  missions  are  relocated  over  the 


Brooks  City-Base 
Foundation 


Dr.  Janet  Black 

Executive  Director 
Office  of  the  Vice  Chancellor  for 
Academic  and  Student  Affairs 
The  Texas  A&M  University  Systen 

Chairman  of  the  Board 
Brooks  City-Base  Foundation,  Inc 

Board  Member 

Brooks  Development  Authority 

he  Brooks  City-Base  Foundatioi 
was  created  in  2003  to  facilitate 
research  and  educational  oppor 
tunities  at  Brooks  City-Base  and  th< 
city  of  San  Antonio  while  supporting 
the  growth  and  development  of  th< 
unique  Brooks  City-Base  developmen 
project. 

As  a  501  (c)3,the  Foundation  is  abk 
to  develop  partnerships  with  business 
academia  and  government  whiU 
building  on  the  existing  Brooks  ano 
San  Antonio  capabilities  in  high-teel 
science,  engineering,  medicine,  edu 
cation  and  research.  We  encouragt 
a  robust  entrepreneurial  environ 
ment  and  the  nurturing  of  sma 
and  minority-owned  businesses 
The  Foundation  promotes  busines 
opportunities  for  Brooks  City-Base  b| 
creating  strong  new  national  ant 
international  markets  through  coir 
mercialization,  technology  transfe 
and  dual-use  technologies. 
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I  his  is 

from  our  strong  business  climate  to  our 
high  quality  of  life,  we  are  building  a  city 
that  will  thrive  in  this  new  century. 
Located  in  one  of  the  fastest  growing  areas 
of  San  Antonio,  Brooks  City-Base  is 
ideal  location  for  your  science,  research 
or  technology  company/* 

rger,  San  Antonio  Mayor 


Nelson  Wolff  Phil  Hardberger 

Bexar  County  judge  San  Antonio  Mayor 


next  several  years,  due  to  recommenda- 
tions by  the  2005  Base  Realignment 
and  Closure  (BRAC)  Commission. 

"We're  experiencing  investment 
and  new  job  creation  in  the  areas 
oi  pharmaceutical  and  biomedica 
research  and  development,"  says  Don 
Jakeway,  presidenl  and  chiel  executive 
officer  ol  the  Brooks  Developmenl 
Authority.  "Our  specialized  laborato- 
ries will  be  .1  valuable  commodity  for 
attracting  tenants  in  these  areas." 

I  asl  fall,  DFB  Pharmaceuticals 
opened  a  $24  million  research,  develop 
ment,  manufacturing  and  distribution 
facility  at  Brooks  City  Base  for  its  DPT 
Laboratories  unit.  This  complex  enables  DPT  to  retain  and 
hire  250  pharmaceutical  and  biotechnology  jobs  in  San 
Antonio.  Brooks  City-Base  is  also  home  to  several  other 
companies,  including  Earth  lech,  a  consulting,  engineering 
and  construction  firm  that  operates  a  global  center  of  excel 
lence  for  radiological  services. 


PORT^Sfln  ARTOMO 


for  information  call 
1-866-535-5987 
www.portsanantonio.us 


The  market  for  bioscience  investment  in  San  Antot 
is  further  enhanced  by  the  presence  of  the  Southw 
Foundation  for  Biomedical  Research.  Its  staff  of  almost  4 
employees  conducts  research  on  the  detection,  cau 
prevention,  treatment  and  eradication  of  disease.  The  Hot 
dation  partners  with  hundreds  of  researchers  and  institute 
around  the  world  and  houses  t 
world's  largest  computer  clus 
devoted  to  statistical  genetic  analy 
It  is  also  the  location  of  the  natio 
only  privately  owned  bio-safety  le 
4  (BSL-4)  laboratory. 

Another  cornerstone  of  ! 
Antonio's  bioscience  sector  is 
Texas  Research  Park.  It's  a  cen 
for  life  science  research  and  medl 
education  with  strong  ties  to  I 
University  of  Texas  Health  Sciei 
Center  at  San  Antonio  and  otl 
local  research  institutions.  The  1 ,2 
acre  Texas  Research  Park  a 
promotes  economic  developmenl 
biotechnology-based  industries 
encouraging  commercialization 
local  research  and  technologi 
.  and  leasing  or  selling  land  paro 
One  of  the  Park's  premier  t> 
ants,  Genzyme  Oncology,  recer 
announced  a  $l.c)  million  reno 
tion  of  its  facilities.  Genzyme  is 
international  leader  in  research 
drug  development  with  more  tl 
8,500  employees  worldw  ide. 
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Not  all  our 
assists  and 
rebounds 
make  the 
sports  page. 


ROOM  TO  GROW 

San  Antonio's  robust  healthcare  industry  is  a  strong  partner  for  the  city's  bio- 
science sector.  Their  combined  annual  economic  impact  exceeds  $14  billion, 
and  one  of  every  seven  San  Antonians,  or  approximately  108,000  people, 
works  in  one  of  these  fields.  To  sustain  this  growth,  community  leaders  formed 
a  nonprofit  corporation  called  BioMed  SA.  The  organization  serves  as  an  advo- 
cate for  these  industries  by  pursuing  efforts  to  attract  new  investment,  main- 
tain necessary  workforce  levels  and  generate  support  funding. 

"The  truth  is  that  the  critical  mass  of  brainpower  that  we  have  built  here 
over  the  years  is  now  beginning  to  attract  others  who  want  to  collaborate  with 
us  to  make  an  impact  on  science,"  says  Ann  Stevens,  president  of  BioMed  SA. 
"BioMed  SA  is  the  umbrella  agency  that  takes  on  ail  the  different  subsegments 
and  brings  them  together  where  everyone  can  work  collaboratively." 

The  focal  point  of  San  Antonio's  healthcare  sector  is  the  South  Texas  Med- 
cal  Center,  which  includes  The  University  of  Texas  Health  Science  Center  at  San 
\ntonio.  The  Health  Science  Center  is  the  region's  leading  research  institution, 
i,vith  five  health  professional  schools,  and  ranks  in  the  top  5%  of  the  1,650  U.S. 
universities  and  nonprofit  institutions  that  receive  federal  research  funding.  The 
Health  Science  Center's  School  of  Medicine  ranked  second  —  behind  only  Stan- 
ford —  in  the  medical  schools  category  of  Hispanic  Business  magazine's  "Top 
|l0  Graduate  Schools  for  Hispanics"  survey.  The  Health  Science  Center  and  San 
Kntonio's  Cancer  Therapy  &  Research  Center  jointly  operate  the  world's  largest 
5hase  I  drug  development  program  for  new  cancer  drugs. 

Local  medical  facilities  are  keeping  pace  with  San  Antonio's  growth.  Con- 
struction of  new  hospitals  and  expansions  of  existing  structures  are  proceeding 
|>r  have  been  planned  by  the  Baptist  Health  System,  CHRISTUS  Santa  Rosa 
(Tealth  Care  and  the  Methodist  Healthcare  System.  In  addition,  the  city's  two 
military  hospitals,  Brooke  Army  Medical  Center  and  Wilford  Hall  Medical 
enter,  are  moving  toward  consolidation,  which  will  create  one  of  only  two 

major  Department  of  Defense 
medical  centers  and  the  only  one 
with  a  Level  I  trauma  center  to 
treat  civilians  as  well  as  military 
personnel.  All  38  hospitals  in  the 
greater  metropolitan  area  are  now 
linked  in  real  time  to  coordinate 
patient  reception  during  disasters. 
This  level  of  connectivity  makes 
San  Antonio  second  only  to  New 
York  City  in  terms  of  disaster  pre- 
paredness and  resource  allocation. 

The  country's  military  pre- 
paredness for  many  years  has  sub- 
stantially influenced  San  Antonio's 
overall  economic  health.  At  one 
time,  four  Air  Force  bases  and 
one  Army  post  operated  here. 
Now,  Fort  Sam  Houston,  Lackland 
Air  Force  Base  and  Randolph 
Air  Force  Base  remain  as  active 


FOUNDATION 


Here  is  a  stat  to  be  proud  of: 

Since  1988,  the  Spurs  Foundation  has  helped  many 
underserved  South  Texas  children  bounce  back  from 
adversity  with  more  than  $1 1  million  in  grants, 
scholarships,  donations,  recreational  and  educational 
programs  and  game  tickets.  And  thanks  to  the 
dedication  of  current  and  former  Spurs  players  and 
coaches,  thousands  of  children's  lives  are  continually 
touched  by  smiles,  hugs  and  words  of  encouragement. 

Funded  solely  by  fundraisers  and  donations,  the 
Spurs  Foundation  uses  its  resources  for  educational 
and  recreational  youth  projects  and  programs  that 
inspire  and  motivate  young  people. 

We  are  proud  of  our  stats  and  know  that  our 
community  will  be  better  tomorrow  for  the  investment 
we  are  making  today. 


For  more  information  on  the 
Spurs  Foundation, 
please  call  210.444.5862. 


Spurs  Sports  &  Entertainment 

Integrity  •  Success  •  raring 


Bob  Dugas 

President  and  CEO 

Goodwill  Industries  of  San  Antonio 


elping  to  change  lives  through 
the  power  ot  work  has  been 
Goodwill's  mission  for  more 
than  65  years  in  the  community.  Its 
unique  entrepreneurial  approach  has 
enabled  the  organization  to  become 
the  1  Oth  largest  private  employer  in  the 
city.  It  embodies  their  mission,  as  50% 
of  its  1 ,000  team  members  are  people 
with  disabilities. 

Conveniently  located  stores,  donation 
stations  and  job  help  centers  serve  the 
community.  Partnerships  are  key  to  its 
success,  with  over  40  contracts  with  busi- 
nesses and  government  entities,  ranging 
from  packaging  to  document  manage- 
ment, that  provide  jobs  for  people  with 
barriers  to  employment. 

Continually  focused  on  quality 
and  expanding  its  impact,  Goodwill 
serves  nearly  28,000  people  annually. 
Strategic  collaborations  facilitate  pre- 
ventative health  and  banking  services 
in  Goodwill  retail  locations.  Goodwill 
also  recently  launched  an  innovative 
downtown  Internet  cafe  with  assistive 
technology. 

Think  Goodwill  for  your  next 
corporate    investment,  business 
outsourcing  need  or  new  hire. 
www.goodwillsa.org 
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installations.  As  military  missions 
have  been  consolidated  and 
realigned,  the  city  has  turned  what 
might  have  been  empty  buildings 
into  tremendous  economic  gains. 
The  1 995  BRAC  decision  that  called 
for  the  closure  of  Kelly  Air  Force 
Base  led  to  the  reutilization  of  the 
former  base's  facilities  as  a  multi 
modal  inland  port  that  is  known  as 
Port  San  Antonio. 

Port  San  Antonio  has  the  infra- 
structure and  transportation  linkages  g 
necessary  to  handle  cargo,  whether  it  ^ 
comes  by  truck,  rail  or  air.  Its  300,000  square  feet  of  currently  available  ware 
house  space  give  Port  San  Antonio  ample  capacity  to  serve  as  a  shipping  an 
distribution  point.  With  an  existing  1 1,500-foot  runway  that  once  served  C- 
military  cargo  aircraft,  heavy-duty  deliveries  are  no  problem.  San  Antonio 
central  location  provides  cost  advantages  for  transporting  air  cargo  domest 
cally,  but  Port  San  Antonio  also  offers  reduced  expenses  for  international  ai 
cargo  operations.  The  complex  has  Foreign  Trade  Zone  and  Fmpowermer 
Zone  designations  that  afford  numerous  tax  advantages.  The  City  of  San  Ante 
nio  and  Bexar  County  also  provide  a  personal  property  tax  exemption  to  con) 
panies  that  deal  with  goods  in  transit  or  in  process.  These  and  other  benefit 
such  as  no  state,  city  or  corporate  income  taxes,  combine  to  create  a  substai 
tial  incentive  package.  Existing  tenants  of  Port  San  Antonio  include  Boeinj 
Lockheed  Martin  and  Standard  Aero. 


"The  importance  of  our  strategic 
location  cannot  be  overstated." 

—  Bexar  County  Judge  Nelson  Wolff 


Port  San  Antonio  showcases  the  value  of  San  Antonio's  geographic  locatio 
which  places  the  city  between  the  East  and  West  Coasts  of  the  U.S.  and  close  i 
Mexico  and  Latin  America.  The  Port  is  linked  by  three  interchanges  1 
Interstate  35,  which  is  the  main  north-south  route  for  trade  related  to  tt 
North  American  Free  Trade  Agreement  (NAFTA)  and  the  main  trade  corridi 
linking  Mexico  to  Chicago;  Interstate  10,  which  stretches  from  Jacksonvill 
Fla.,  to  Los  Angeles;  and  Interstate  37,  which  provides  a  direct  link  to  the  dee 
water  coastal  port  of  Corpus  Christi,  Tex.  The  complex  also  is  positioned  alot 
the  BNSF  and  Union  Pacific  rail  lines  that  serve  San  Antonio. 

"The  importance  of  our  strategic  location  cannot  be  overstated,"  says  Bex 
County  Judge  Nelson  Wolff.  Wolff,  who  was  mayor  of  San  Antonio  wh« 
the  city  hosted  the  NAFTA  initialing  ceremony  in  1992,  believes  Port  St 
Antonio  represents  a  gateway  for  Asian  and  European  companies  to  Nor 
America,  Mexico  and  South  America.  "The  city  sits  at  an  international  cros 
roads,  so  it  represents  a  logical  entry  point  to  use  in  reaching  these  marke 
because  of  the  naturally  lower  logistical  costs." 
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WHY  SAN  ANTONIO? 

The  many  attributes  that  make  San  Antonio  appealing  for  commercial  reloca- 
tion or  expansion  also  make  it  a  desirable  place  for  individuals  and  families  to 
live.  The  city  is  rapidly  attracting  new  residents.  U.S.  Census  Bureau  estimates 
in  2006  showed  that  San  Antonio  surpassed  San  Diego  to  become  the  seventh- 
nost-populous  city  in  the  U.S. 

Climate 

the  city's  mild  climate  encourages  outdoor  activities  throughout  the  year.  On 
average,  there  are  as  many  as  300  days  of  full  or  partial  sunshine  each  year. 
The  average  temperature  is  approximately  69  degrees  Fahrenheit,  and  temper- 
atures dip  to  the  freezing  mark  only  about  20  times  a  year. 

iducation 

>an  Antonio's  position  along  1-35  makes  it  the  southern  bookend  of  the  Texas 
Technology  Corridor  that  is  balanced  by  the  city  of  Austin  and  the  University 
•>(  Texas  at  Austin,  80  miles  to  the  north.  In  between,  there  is  Texas  State  Uni- 
versity in  the  city  of  San  Marcos.  San  Antonio  itself  includes  the  University  of 
irexas  at  San  Antonio,  and  will  soon  make  way  for  a  branch  of  the  Texas  A&M 
University  System,  which  recently  acquired  land  on  the  city's  south  side  for  a 
hew  campus.  Several  top  private  schools  are  also  located  in  San  Antonio,  such 
Is  Trinity  University,  St.  Mary's  University  and  the  University  of  the  Incarnate 
iXford,  as  well  as  five  junior  colleges  that  are  part  of  the  Alamo  Community 
College  District. 

Afford  ability 

living  in  San  Antonio  is  extremely  affordable.  Home  prices  consistently  are  well 
nelow  the  national  median.  For  example,  the  median  price  of  an  existing  single- 
amily  home  in  San  Diego  is  $607,000,  more  than  four  times  San  Antonio's 
Median  price  of  $148,300,  according  to  the  National  Association  of  Realtors. 
Reduced  expenses  make  for  more  spending  power.  According  to  the  man- 
agement consulting  firm  Runzheimer 
International,  individuals  who  earn 
$60,000  a  year  in  San  Antonio  spend  as 
much  as  $8,000  less  per  year  than  they 
would  spend,  on  average,  in  other  com- 
parable metropolitan  areas  to  maintain 
the  same  standard  of  living. 

Quality  of  Life 

San  Antonio's  quality  of  life  is  enhanced 
by  a  relaxed  ambience  that  stems  from 
the  presence  of  powerful  links  to  its 
past.  A  group  of  five  18th-century  Span- 
ish missions,  which  includes  the  Alamo, 
and  neighborhoods  of  stately  Victorian 
homes  are  among  a  multitude  of  pre- 
served structures,  historic  sites  and  cul- 
tural traditions  that  lend  character  and 
charm  to  the  city  and  help  promote  a 


Kinetic 

Concepts,  Inc. 


Thirty  Years  of 
Bringing  Hope  and 
Healing  to  the  World 


inetic  Concepts,  Inc.  (KCI),  is 
a  leading  global  medical  tech- 
nology company.  We  design, 
manufacture,  market  and  service  a 
wide  range  of  proprietary  products  that 
can  improve  clinical  outcomes  and 
can  help  reduce  the  overall  cost  of 
patient  care.  Our  infrastructure  is 
designed  to  meet  the  specific  needs 
of  medical  professionals  and  patients 
across  all  healthcare  settings 
worldwide. 

KCI  is  proud  to  celebrate  30  years  of 
patient-focused  healing  and  wound- 
care  innovation.  What  began  as  a 
small,  family-run  company  has  grown 
into  a  global  leader  in  advanced 
therapies  that  are  truly  changing  the 
standard  of  healing. 


The  Clinical  Advantage 


Marsha  M.  Shields 

President 

Red  McCombs  Enterprises 


As  San  Antonio  attracts  national 
and  international  attention,  Red 
McCombs  Enterprises  continues 
to  expand.  We  experience  steady 
growth  in  our  core  businesses:  auto- 
motive sales/service,  oil  and  gas 
exploration/production,  real  estate 
development/management,  financial 
investments  and  ranching/cattle. 

Red  McCombs  Enterprises  has 
joined  forces  with  several  of  the 
brightest  entrepreneurial  young  peo- 
ple in  Texas.This  network  of  businesses 
cultivates  new  products,  services, 
ideas  and  technologies.  When  com- 
bined with  our  core  businesses,  a 
diverse,  exciting  and  promising  busi- 
ness future  has  developed. 

The  McCombs  Family  has  been  hon- 
ored by  two  institutions  that  now  carry 
our  name:  The  Red  McCombs  School 
of  Business  at  The  University  of  Texas 
at  Austin,  and  the  Charline  and  Red 
McCombs  Institute  for  the  Early 
Detection  and  Treatment  of  Cancer  at 
M.D.  Anderson.  The  McCombs  Family 
Foundation  makes  over  300  charitable 
contributions  each  year  to  organiza- 
tions that  share  our  enthusiasm  for 
youth,  faith-based  ministry,  education, 
health  and  community. 
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less  hectic  pace.  These  vestiges  also  provide  a  visible  record  of  how  various  en 
and  ethnic  groups  contributed  to  San  Antonio's  development  and  give  the  cil 
a  strong  sense  of  place.  San  Antonio's  distinctive  history  is  celebrated  enthus 
astically  during  a  weeklong  bash  every  April,  called  Fiesta,  and  the  annu; 
Texas  Folklife  Festival  in  June. 

History  also  plays  a  significant  role  in  luring  the  more  than  22  millic 
tourists  and  convention  delegates  who  visit  San  Antonio  each  year.  The  Alarr 
and  the  Paseo  del  Rio,  or  River  Walk,  not  only  are  the  most  visited  sites  in  Sa 
Antonio,  but  are  among  the  most  popular  destinations  in  the  entire  state  < 
Texas.  The  Alamo  became  the  site  of  the  internationally  famous  battle  in  IS?. 
during  the  war  for  Texas'  independence  from  Mexico.  The  River  Walk  is  a  pi 
turesque  2.5-mile-long  stretch  of  walkways  and  footbridges  along  the  So 
Antonio  River  that  winds  through  the  heart  of  downtown  San  Antonio.  Son 
portions  of  the  River  Walk  include  quiet,  parklike  areas  with  benches,  whi 
other  segments  include  European-style  sidewalk  cafes,  specialty  boutique 
nightclubs  and  high-rise  hotels. 

"There  is  a  balancing  act  between  having 
very  strong  growth  and  preserving  the  fact 
that  San  Antonio  is  one  of  the  oldest  cities  in 
the  country,  and  San  Antonio  has  done  a 
wonderful  job  of  protecting  an  authentic  cul- 
ture," says  Scott  White,  executive  director  of 
the  San  Antonio  Convention  and  Visitors 
Bureau.  "This  is  one  of  the  most  walkable 
cities  in  the  country.  During  conventions, 
there  are  enough  hotels,  restaurants  and 
entertainment  options  within  easy  walk- 
ing distance  of  our  convention  center." 

San  Antonio's  cultural  and  leisure 
options  extend  well  beyond  the  river 
and  the  Alamo.  This  spring,  the  Museo 
Alameda  del  Smithsonian  opened  its 
doors  as  the  largest  museum  in  the  U.S. 
dedicated  to  Latino  arts  and  culture.  It 
is  also  the  first  museum  outside  of 
Washington,  D.C.,  to  be  formally  affil- 
iated with  the  Smithsonian  Institution. 

San  Antonio's  downtown  theater  district  includes  three  restored  venues  th 
all  are  listed  on  the  National  Register  of  Historic  Places.  The  largest  of  the? 
the  Majestic  Theater,  now  serves  as  the  permanent  home  of  the  San  Anton 
Symphony,  which  has  been  performing  for  more  than  50  years 

The  city  also  has  two  distinguished  art  museums.  The  McNay  Art  Museu 
houses  a  variety  of  collections,  including  post-Impressionist,  modern,  theat 
medieval  and  Native  American  art,  among  others.  The  San  Antonio  Museu 
of  Art  is  noted  for  its  antiquities  collections,  Mexican  folk  art  and  the  30,00 
square-foot  Nelson  A.  Rockefeller  Center  for  Latin  American  Arts.  Oth 
attractions  include  the  San  Antonio  Zoo,  which  has  more  than  3,000  anima 
If  that's  not  enough,  more  creatures  can  be  found  at  Sea  World  San  Antoni 
the  world's  largest  marine  life  park.  The  Six  Flags  Fiesta  Texas  theme  park 
another  family-centered  offering. 





Red  McCombs 

Enterprises 

Growing  with  San  Antonio 

Homegrown  since  1950  and  still  going  strong! 

For  more  than  57  years,  McCombs  Enterprises  has  been  a  vital  part  of  San 
Antonio's  growth.  We  owe  our  success  to  one  important  factor:  our  people. 
We  are  proud  to  present  you  with  our  best  and  brightest  stars  who  will 
expand  our  success  into  the  future. 


Red  McCombs 

Founder 


Gary  Woods 

Chairman 


Marsha  Shields 

President 


Rad  Weaver 

VP  Business  Development 


James  Allen 

J.  Allen  Family  Partners 


Tim  Cliver,  COO 

RM  Automotive 


Steve  Cummings,  CFO 

McCombs  Enterprises 


Troy  Eckard 

Eckard  &  Co. 


Jon  Flatt 

Red  McCombs  Media 


Jack  Nelson 

Propel  Financial  Services 


Tony  Rimas 

Internet  Director,  RM  Automotive 


Carson  Rubey 

Internet  Manager,  RM  Automotive 


David  Schlagel 

Natural  Resource  Consortium 


Anna  Shields 

Manager.  Business  Development 


San  Antonio  Water 
System 


David 

Chardavoyne 

President  and  CEO 

San  Antonio  Water  System 

an  Antonio's  growth  results  from 
embracing  the  future!  As  a  steward 
of  our  water  supply,  San  Antonio 
Water  System  has  made  it  a  mission  to 
ensure  a  plentiful,  high-quality,  affordable 
supply  now  and  for  the  next  50  years.  We 
are  using  state-of-the-art  technologies 
and  award-winning  water  conservation 
programs,  which  mean  water  and  finan- 
cial savings  to  your  business.  We  hope  to 
see  you  soon. 


Frost 


he  Frost  A-Team  gives  time,  talent 
and  energy  to  nonprofit  organiza- 
tions that  share  the  same  vision  for  a 
better  future.  Preserving  the  Frost  tradition 
of  continuing  community  improvement, 
the  A-Team  volunteered  almost  1,400 
hours  toward  30  major  projects  in  and 
around  San  Antonio  last  year.  It's  just 
another  example  of  how  like-minded 
companies  can  accomplish  great  things 
together,  frostbank.com 


%J  Frost 

BANKING   INVESTMENTS  INSURANCE 

 Member  FDIC 
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San  Antonio's  biggest 
sports  obsession  remains 
the  Spurs.  The  current 
NBA  champs  have  been 
selling  out  games  for  30  i 
years.  The  NCAA  men's  « 
and  women's  basketball 
tournaments  are  also  find- 
ing the  city  to  be  very  bas- 
ketball friendly.  San  Antonio 
is  scheduled  to  host  the 
men's  Final  Four  in  2008, 
after  hosting  the  event  in 
1998  and  2004.  The  city 
also  will  repeat  as  host  of 
the  women's  Final  Four  in  2010.  College  football  fans  get  something  to  chec 
about  every  December  when  the  Alamo  Bowl  is  played  in  the  Alamodome.  Tr 
dome  also  is  the  stage  each  January  for  the  U.S.  Army  Ail-American  Bowl,  a 
all-star  game  that  features  the  top  high  school  football  players  in  the  natioi 
San  Antonio  has  more  than  two  dozen  public  and  private  golf  courses,  an 
more  are  on  the  way.  Construction  has  begun  on  the  Cibolo  Canyons  PG 
TOUR  golf  resort,  which  will  include  a  hotel  and  two  18-hole  courses  that  wi 
be  part  of  the  Tournament  Players  Clubs  network.  Additionally,  a  jack  Nicl 
laus  Signature  golf  course  has  opened  at  Cordillera  Ranch,  a  master-planne 
residential  community  located  north  of  San  Antonio.  For  the  more  physical 
adventurous,  San  Antonio's  proximity  to  the  rugged  Texas  Hill  Country  offe 
other  outdoor  challenges,  such  as  canoeing,  Whitewater  rafting  and  hiking. 

"San  Antonio  is  a  world-class  city,"  says  AT&T  spokesman  Michael  Co 
"The  city's  quality  of  life,  economic  and  cultural  diversity,  academic  resource 
community  cohesiveness  and  location  combine  to  make  it  a  truly  attracti 
place  for  AT&T." 


"San  Antonio  is  a  hidden  jewel,  and  people 
are  starting  to  recognize  that  every  day." 
—  Don  Evans,  CEO,  Frost  Bank 


LOCAL  SUPPORT  VITAL  TO  EXPANSION  AND  RELOCATION 

Even  with  the  right  combination  of  amenities  and  market  resources  in  plac 
it  would  be  difficult  for  any  company  considering  relocation  or  expansion  in 
a  particular  city  to  move  forward  without  .strong  support  from  the  local  go 
ernment,  businesses  and  community  leaders.  Cooperation  between  these  grou 
can  go  a  long  way  toward  fostering  a  successful  environment  for  a  compar 
including  providing  the  types  of  incentives  and  freedom  from  procedural  r« 
tape  typically  required  to  attract  businesses. 

The  zeal  of  San  Antonio's  community  leaders  and  citizens  for  making  til 
city  more  alluring  as  a  place  to  live  and  a  place  for  business  is  apparent  frol 
several  recent  initiatives.  In  May,  voters  overwhelmingly  approved  the  large 
municipal  bond  program  in  San  Antonio's  history.  The  $550  million  progra 


WEB  DIRECTORY 


ims  to  bolster  the  city's  infrastructure  and  enhance,  acquire  or  construct  new 
arks,  athletic  facilities,  libraries  and  public  health  centers.  San  Antonio  also 
as  pushed  forward  construction  of  a  hotel  to  complement  the  city's  expanded 
bnvention  center.  A  1,000-room,  $285  million  Grand  Hyatt  hotel  is  sched- 
.led  to  open  in  spring  2008. 

'  In  an  effort  to  capitalize  on  San  Antonio's  existing  assets,  local  leaders  have 
iunched  a  project  to  extend  the  River  Walk's  features  to  a  portion  of  the  San 
|ntonio  River  immediately  north  of  downtown  that  is  undeveloped  and  has  never 
pen  made  accessible.  The  $68.4  million  undertaking  is  being  funded  by  the  city 
id  county,  along  with  private  donations.  A  similar  plan  is  on  the  drawing  board 
>r  an  eight-mile  segment  of  the  river  south  of  downtown.  These  two  efforts  will 
eate  a  true  linear  park  that  connects  the  northern  and  southern  sections  of  the 
|ty  and  provides  public  access  to  an  additional  13  miles  of  the  San  Antonio  River. 

Forget  the  welcome  mat.  San  Antonio  appears  ready  to  keep  a  red  carpet 
h  display  for  outside  firms  for  many  years  to  come.  City,  business  and  corn- 
unity  leaders  contend  that  the  metro  area  has  the  capacity  to  help  many  more 
|)mpanies  find  uncharted  territory  in  South  Texas  well  into  the  future. 
!  "San  Antonio  is  a  hidden  jewel,  and  people  are  starting  to  recognize  that 
rery  day,"  says  Frost  Bank's  Evans.  "More  and  more,  the  city  of  San  Antonio 
I  no  longer  a  secret.  Executives  can  see  that  they  can  have  their  corporation 
|?re  and  have  a  great  way  of  life  for  their  people."  ^ 


Bexar  County 
www.bexar.org 

BioMed  SA 
www.biomedsa.org* 

Brooks  Development  Authority/ 
Brook  City-Base  Foundation,  Inc. 
www.brookscity-base.com 

Frost  Bank 
www.frostbank.com 

Goodwill  Industries  of  San  Antonio 
www.goodwillsa.org 

Kinetic  Concepts,  Inc. 
www.kcil.com 

Port  San  Antonio 
www.portsanantonio.us 

Rackspace  Managed  Hosting 
www.rackspace.com 

Red  McCombs  Enterprises 
www.redmccombs.com 

San  Antonio  Convention  and  Visitors  Bureau 
www.sanantoniocvb.com 

San  Antonio  Water  System 
www.saws.org 

The  Spurs  Foundation 
www.spurs.com 

♦This  Web  site  will  be  live  July  20, 2007. 


Only  one  company  can  be  called  the  web  hosting  experts, 
and  it's  right  here  in  San  Antonio. 

It  starts  with  Fanatical  Support  ",  the  difference  between  us  and  every  other  hosting 
provider.  It's  our  promise  to  give  you  peace  of  mind — going  beyond  contracts  and  guarantees 
to  doing  what  it  takes  to  make  a  difference  for  people  like  Russ  every  day. 

See  Russ  and  others  tell  their  Fanatical  Support 
stories  at  www.rackspace.com/fanatical 

1.800.741.9962 


rackspa 

MANAGED  I  HOSTING 
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Swimming 
In 

Prosperity 

Asia's  fishery  industry  is  awash  with  growth, 
opportunity  and  risk. 


THE  DISCOVERY  OF  THE 
industrial  chemical  mela- 
mine  in  the  U.S.  food  chain 
via  fish-feed  shipments  from 
China  this  year  attracted  bad 
press  for  Asia's  export  powerhouse  and  was 
more  bad  news  for  the  worldwide  fisheries 
industry.  An  international  group  of 
researchers  said  at  the  end  of  last  year  that 
29%  of  species  have  suffered  a  collapse  in 
population  because  of  overfishing. 

Such  troubles  are  unlikely  to  sap  grow- 
ing global  demand  for  fish  and  other  aqua- 
culture  products.  The  industry  is  expand- 
ing at  10%  annually,  or  three  times  the 
worldwide  growth  in  economic  output. 
Demand  is  especially  brisk  in  Asia,  where 
fish  are  a  symbol  of  prosperity.  The  indus- 
try in  China,  the  world's  biggest  market,  is 
growing  at  an  annual  clip  of  12%. 

Underscoring  the  industry's  poten- 
tial, Singapore's  government-owned 
investment  company  Temasek  said  in 
June  it  was  buying  a  10%  stake  of 
publicly  traded  Minh  Phu  Seafood  Corp. 
of  Vietnam.  With  a  market  capitaliza- 
tion of  $237  million,  Minh  Phu  is  one  of 
the  largest  shrimp  producers  in  the 


region  (for  more  on  Vietnam,  see  p.  156). 

Increased  protection  of  natural  fisheries 
is  leading  to  better  returns  for  at  least  some 
fish  farmers,  who  now  account  for  half  the 
world's  aquatic  harvest.  The  Chinese  are  old 
hands  at  aquaculture.  The  classic  textbook 
on  the  subject,  by  one  Fan  Li,  was  published 
in  473  B.C.  China  has  4.5  million  people 
working  full-time  in  aquaculture,  accord- 
ing to  the  United  Nations;  that  compares 
with  some  12  million  fish  farmers  globally. 

Among  the  likely  winners  in  the  frag- 
mented and  mostly  small-scale  fish  pro- 
ducing industry  are  either  suppliers  to 
farmers  or  companies  that  can  obtain 
economics  of  scale  in  ocean  fishing. 
Tongwei,  in  western  China's  agriculture 
hub,  Sichuan  Province,  is  China's  largest 
locally  owned  fish-feed  supplier.  Liu 
Hanyuan,  ranked  123  on  the  FORBES  list 
of  Chinas  richest  people,  runs  Tongwei, 
where  last  year  net  profit  rose  23%  to 
$19.7  million,  on  a  31%  increase  in  rev- 
enue to  $635  million.  Shares  of  Tongwei 
sell  for  a  pricey  48  times  their  2007  con- 
sensus earnings  forecast. 

Pacific  Andes  International  is  head- 
quartered and  listed  in  Hong  Kong  and  has 


fishing  rights  in  the  North  Pacific  an 
South  Pacific.  In  June,  Pacific  Ande 
announced  the  purchase  of  new  rights  i 
Peru  and  that  it  was  increasing  its  stake  t 
41%  in  China  Fishery  Group,  a  Singapore 
listed  subsidiary.  Shares  of  Pacific  Ande 
sell  for  just  ten  times  their  Thomson  IBE 
2007  consensus  earnings  forecast  for  th 
fiscal  year  ending  next  March. 

One  of  only  two  companies  wit 
rights  to  catch  fish  in  Tasmania,  Tass; 
Group,  holds  a  70%  market  share  in  Aus 
tralia.  Salmon  is  a  big  business— in  fac 
the  only  business — for  Tassal,  which  sel 
most  of  its  fish  in  its  booming  home  mai 
ket  in  Australia. 

Tassal  also  sells  fish  in  Japan  and 
trying  to  build  a  beachhead  in  Hon 
Kong.  Mark  Carew,  who  follows  Tassal ; 
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These  companies  are  helping  to  satisfy  Asia's  healthy  appetite  for  fish  and  shrimp. 


COMPANY/COUNTRY 

PR 

CE 

2007 
EST  P/E 

MARKET 
VALUE 
(SMIL) 

RECENT 

52-WEEK 
HIGH 

Aqua  Bounty  Technologies  U  S 

$0.64 

$2.63 

NA 

$32 

Central  Proteinaprima/lndonesia 

0.07 

0.09 

NA 

1,300 

Dalian  Zhangzidao  Fishery/China 

11.94 

12.89 

49 

1,350 

Minh  Phu  Seafood/Vietnam 

3.59 

4.31 

NA 

237 

Pacific  Andes  Intl/Hong  Kong 

0.33 

0.36 

10 

595 

QL  Resources/Malaysia 

0.98 

0.98 

11 

216 

Shandong  Homey  Aquatic/China 

1.98 

2.13 

40 

790 

Tassal  Group/Australia 

2.66 

2.87 

23 

306 

Thai  Union  Frozen  Products/Thailand 

0.75 

0.75 

10 

613 

Tongwei/China 

1.94 

2.40 

48 

1,331 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  NA:  Not  available.  Sources:  Bloomberg  Financial 
Markets;  FT  Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 

Chicken  of  the  Macquarie  Research 
sea:  cutting  Equities  in  Sydney,  pre- 
tunaatTokyo's  dkts  Tassal>s  ax 
Tsukiji  fish  r.      .„    .     ,  _„ 

market.  Proflt  Wl11  rise  by  50/o 

this  year  to  $23  million, 

and  it  will  show  a  similar  percentage  gain 

in  net  profit,  to  $13  million.  Tassal  sells  for 

24  times  Carew's  estimate  for  2007  profits. 

Thai  Union  Frozen  Products,  head- 
quartered in  Bangkok,  sells  for  ten  times  a 
2007  earnings  estimate  from  CLSA,  a  Hong 
Kong  brokerage  specializing  in  emerging 
market  stocks.  The  political  uncertainty  in 
Thailand  has  depressed  the  nations  stock 
market,  but  CLSA  expects  that  earnings  of 
Union  Frozen,  a  tuna  and  shrimp  proces- 
sor, will  rise  as  much  as  10%  this  year  on 
improving  sales  and  margins. 

Indonesia  also  has  aquatic  stocks  sell- 
ing at  low  multiples.  One  reason:  Investors 
face  even  more  difficult  corporate  gover- 
nance issues  than  in  China.  "Aquaculture 
is  very  interesting,  but  the  past  experi- 
ence of  investors  isn't  good,"  says  Nich- 
olas Cashmore,  head  of  research  at  CLSA. 
"You  have  to  be  willing  to  go  out"  and 
look  at  assets,  he  says.  "Sometimes  the 
truth  gets  embellished." 

For  investors  willing  to  undertake 
such  risk,  Central  Proteinaprima,  also 
known  as  CP  Prima,  is  a  noteworthy 
Indonesian  shrimp  processor  and  pro- 
ducer whose  products  also  include  shrimp 
feed.  Its  appeal  is  partly  based  on  its  ties  to 
Charoen  Pokphand  Foods,  one  of  Asia's 
largest  agribusiness  companies.  CP  Prima 
netted  $557  million  in  revenue  last  year 
and  earned  $26  million. 

As  fish  farming  expands  and  producers 
attempt  to  grow  larger  fish  in  crowded  quar- 
ters, the  risk  of  disease  and  depletion  will 
increase,  according  to  Brian  Halweil  of  the 
Worldwatch  Institute  in  Washington,  D.C. 
Yet  this  also  presents  opportunities  to  de- 
velop new  products  to  help  ensure  produc- 
tivity and  safety.  For  instance.  Aqua  Bounty 
Technologies  of  Waltham,  Mass.,  whose 
shares  trade  on  London's  AIM  market,  won 
approval  from  the  Vietnamese  government 
for  the  testing  of  a  feed  additive  designed 
to  keep  shrimp  healthy.  It's  a  speculative  play. 
On  less  than  $1  million  in  revenues,  Aqua 
Bounty  lost  $5.8  million  over  the  first  half 
of  last  year.  F 
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Red 
Shares 

Another  communist  country  now  has 
a  decadent  capitalist  stock  market. 
With  Vietnam,  it  pays  to  take  the  long 

view.  By  Chaniqa " 


31  CtdCtX  Ull 


VIETNAM  IS  HOT— IN  FACT, 
so  hot  that  investors 
should  handle  it  with  care. 
In  2000  the  Ho  Chi  Minh 
City  stock  exchange 
opened  for  business  with  just  2  listed 
securities;  the  exchange  now  trades  107 
stocks.  Though  it  has  cooled  a  bit,  Viet- 
nam's market  is  triple  where  it  was  at  the 
beginning  of  last  year.  At  the  start  of  June 
the  32  biggest  companies  (by  market 
value)  on  the  Ho  Chi  Minh  City  and 
Hanoi  stock  exchanges  were  trading  at  an 
average  of  38  times  earnings. 

"The  Vietnam  stock  exchange  has 
been  the  flavor  of  the  month  for  some 
time  now,"  says  Lazaros  Molho,  the  Inter- 


Wall  Street, 
Vietnamese  style: 
the  Ho  Chi  Minh 
City  stock 
exchange. 

national  Monetary  Fund's  mission  chief 
for  Vietnam. 

Why  is  this  communist  country  going 
capitalist-crazy?  Because  capital  is  coming 
in.  Last  year  foreign  direct  investment  in 
the  country  hit  $10  billion.  Intel,  for 
example,  recently  upped  its  planned  ouday 
in  a  chip  plant  from  $300  million  to  $1 
billion.  This  past  January  also  saw 
Vietnam's  accession  to  the  World  Trade 


SNAPSHOT 


Luxurious  Growt 


As  incomes  rise  across  Asia,  so  does  the  demand  for  designer  clothing,  jewelry  and  handbags.  These 
European  companies  are  ready  to  pty  Asia  with  the  world's  most  recognizable  luxury  brands.  For  the 
Swiss  conglomerate  Richemont  (Cartier,  Montblanc  and  Van  Cleef  &  Arpels),  sales  in  Asia  increased 
24%  in  2006.  Richemont  sells  for  20  times  its  2007  consensus  earnings  estimate.  —Andrea  D.  Murphy 


1 


COMPANY/COUNTRY                           -  - 

RECENT 
PRICE 

2007 
EST  P/E 

ESTIMATED 

EPS 
GROWTH1 

EST  EPS 
GROWTH 
2007  VS  2006 

Burberry  Group/U  K. 

S13.98 

22 

14% 

28% 

Christian  Dior/France 

129.96 

19 

18 

16 

Hermes  Intl/France 

118.63 

34 

12 

LVMH  Moet  Hennessy  Louis  Vuitton/France 

11621 

19 

13 

Richemont/Switzerland 

60.67 

20 

Vffl 

Valentino  Fashion  Group/Italy 

46.33 

23 

All  figures  are  in  U  S.  dollars.  Prices  as  of  June  15.  'Annualized;  projected  over  next  three  to  five  years. 
Sources:  Bloomberg  Financial  Markets;  Thomson  One  Analytics;  FT  Interactive  Data,  Thomson  IBES  and 
Worldscope  via  FactSet  Research  Systems 


Organization.  An  IMF  forecast  calls  for  8% 
annual  growth  in  Vietnam's  gross  domestic 
product  this  year  and  in  2008. 

Don  Lam,  head  of  VinaCapital  in  Ho 
Chi  Minh  City,  which  runs  the  closed- 
end  $560  million  Vietnam  Opportunity 
Fund,  thinks  that  in  this  superheated 
environment  the  safest  strategy  is  to 
focus  on  Vietnam's  domestic-driven 
sectors.  His  fund,  which  trades  on  the 
London  AIM  exchange,  is  up  39%  a 
year  since  its  inception  in  2003. 

In  a  country  with  85  million 
people,  half  of  whom  are  under  30, 
Lam  looks  for  a  big  increase  in 
consumer  spending.  Following  this 
thesis,  Lam  likes  VinaMilk,  the 
country's  top  dairy  producer,  which 
has  a  40%  market  share  in  powdered 
milk.  At  12%  it  is  the  biggest  holding 
in  his  fund.  The  Vietnamese  are  just 
beginning  to  get  a  taste  for  milk  and 
ice  cream,  so  the  business  has 
growth  potential.  The  company  is 
also  expanding  into  beer.  U.K. 
brewer  SABMiller  has  teamed  up 
with  VinaMilk  in  a  $45  million  joint 
venture  and,  who  knows,  might  buy 
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the  whole  company 
someday.  In  2006 
VinaMilk  earned  $45 
million  on  sales  of 
$41  lmillion.lt  trades 
at  40  times  trailing 
earnings. 

Property  devel- 
opers are  busy,  too. 
An  abundant  part  of 
the  population  is  of 
marrying  age,  which 
is  creating  a  strong 
demand    for  new 
housing.  Despite  a 
Bfc^sS^Clj   construction  boom 
— — —  jrV^  t    in  office  buildings  in 
;r  r  1   the   country's  two 

business  centers,  Ho 
Chi  Minh  City  and 
Hanoi,  the  scarcity  of 
office  space  has 
prices  rivaling  those 
in  Singapore.  For 
this  reason  Lam 
likes  conglomerate 
Ree  Corp.,  which  has  interests  in  real 
estate  as  well  as  home  appliances  and 
industrial  products.  In  2006  Ree  Corp.'s 
profit  tripled  from  the  year  before  to  $14 
million  on  $51  million  in  revenues. 

Pursuing  his  theme  of  a  rising 
consumer  class,  Lam  has  his  eye  on  the 
financial  services  sector.  There  are  only 
a  handful  of  financial  services  stocks  on 
the  main  exchanges.  However,  Bao  Viet, 
Vietnam's  largest  insurance  company, 
which  was  privatized  in  May,  is  expected 
to  list  on  a  main  exchange  soon  and  is 
worth  watching,  says  Indochina 
Capital's  Chief  Executive  Peter  Ryder, 
who  manages  the  Indochina  Capital 
Vietnam  Holdings  fund,  a  London- 
traded  closed-end. 

Other  worthy  prospects  on  the  road 
to  privatization:  Vietcombank,  which 
Ryder  calls  "far  and  away  the  best- 
managed-and-operated  state-owned 
bank,"  and  Mobifone  and  Vinaphone, 
mobile  carriers  that  are  just  beginning 
to  penetrate  the  market  (only  23%  of 
Vietnam's  citizens  have  a  cell  phone). 

Lam's  Vietnam  Opportunity  Fund  is 
available  to  U.S.  investors — at  a  price.  The 


funds  expenses  run 
2%  of  assets  plus 
management's 
additional  20% 
take  on  annual  re- 
turns over  8%.  An- 
other option:  Eaton 
Vance's  Structured 
Emerging  Markets 
Fund,  started  in 


For  More  on  Investing  in  Vietnam 

State  Securities  Commission  of  Vietnam:  www.ssc.gov.vn 
Ho  Chi  Minh  City  Securities  Trading  Center:  www.vse.org.vn 
Vietcombank  Securities:  www.vcbs.com.vn/english 
Abacus  Consulting  Services: 

chinese-school.netfirms.com/abacus-stocks-Vietnam.html 
World  Bank:  www.woridbank.org/vn 
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2006,  which  invests  in  developing  countries 
like  Mexico  and  the  Czech  Republic  and  has 
a  tiny  stake  in  Vietnam,  with  stocks  such  as 
Vietnam  Enterprise  Investments  Ltd.  This 
fund  has  a  5.75%  front-end  load. 

Vietnam  also  has  its  version  of  the 
over-the-counter  market,  which  specializes 
in  listings  of  once-state-owned  companies 
that  have  recently  been  privatized.  This 
market  serves  as  a  training  ground  for 
a  listing  on  the  main  exchanges.  It  is 
possible  for  U.S.  investors  to  buy  shares 
on  the  o-t-c  market  or  on  the  main 
exchanges  through  a  brokerage  account  in 
Vietnam,  which  you  must  have  in  order 
to  buy  individual  shares.  It  can  be  tough 


navigating  the  bureaucracy  of  setting  up 
an  account.  Brokerage  fees  can  run  from 
0.25%  to  0.4%  per  transaction  plus  $50 
to  set  it  up.  If  the  brokerage  doesn't  have 
what  you  want,  you  must  find  the  seller 
yourself.  This  can  mean  calling  the 
company  (businesses  keep  track  of  buyers 
and  sellers)  to  find  a  trading  partner. 
Alternatively,  you  can  go  to  a  US.  broker 
like  Charles  Schwab  &  Co.  to  buy  in  to 
funds.  Many  of  the  funds  with  exposure  to 
Vietnam  are  listed  in  the  U.K. 

The  market  is  expensive,  but  the 
IMF's  Molho  says:  "For  those  that  have 
the  patience  to  stay  for  the  long  haul,  it  is 
a  place  that  is  promising."  F 
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Thrilla  in  Manila 

Fiscal  reform,  a  property  surge  and  the  growth 
of  outsourcing  have  helped  the  Philippines 
join  the  Asian  upswing. 


CONSTRUCTION  CRANES  LINE 
Manilas  skyline,  and  the  hotels  are 
fully  booked.  Outsourcing  com- 
panies from  India  and  elsewhere — eyeing 
wages  and  real  estate  prices  30%  lower 
than  in  Bangalore— are  buying  up  call 
centers  in  Manila,  pushing  prime  office 
vacancy  rates  below  1%.  After  a  slow 
recovery  from  the  Asian  crisis  of  1997  the 
euphoria  in  the  Philippines  is  palpable. 

It  helps  that  the  country's  economic 
fundamentals  have  dramatically  improved. 
President  Gloria  Macapagal- Arroyo's  gov- 
ernment has  slashed  the  budget  deficit 
from  4%  of  gross  domestic  product  three 
years  ago  to  less  than  1%  now.  That  has  cut 
inflation  in  half  to  3%  a  year,  fostered  three 
consecutive  years  of  5%  to  6%  economic 
growth  and  enabled  the  Philippine  peso  to 
strengthen  18%  against  the  dollar. 

"It's  an  absolutely  phenomenal  turn- 
around story,"  says  Khiem  Do,  who  man- 
ages several  Asian  funds  for  Baring  Asset 
Management,  including  the  $280  million 
Asia  Pacific  Fund,  an  SEC-registered 
closed-end  with  an  annualized  23%  return 
for  the  past  five  years.  The  Philippine 
stock  market,  accordingly,  has  been 
galloping  upward,  rising  25%  through 
June  15  after  a  42%  jump  last  year. 

This  country  of  91  million  has  its 
share  of  problems.  The  economy  is 
propped  up  by  the  remitted  earnings  of 
expatriates;  9%  of  the  population— mostly 
women — works  overseas,  contributing 
13%  of  the  GDP.  At  home  roads  are 
crumbling  and  utility  lines  feeble.  Thirty 
percent  of  the  nation  has  a  poverty-level 
income  (less  than  $1,130  a  year  for  a 
family  of  five).  The  stock  market,  with  a 
trading  value  that  exceeds  $150  million  on 
a  good  day,  provides  much  less  liquidity 
than  equally  attractive  Malaysia,  with 


olan 


its  $730  million  of  daily  volume,  and 
Singapore,  with  $1.4  billion. 

Asia  Pacific  Fund  manager  Do 
believes  the  economic  recovery  in  the 
Philippines  will  continue.  As  a  bet  on 
that,  he  owns  shares  of  Ayala  Corp.,  a 
$1.4  billion  (revenues)  conglomerate  with 
interests  that  include  shopping  malls, 
telecommunications  and  banking. 

Anton  Periquet,  head  of  equities 
research  in  Manila  for  Deutsche  Regis 
Partners,  a  joint  venture  between  Deutsche 


its  assets,  which  include  10,000  undeveloped 
acres,  Periquet  estimates. 

Periquet  also  likes  Philippine  Long 
Distance  Telephone,  listed  on  the  New  York 
Stock  Exchange  as  an  American  Depositary 
Receipt.  It's  one  of  two  mobile  phone  oper- 
ators in  the  country  and  boasts  operating 
margins  (earnings  before  interest,  taxes  and 
depreciation)  of  65% — among  the  highest 
in  the  world,  says  Periquet.  In  contrast, 
AT&T  has  an  operating  margin  of  42%. 

Frances  Dydasco,  manager  of  the  $3.3 


New  Gem  in  the  Pacific 


Money  managers  suggest  that  these  companies  are  poised  to  benefit  from  the 
robust  economic  pickup  in  the  Philippines. 

COMPANY 

INDUSTRY 

PRIfF 

2007 
EST  P/E 

MARKET 
VALUE 
(SBIL) 

RECENT 

52-WEEK 
HIGH 

Ayala  Corp 

conglomerate 

$12.50 

$12.72 

21 

$5.2 

Ayala  Land 

real  estate 

0.38 

0.39 

48 

5.0 

Holcim  Philippines 

building  materials 

0.18 

0.20 

26 

1.2 

Intl  Container  Terminal  Svcs 

cargo  services 

0.61 

0.66 

22 

1.4 

Philippine  Long  Distance1 

telecom 

58.30 

58.88 

15 

11.0 

SM  Investments 

conglomerate 

9.48 

9.83 

21 

5.6 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  'Trades  in  the  U.S.  as  an  ADR. 

Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data,  Thomson  IBES  and  Worldscope 

via  FactSet  Research  Systems. 

Bank  and  a  Philippine  brokerage,  likes 
Ayala  Land,  58%  owned  by  Ayala  Corp. 
and  the  country's  largest  landlord,  with 
commercial  and  residential  properties. 
"Until  you  get  the  next  batch  of  buildings, 
you  will  have  uninterrupted  rent  and  asset- 
price  escalation,"  says  Periquet.  Prices  are 
still  low  compared  with  elsewhere  in  Asia. 
Luxury  condominiums  in  Manila  sell  for 
5%  of  the  price  of  those  in  Hong  Kong. 

Shares  of  Ayala  Land  have  climbed  1 12% 
over  the  past  year  to  48  times  estimated  2007 
earnings,  but  Ayalas  market  capitalization  of 
$5  billion  is  less  than  the  liquidating  value  of 


billion  T.  Rowe  Price  New  Asia  Fund, 
which  FORBES  rates  a  "B"  in  bull  markets 
but  a  "D"  in  down  markets,  likes  Interna- 
tional Container  Terminal  Services,  a 
port  operator  with  headquarters  in  the 
Philippines  and  with  other  holdings  in 
places  as  far-flung  as  Poland  and  Brazil. 
The  company  takes  assets  in  difficult-to- 
operate-in  locations,  usually  purchased 
cheaply  from  the  government.  It  is  growing 
fast,  has  strong  cash  flow  and  is  listed  in 
the  Philippines.  International  Container 
trades  at  22  times  estimated  2007  earnin 
and  18  times  its  2008  forecast. 
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EUROPE 


The  Exchange  That 
Launched  1,000  Ships 

With  little  fanfare,  Greece  has  become  one  of  Europe's  best-performing 
economies  and  stock  markets.  By  Tatiana  Serafin 


GREECE,  BIRTHPLACE  OF  THE 
Olympics  and  home  of  ancient 
relics  and  honeymoon  hideaway 
isles,  is  noteworthy  for  another  reason. 
Over  the  past  ten  years  its  gross  domestic 
product  has  grown  at  an  annual  rate  of  6%, 
putting  this  economy  far  ahead  of  three  of 
the  largest  European  Union  economies 
(Germany,  France  and  Italy). 

In  2000  Morgan  Stanley  Capital  Inter- 
national, which  tracks  global  stock  markets 
via  hundreds  of  indexes,  promoted  Greece 
out  of  the  emerging- market  category.  The 
catalyst  for  this  change:  Greece's  2001  entry 
into  the  eurozone,  which  had  imposed  strict 
fiscal  and  monetary  policies.  The  MSCI 
Greece  stock  index  has  a  12-month  total 
return  of  42%,  a  tad  ahead  of  41%  for  the 
MSCI  Europe  index. 

Greece  can  now  capitalize  on  its  cen- 
tral Mediterranean  location,  says  Harris 
Siganos,  a  managing  director  at  Alpha 


t  Greece 


These  companies  offer  a  way  to  invest  in  a  country  that  has  moved  beyond 
being  an  emerging  economy. 


COMPANY 

INDUSTRY 

PR 

CE 

2007 
EST  P/E 

MARKET 
VALUE 
($BIL) 

RECENT 

52-WEEK 
HIGH 

Alpha  Bank 

bank 

$7.82 

$8.27 

13 

$12.8 

Coca-Cola  Hellenic  Bottling 

beverages 

45.17 

46.87 

20 

10.9 

Danaos  Corp 

shipping 

31.02 

33.55 

15 

1.7 

Hellenic  Technodomiki 

construction 

13.50 

15.76 

19 

2.1 

Lamda  Development 

real  estate 

20.05 

23.68 

12 

0.9 

National  Bank  of  Greece 

bank 

11.23 

12.10 

14 

26.6 

Tsakos  Energy  Navigation 

shipping 

67.87 

67.87 

10 

1.3 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  All  companies'  shares  listed  on  U.S.  exchanges  except 
for  Hellenic  Technodomiki  and  Lamda  Development.  Sources:  Bloomberg  Financial  Markets;  FT  Interactive 
Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 

Asset  Management  in 
Athens.  One  way  is  with 
ships.  Over  the  past  four 
years  Greek  shipping 
companies  have  bene- 
fited from  increased 
trade  with  China  and 
India,  and  freight  rates 
have  more  than  dou- 
bled. Today  the  shipping 
industry  leads  tourism 
in  fund  inflows  from 
abroad.  Greece  has 
3,800-plus  ships  of  1,000 
tons  or  more,  the  largest 
fleet  in  Europe  and  the 
fifth  largest  in  the  world. 
Helped  by  cheap  bank 
financing,  shippers  have 
at  least  260  new  vessels 
on  order. 

Danaos  Corp.,  which 
listed  on  the  New  York 
Stock  Exchange  at  the  end  of  2006,  is  the 
country's  eighteenth-largest  maritime 
shipper  by  vessel  tonnage.  Its  container 
ships  are  less  exposed  to  the  volatility 
found  in  bulk  cargo.  Profit  in  2006  was 
down  18%  to  $101  million,  on  revenue  of 
$245  million.  The  company  attributes  the 
decline  in  part  to  its  investment  in  28  new 
ships,  8  of  which  are  already  under  10-  to 
15 -year  contracts. 

Tsakos  Energy  Navigation,  Greece's 
third-largest  shipper  by  tonnage,  trades  on 
the  New  York  Stock  Exchange.  Last  year 
sales  rose  by  45%  to  $428  million  and  net 
by  21%  to  $196  million.  As  of  March 
Tsakos,  which  specializes  in  the  more 
volatile  oil  tanker  market  and  recently 
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added  a  liquefied  natural  gas  carrier, 
had  nine  ships  under  construction. 

Two  of  Greece's  big  banks,  both  avail- 
able as  American  Depositary  Receipts, 
provide  exposure  to  southeastern  Europe. 
National  Bank  of  Greece  is  the  country's 
largest  banking  group  and  recendy  made 
a  big  acquisition  in  Turkey.  Net  income 
for  2006  was  up  23%  to  $758  million, 
20%  derived  from  abroad.  ADRs  of  the 
Athens  bank  sell  for  14  times  their 
Thomson  IBES  2007  consensus  earnings 
forecast. 

Alpha  Bank,  with  $12.8  billion 
in  market  capitalization,  has  been 
expanding  in  Romania  and  Bulgaria. 
Last  year  10%  of  net  income  came 
from  abroad;  the  bank  expects  this  to 
double  in  three  years. 

Consumer  goods  is  another  Greek 
sector  with  exposure  to  the  Balkans.  In 
the  first  quarter  revenues  at  Coca-Cola 
Hellenic  Bottling  were  up  18%,  driven 
by  growth  in  emerging  markets  such  as 
Romania.  With  $7.4  billion  in  sales, 
Hellenic  is  the  second-biggest  Coca- 
Cola  bottler  in  the  world. 

Greece  still  cashes  in  on  its  sunny 
Mediterranean  climate  and  15,000 
miles  of  coastline.  Over  12  million 
tourists  a  year  visit  Greece  (more  than 
one  tourist  per  inhabitant),  contribut- 
ing 17%  of  GDP.  The  government 
took  advantage  of  the  2004  Olympics 
and  its  tourist  traffic  to  open  up  the 
funding  spigot  for  improving  roads 
and  railways. 

Two  companies  listed  on  the 
Athens  exchange  offer  investors  an 
opportunity  to  take  part  in  the  build- 
ing boom.  Hellenic  (or  Elliniki) 
Technodomiki,  which  posted  a  38% 
gain  in  first-quarter  revenue,  to  $242 
million,  has  a  project  backlog  of  $5.2 
billion.  Lamda  Development,  the  real 
estate  development  arm  of  the  billion- 
aire Latsis  family,  is  behind  the  two 
largest  shopping  malls  in  Greece  as 
well  as  office  and  residential  com- 
plexes. The  company  has  announced 
plans  to  invest  $520  million  by  the  end 
of  2008  in  Greece  and  the  Balkans. 
Lamda  sells  for  12  times  its  2007  con- 
sensus earnings  forecast.  F 


Vive  la 
Difference 

The  new  boss  in  Paris  is  not  the  same  as  the  old  boss. 
Things  won't  be  the  same  for  French  companies,  either. 


F 
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RANCE,  FORMERLY  A  BASTION 
of  the  few  and  brave,  is  quickly 
gaining  mainstream  invest- 
ment attention  with  the 
election  of  President  Nicolas 
Sarkozy  in  May. 

The  historically  socialistic  French  pop- 
ulace firmly  rang  the  bell  of  reform  with 
Sarkozy,  who  ran  a  pro-business  campaign 
in  one  of  the  more  vivid  electoral  duels  in 
recent  memory.  Sarkozy  cemented 
his  license  to  change  Frances 
economy  in  June  when  his  party 
captured  a  slim  majority  of 
parliament. 

Sarkozy's  main  tenets: 
revamp  French  overtime, 
make    mortgage  interest 
deductible,  abolish  the  35- 
hour  workweek  and  decrease 
corporate  taxes.  His  changes 
to  an  already  advancing 
economy  are  luring  busi- 
nesses to  look  at  France  as 
a  front  line  for  expansion 
and  investment.  France's 
CAC-40    index,  which 
tracks  the  40  most  signifi- 
cant companies  among  the 
100  largest  market  capitaliza- 
tions   on    Paris'  Euronext 
exchange,  is  up  122%  over  the 
last  four  years,  compared  with 
55%  for  the  S&P  500. 
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Sarkozy:  offers 
further  kindling 
for  the  French 
economy. 


Sarkozy  proposes  that  employers  pay  a 
25%  premium  for  work  beyond  35  hours  a 
week  but  be  exempt  from  social  taxes  on 
overtime  wages.  Employees  would  pay  no 
income  tax  on  their  overtime  euros. 

"This  will  boost  productivity,  but  it 
will  also  change  the  mind-set  of  France's 
workforce,"  explains  Philippe  Favre,  chief 
executive  of  Invest  in  France  Agency, 
which  has  offices  on  four  continents  and 
assists  companies  seeking  to  drive  roots 
into  France.  "The  French,  when  they 
work,  are  quite  productive — in  produc- 
tion per  hour  they  are  second  in  Europe 
to  Norway,"  says  Favre,  who  notes  that 
the  most  productive  French  workers  will 
likely  get  the  most  overtime. 

The  grand  plan  covers  entrepreneur- 
ship,  not  something  France  has  been 
famous  for.  One  of  Sarkozy's  proposals 
would  allow  people  who  get  snagged  by 
France's  wealth  tax  the  option  of  invest- 
ing their  money  in  small  and  medium- 
size  companies  instead  of  forking  it  over 
to  the  taxman.  In  an  effort  to  stem  capi- 
tal flight,  which  has  been  rampant  in 
France,  the  government  plans  to  cap 
income  taxes  at  50%,  from  more  than 
60%  now. 

For  large  companies  the  Sarkozy 
government  has  set  a  long-term  goal  of 
reducing  the  corporate  tax  rate  by  5%, 
which  would  pull  France  closer  to  the 
rest  of  Europe.  This  reform,  however, 
will  not  be  immediate,  because 
Sarkozy  will  want  to  keep  the  deficit 
below  2.5%  of  gross  domestic 
product. 

Foreign  investors  poured  into 
France  in  record  numbers  last  year: 
$88  billion  worth,  with  25%  of  that 
coming  from  the  U.S.  Dominique 
Barbet,  a  senior  economist  at  BNP 
Paribas  in  Paris,  cautions  that  a  sig- 
nificant economic  bounce  from  the 
Sarkozy  reforms  will  not  occur 
until  after  2008. 

The  best  way  to  harness  a  future 
French  stock  market  rise  and  keep 
oneself  active  in  other  markets  is 
through  international  mutual  funds 
with  heavy  French  weightings. 
AllianceBernstein  International 
Value  Fund,  which  has  a  front  load 


of  4.25%,  is  among  the  most  French- 
heavy  at  18%.  A  no-load  option  is  Cause- 
way International  Value,  which  has  a 
similar  stake.  The  Vanguard  European 
Stock  Index  Fund,  with  just  0.27%  in 
expenses,  is  14.2%  French.  You  can  also 
get  an  all-French  exchange-traded  fund 
from  iShares.  The  French  property 
market,  which  has  slowed  recently,  could 
get  a  charge  from  the  proposal  to  restore 
the  tax  deduction  for  mortgage  interest 
that  was  taken  away  in  1996.  Some  big 
French  stocks  that  would  likely  benefit: 
building  materials  giants  Saint-Gobain 
and  Legrand,  and  builder  and  property 
developer  Bouygues. 

French  insurance  monster  Axa  ($120 
billion  revenues  in  2006)  could  benefit 

Sarko  Stocks 


from  a  boost  in  demand  for  home 
insurance  policies,  and  the  company's 
asset  management  arm  would  benefit  if 
France  makes  a  push  toward  private 
pensions.  Dexia,  a  financial  services 
stalwart  in  France  and  Belgium  ($765 
billion  in  assets),  will  stand  to  profit 
from  any  ramp-up  in  the  French 
economy. 

Arthur  Laffer,  chairman  of  Laffer 
Associates,  an  economic  research  firm  in 
Nashville,  Tenn.,  ranks  23  developed 
countries  on  their  investment  strength. 
His  latest  rankings,  from  February,  have 
France  at  number  16.  Laffer  expects, 
however,  that  France  will  rise  into  the  top 
8  by  the  end  of  the  summer.  If  so,  the 
time  to  get  in  is  now.  F 


Sarkozy's  planned  changes  figure  to  affect  these  big  equities  early  and  into  the  future 


 1  

COMPANY 

INDUSTRY 

PR 

CE 

2007 
EST  P/E 

MARKET 
VALUE 
(SBIL) 

RECENT 

52-WEEK 
HIGH 

Accor 

hotels 

$89.89 

$100.62 

26 

$19.1 

AXA  Group1 

insurance 

43.82 

47.10 

13 

91.8 

Bouygues 

construction 

86.76 

91.18 

18 

29.0 

Dexia 

bank 

32.27 

33.75 

12 

37.5 

Legrand 

electrical  products 

35.79 

38.32 

17 

9.7 

Saint-Gobain 

building  materials 

110.76 

111.28 

15 

40.8 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  'Trades  in  the  U.S.  as  an  ADR.  Source?:  Bloomberg 
Financial  Markets;  FT  Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 

French  Basket  Play 


These  international  mutual  funds  have  big  exposures  to  the  French  economy. 
Returns  have  been  fat,  but  beware  of  loads  and  big  expense  ratios. 


FUND 

% 

INVESTED 
IN  FRANCE 

1-YEAR 
TOTAL 
RETURN 

ASSETS 
(SMIL) 

ANNUAL 
EXPENSES 
PER  $100 

AllianceBernstein  Intl  Value-A 

17.8% 

28.2% 

$11,446 

S1.191 

American  Beacon  Intl  Equity-Service 

13.4 

24.7 

3,356 

1.191 

Causeway  Intl  Value-Investor 

19.2 

24.9 

5,332 

1.152 

Delaware  Intl  Value  Equity-A 

14.8 

27.2 

1,115 

1.403 

Glenmede  Intl  Portfolio 

12.6 

22.7 

1,013 

1.11 

Harbor  Intl-lnvestor 

12.6 

32.5 

22,568 

0.85 

iShares  MSCI  France  Index  Fund 

100.0 

32.5 

287 

0.54 

JPMorgan  Intl  Value-A 

13.3 

30.8 

667 

1.31 

Oppenheimer  Quest  Intl  Value-A 

12.8 

27.3 

1,153 

1.253 

Vanguard  European  Stock  Index-lnv 

14.2 

32.7 

30,753 

0.27 

Performance  through  May  31.  'Maximum  sales  charge  of  4.25%. 
charge  of  5.75%.  Source:  Upper. 

'Closed  to  new  investors.  3Maximum  sales 
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LATIN  AMERICA 


Amazon.Cash 

There's  more  than  ethanol  and  coffee  beans 
in  Brazil.  There's  money.  By  Helen  Coster 


Brazil's  benchmark  stock 
market  index,  the  Bovespa,  is 
hovering  around  an  alltime  high, 
and  the  economy  is  booming.  Gross 
domestic  product  looks  set  to  hit  the  gov- 
ernment's forecast  of  4.4%  growth.  Public 
debt  as  a  percentage  of  GDP  is  50%,  down 
from  almost  60%  in  2002.  The  cost  of  bor- 
rowing money  overnight  peaked  at  26.5% 
in  2003  and  is  now  down  to  12%. 

"Interest  rates  are  still  quite  high,"  says 
Donald  Elefson,  portfolio  manager  of  the  Ex- 
celsior Emerging  Markets  Fund,  "but  it's  a  lot 
cheaper  to  borrow  now  than  it  has  been  at 
other  times  over  the  past  ten  years."  Falling 
interest  rates  have  led  to  a  big  increase  in  res- 
idential mortgage  lending.  Such  developments 
help  explain  why  some  Brazilian  banks 
posted  record  profits  last  year. 

Three  big  Brazilian  banks  are  available  to 
U.S.  investors  as  American  Depositary  Re- 
ceipts: Banco  Bradesco,  Banco  Itau  and 
Uniao  de  Bancos  Brasileiros  (Unibanco). 
They  are  all  expensive  at  between  2.8  and  4.2 
times  book,  whereas  Citigroup,  Bank  of 
America  and  JRMorgan  Chase  sell  for  between 
1.4  and  2.2  times  book.  But  pent-up  loan 
demand  in  an  economy  that  is  seeing  lower 
inflation  and  interest  rates  may  imply  a  higher 
growth  rate  going  forward. 


Could  you,  instead,  buy  a  non-Brazil- 
ian bank  that  can  get  a  piece  of  Brazilian 
growth?  You  could,  but  only  a  few  big  ones — 
namely,  ABN  Amro,  Banco  Santander  and 
HSBC — have  a  sizable  presence  in  Brazil. 
Excelsior's  Elefson  believes  that  the  indus- 

Money  Exchangers 


Security  analysts  reporting  to  Thomson 
IBES  expect  Banco  Itau  to  deliver  17%  an- 
nualized- earnings  growth  over  the  next  three 
to  five  years.  The  bank's  ADRs  sell  for  15  times 
their  2007  consensus  earnings  forecast 

Unibanco  is  Brazil's  third-largest 
nongovernment  bank.  It  has  grown,  in 
part,  because  of  its  1995  acquisition  of 
Banco  Nacional,  which,  along  with  several 
big  financial  houses,  went  bankrupt 
during  the  country's  banking  meltdown  in 
the  mid-1990s.  The  bank  is  still  controlled 
by  its  founders,  the  Moreira  Salles  family. 
Unibanco  trades  at  1 3  times  estimates  for 
2007  earnings.  Long-term  earnings 
growth  is  forecast  at  14%. 


These  Brazilian  banks  stand  to  benefit  from  Brazil's  growing  economy — the  world's 
ninth  largest  Some  may  also  be  takeover  targets. 


COMPANY 

PR 

CE 

2007 
EST  P/E 

MARKET 
VALUE 
($BIL) 

RECENT 

52-WEEK 
HIGH 

Banco  Bradesco 

$25.83 

$26.51 

14 

$51.7 

Banco  Itau 

45.70 

46.41 

15 

55.8 

Unibanco  Group 

112.61 

116.14 

13 

26.8 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  All  companies  trade  in  the  U.S.  as  ADRs. 

Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet 

Research  Systems. 


try  will  see  more  foreign  acquisitions  over 
the  next  six  months,  such  as  France's  Societe 
Generale's  reported  $415  million  purchase 
of  Banco  Cacique  in  February.  He  thinks  that 
Banco  Itau  and  Unibanco  could  be  targets. 

Banco  Itau  has  assets  of  $92  billion, 
and  last  year  its  deposits  grew  21%.  Its 
strength  is  in  auto  lending  and  credit 
cards.  In  May  it  acquired,  from  Bank  of 
America,  BankBoston's  operations  in 
Brazil,  Chile,  and  Uruguay. 


Bradesco  is  Brazil's  largest  private- 
sector  bank  and  the  country's  third- 
largest  financial  services  company.  It 
derives  two-thirds  of  its  net  income  from 
its  banking  and  the  remaining  third  from 
its  insurance  subsidiary.  In  January  it 
purchased  Banco  BMC,  a  bank  that  lends 
to  civil  servants. 

A  number  of  banks,  including  midsize 
banks  Banco  Pine  and  Sofisa,  have  had 
recent  public  offerings  in  Brazil.  F 


tLUtmi  American  Depositary  Receipts  With  Estimates  Rising 

These  ADRs  have  had  at  least  a  20%  increase  since  April  in  the  consensus  estimate  for  2007  profits  per  share.  — Paul  M.  Murdock 


PRICE 

3-MONTH 

ESTIMATED 

MARKET 

52-WEEK 

2007 

2007 

% 

EPS 

VALUE 

COMPANY/COUNTRY 

INDUSTRY 

RECENT 

HIGH 

EST  P/E 

EST  EPS 

CHANGE1 

GROWTH2 

(SBIL) 

Brasil  Telecom  Participacoes/Brazil 

telecom 

$60.97 

$64.15 

18 

$3.32 

29% 

30% 

$6.4 

Genesis  Lease/Ireland 

leasing 

27.83 

28.61 

26 

1.06 

29 

14 

02Micro  Intl/Cayman  Islands 

semiconductors 

10.39 

11.00 

31 

0.33 

38 

30 

Portugal  Telecom/Portugal 

telecom 

13.86 

14.38 

16 

0.86 

37 

17 

15.4 

Shanda  Interactive  Entertainment/China 

online  gaming 

28.50 

30.63 

20 

1.46 

21 

20 

2.0 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  All  companies  trade  in  the  U.S.  as  ADRs.  Upward  revision  of  the  next  fiscal  year's  consensus  eamings-per-share 
estimate.  ^Annualized;  projected  over  next  three  t6  five  years.  Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data,  Thomson  IBES  and  Worldscope 
via  FactSet  Research  Systems. 
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ETFs: 
The  Innovation 
Continues 


Exchange  traded  funds  (ETFs) 
from  A  to  Z  are  hitting  the  market 
at  an  ever-increasing  pace,  and  the 
end  is  nowhere  in  sight. 


By  Marsha  Zapson 


ETFS  HAVE  BECOME  ONE  OF  THE  MORE  INNOVATIVE  AREAS  OF 
the  mutual  fund  industry.  New  ETFs  designed  by  big  names  in  the  investment 
world,  as  well  as  newcomers,  are  hitting  the  market  at  a  breathtaking  clip.  Barely 
a  week  goes  by  when  some  fund  company  is  not  preparing  to  launch  a  suite  of  ground- 
breaking ETFs. 

It's  no  surprise  that  much  of  their  appeal  stems  from  their  simplicity  and  flexibility.  ETFs  are 
index  funds  that  hold  baskets  of  securities  and  trade  like  stock  at  market-detemuned  prices  on 
an  exchange.  They  are  low-cost  mutual  funds  that  can  be  bought  and  sold  through  a  broker  at 
normal  commissions. 

"The  U.S.  is  still  the  main  driver  for  global  ETF  growth,"  says  Debbie  Fuhr,  managing  direc- 
tor at  Morgan  Stanley  in  London.  As  she  points  out,  the  U.S.  offers  the  largest  number  of  funds 
—  totaling  around  450  —  and  the  assets  in  those  funds  reached  a  collective  $428.4  billion  at  the 
end  of  this  year's  first  quarter. 

Since  the  beginning  of  2007,  some  100  new  ETFs  hit  the  market,  and  there  are  an  unbeliev- 
able 350-plus  currently  in  registration  awaiting  the  approval  of  the  Securities  and  Exchange 
Commission.  Not  all  will  make  it  to  market  this  year,  but  most  will.  The  ETF  production  line  is 
not  slowing  down.  If  a  concept  for  a  new  ETF  surfaces,  it  trades. 


THE  ETF  ADVANTAGE 

There  are  ETFs  that  hold  com- 
modities like  oil  or  gold,  and  ETFs 
that  provide  exposure  to  domestic 
or  international  markets.  There  are 
broad  and  narrow  ETFs,  equity 
ETFs  and  bond  ETFs,  sector  ETFs 
and  ETFs  that  cover  the  globe. 
Each  ETF  provides  diversified 
exposure  to  its  specific  market 
in  one  cheap  and  easy  trade. 
Investors  today  can  add  ETFs  cov- 
ering just  about  every  facet  of  the 
capital  markets  to  their  portfolios, 
thereby  implementing  a  host  of 
strategies. 

Because  ETFs  can  be  sold  short, 
even  on  a  downtick,  investors  from 
institutional  to  individual  can  go 
long  or  short  entire  segments  of  the 
global  market,  thereby  hedging  their 
portfolios  against  market  and  single- 
stock  risk.  ETFs  also  provide  alter- 
natives to  futures  and  the  foreign 
exchange  and  commodities  markets 
for  investors  who  cannot  or  do  not 
want  to  open  futures  accounts. 

With  all  these  ETFs  and  fund 
companies  in  the  market  today,  how 
can  savvy  investors  find  the  right 
ETF  for  their  portfolio?  A  good  place 
to  start  is  with  the  index  that  under- 
lies the  ETF.  There  are  traditional 
cap-weighted  indexes,  such  as  the 
Standard  &  Poor's  500,  that  weight 
stocks  by  market  capitalization;  there 


are  price-weighted  indexes,  such  as 
the  Dow  Jones  Industrial  Average, 
that  weight  stocks  by  price;  there  are 
equal-weighted  indexes,  like  the 
Standard  &  Poor's  500  Equal  Weight, 
that  weight  index  constituents  equal- 
ly; there  are  fundamen tally  weighted 
indexes  that  weight  stocks  by  some 
"fundamental"  measure  of  value  like 
dividends  or  book  value  or  earnings; 
and  there  are  the  enhanced  indexes 
that  add  a  touch  of  alpha  to  passive 
management. 

CLEVER  NEW  WAYS 
TO  INVEST 

Among  the  families  of  fundamentally 
weighted  ETFs  in  the  market  today, 
the  PowerShares  Capital  Manage- 
ment FTSE  RAFI  suite  of  1 1  mid- 
and  small-cap,  total  market  and 
sector  ETFs  are  designed  to  provide 
investors  with  alternative  market 
views.  Where  most  ETFs  track 
indexes  that  overweight  component 
stocks  based  on  market  cap  — 
thereby  skewing  the  market  view, 
say  proponents  of  fundamental 
indexing  —  these  ETFs  track  indexes 
that  weight  their  components  based 
on  sales,  cash  flow,  book  value,  and 
dividends.  As  a  result,  smaller  com- 
panies are  given  prominence. 

Some  of  the  more  innovative 
work  being  done  in  the  ETF  indus- 
try today  can  be  found  in  Power- 


Shares  funds  that  track  indexes 
called  Intellidexes.  These  indexes, 
which  are  designed  and  maintained 
by  the  American  Stock  Exchange, 
identify  inefficiencies  in  the  market 
to  provide  opportunities  for  outper- 
formance.  Using  rules-based  quan- 
titative analysis,  these  "intelligent" 
indexes,  as  PowerShares  describes 
them,  bring  a  hint  of  active  man- 
agement to  the  ETF  world. 

ETFs  are  burgeoning,  and  while 
there  are  many  unique  ones 
already  in  the  market,  like  China 
and  Russia  ETFs,  a  sector  rotation 
ETF,  and  nanotechnology  and  steel 
ETFs,  there  are  also  innovative 
ETFs  in  the  pipeline.  As  this  issue 
of  Forbes  went  to  press,  Power- 
Shares  was  preparing  global  water 
and  global  clean  energy  ETFs  for 
launch,  while  other  providers  were 
looking  to  create  ETFs  designed  to 
measure  "intangibles,"  like  cus- 
tomer loyalty.  There  is  nothing 
truer  at  this  point  in  the  evolution 
of  ETFs  than  to  say  that  the  cre- 
ativity continues.  ♦ 
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Leading  the  Intelligent  ETF  Revolution 

Some  of  the  more  innovative  work  among  ETF  providers  today  is  still  being  done  by  PowerShares  Copil 
Management,  the  Wheaton,  Illinois-based  firm  that  first  introduced  enhanced  indexing  —  or  indexes  that  add  vali 
—  to  the  ETF  world  four  years  ago.  Today,  PowerShares  continues  to  lead  that  charge. 
With  over  70  PowerShares  ETFs  providing  exposure  to  just  about  every  conceivable  corner  of  the  capital  marke 
PowerShares'  ETFs  are  built  on  a  tripod  of  innovative  factors  including: 

•  Intelligent  Indexes  called  Intellidexes,  which  serve  as  the  basis  for  many  PowerShares'  ETFs:  they  provide  preci 
exposure  to  a  variety  of  markets  and  identify  stocks  with  investment  merit. 

•  Intelligent  Exposure,  which  forms  the  basis  of  PowerShares'  FTSE  RAFI  fundamentally  weighted  ETF  family:  tl> 
PowerShares  family  of  ETFs  provides  an  alternative  to  the  prevailing  cap-weighted  investable  universe  of  ETFs. 
Intelligent  Access,  which  is  found,  for  example,  in  the  Water  Resources  or  Clean  Energy  ETFs:  these  ETFs  offer  efficie 
access  to  compelling  markets  as  well  as  markets  that  may  be  difficult 
for  individual  investors  to  access,  like  commodities  or  currencies.  QQQ, 

the  most  heavily  traded  ETF  worldwide,  falls  into  this  category.  I  pOWG.T SHARED 

In  a  crowded  market,  PowerShares  is  innovation  times  three.  Xchange  traded  fundi 


power  SHARES 


Xchange  traded  funds 


n  investor  should  consider  our  funds'  investment  objectives,  risks,  charges  and  expenses  carefully  before  investing.  For 
is  and  more  complete  information  about  our  funds  call  800.983.0903  or  visit  the  website  www.powershares.com  for 
prospectus.  Please  read  the  prospectus  carefully  before  investing. 

I  M  Distributors,  Inc.  is  the  distributor  of  the  PowerShares  Exchange-Traded  Fund  Trust. 


2007  PowerShares  Capital  Management  LLC 


After  Fidel 

Don't  wait  for  a  regime  change.  Invest  in  Cuba  now. 

By  Alex  Davidson 


LAST  SUMMER,  WHILE 
the  dictator  who  has 
ruled  for  almost  half 
a  century  lay  hospi- 
talized with  intes- 
tinal problems,  two  men  at  the 
University  of  Miami  started 
planning  for  the  post-Castro 
era.  Jorge  Pihon,  a  former  BP  ex- 
ecutive, and  Jaime  Suchlicki,  for- 
mer director  of  the  university's 
Research  Institute  for  Cuban 
Studies,  created  the  Cuba  Busi- 
ness Roundtable  to  provide  U.S. 
businesses  with  information 
they  will  need  should  America 
end  its  now  46-year-old  em- 
bargo against  the  Castro  regime. 

The  group  has  24  unidenti- 
fied member  companies.  They 
pay  $10,000  a  year  to  receive 
monthly  updates,  participate  in 
conference  calls  to  discuss  the 
news  on  Cuba  and  receive 
reports  on  how  industries  are 
doing  on  the  island.  "We're 
telling  people  this  won't  be  like 
eastern  Europe,"  Suchlicki  says 
of  a  postembargo  Cuba.  "It's 
going  to  be  gradual  change." 

Prior  to  the  1961  embargo 
80%  of  Cuba's  trade  was  with 
the  U.S.  Today  the  Netherlands  and 
Canada  are  the  two  biggest  recipients  of 
Cuban  exports  (mostly  metal  ore,  sugar 
and  tobacco);  Cuba  imports  petroleum, 
grain  and  electrical  equipment  from 
Venezuela  and  China.  The  U.S.  is  the  only 
country  that  bars  its  citizens  from  doing 
business  in  Cuba  and  with  Cuban  entities. 

With  11  million  people  Cuba  is 
smaller  than  communist  Vietnam,  with  85 
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million  people,  and,  of  course,  China,  with 
1.3  billion.  And  Cubans  are  too  poor  to 
buy  most  imported  goods,  limiting  any 
initial  postembargo  market  for  consumer 
products.  The  per  capita  gross  domestic 
product  in  2006  was  $3,900,  according  to 
U.S.  government  figures.  "You're  not  going 
to  have  20  Home  Depots  and  20  Wal- 
Marts,"  Pinon  says. 

It's  the  location  and  natural  resources 


that  attract.  Cuba  gets  2  million  visitors  a 
year  and  will  appeal  to  hotel  companies 
and  cruise  operators,  as  well  as  to  corpo- 
rate farmers  in  need  of  equatorial 
sunshine.  As  for  its  resources,  joint  ven- 
tures in  Cuba  with  the  nickel  and  cobalt 
industries  brought  in  $1.3  billion  in  2005, 
while  estimates  of  offshore  oil  reserves  are 
at  5  billion  barrels  and  of  natural  gas 
reserves  at  10  trillion  cubic  feet. 


168 


Thomas  J.  Herzfeld  started  his  Herz- 
feld  Caribbean  Basin  Fund  in  1994,  with 
the  ticker  CUBA  (no  coincidence).  He  put 
up  $10  million  and  underwrote  it  through 
his  brokerage  firm.  Nasdaq-listed  shares 
of  the  closed-end  fund,  whose  invest- 
ments are  primarily  in  U.S.  stocks  and 
companies  in  Mexico,  the  Cayman  Islands 
and  Panama,  are  down  11%  this  year  to 
date  but  up  17%  a  year  since  inception. 
For  comparison,  Morgan  Stanley  Capital 
International's  EAFE  Index  of  foreign 
stocks  shows  a  gain  of  10%  year-to-date 
and  12%  a  year  since  Herzfeld  launched 
his  fund.  With  $16  million  in  assets  this 
tiny  fund  sells  at  a  steep  36%  premium  to 
net  assets.  That  alone  makes  it  a  bad  buy; 
3.4%  in  annual  expenses  is  another  rea- 
son to  stay  away. 

But  you  can  knock  off  the  fund's 
positions.  The  biggest:  Florida  East  Coast 
Industries,  a  holding  company  with  inter- 
ests in  real  estate  and  railroads;  Consoli- 
dated Water,  a  seawater-desalination 
plant  operator;  Seaboard  Corp.,  a  pork 
and  shipping  firm;  Watsco,  which  sells 
air-conditioning,  heating  and  refrigera- 
tion equipment;  and  Royal  Caribbean,  a 
cruise  line. 

Herzfeld  tells  eager  investors  that  a 
postembargo  Cuba  is  all  about  the  ABCs: 
"A"  for  aircraft,  air-conditioning,  autos  and 
agriculture;  "B"  for  boats,  buildings,  boat- 
yards and  banking;  and  "C"  for  cigars, 
casinos  and  cement. 

Cuba,  Si  


Florida  East  Coast  fits  none  of  those 
categories.  Herzfeld  likes  it  because  it  runs 
the  main  freight  railroad  between  Jack- 
sonville and  Miami,  a  likely  key  line  for 
goods  in  a  postembargo  Cuba.  He  thinks 
the  company  would  operate  a  rail  barge  to 
and  from  Cuba,  whose  railroad  gauge  is 
the  same  as  in  the  U.S.  This  stock,  which  is 
up  40%  since  the  start  of  the  year,  sells  for 
an  expensive  57  times  its  Thomson  IBES 
2007  consensus  earnings  forecast. 

Seaboard  operates  most  of  the  con- 
tainer ships  in  the  Caribbean  and  has  a 

Its  economy  is 
a  wreck,  but  Cuba's 
location  and 
resources  have 
great  potential. 

hand  in  the  food  business,  so  it's  already 
positioned  to  take  advantage  of  any 
increase  in  trade  in  the  region.  Herzfeld's 
fund  holds  positions  in  two  cruise  compa- 
nies: Royal  Caribbean  and  Carnival. 
Roughly  half  the  revenue  of  each  operator 
comes  from  the  Caribbean;  Herzfeld  says 
that  revenue  would  double  once  access  to 
Cuba  was  granted. 

Another  holding,  Trailer  Bridge,  is  a 
trucking  and  marine-freight  company 
that  just  won  a  deal  to  ship  Ford  vehicles 


These  U.S.  and  foreign  companies  are  poised  to  benefit  from  a  regime  change  in  Cuba. 


COMPANY/COUNTRY 

INDUSTRY 

PRIfF 

2007 
EST  P/E 

MARKET 
VALUE 
(SBIL) 

RECENT 

52-WEEK 
HIGH 

CarnivalVPanama 

cruise  lines 

$49.71 

$52.73 

17 

$31.0 

Consolidated  Water/Cayman  Islands 

utility 

26.19 

28.98 

32 

0.4 

Florida  East  Coast  Industries/U  S 

railroads 

83.87 

85.75 

57 

3.0 

Royal  Caribbean  Cruises/Liberia 

cruise  lines 

42.26 

46.36 

14 

8.9 

Seaboard/US. 

food 

2,430.00 

2,699.00 

NA 

3.1 

Teco  Energy/U  S. 

utility 

17.16 

18.58 

16 

3.6 

Telecom  Italia/Italy 

telecom 

28.55 

32.66 

16 

51.9 

Trailer  Bridge/U  S. 

trucking 

12.91 

13.50 

NA 

0.2 

Watsco  U  S 

building  equipment 

58.62 

64.46 

18 

1.6 

All  figures  are  in  U.S.  dollars.  Prices  as  of  June  15.  All  companies'  shares  listed  on  U.S.  exchanges.  'Dual-listed;  headquarters 
in  Panama  and  the  U.K.  Figures  are  for  Carnival  Corp.  NA:  Not  available. 

Sources:  Bloomberg  Financial  Markets;  FT  Interactive  Data,  Thomson  IBES  and  Worldscope  via  FactSet  Research  Systems. 

to  Puerto  Rico.  Trailer  Bridge  has  only 
$112  million  in  latest  12-month  revenues, 
but  Herzfeld  likes  it  because  its  ships  have 
shallow  drafts.  Only  3  of  Cuba's  14  ports 
have  water  at  least  65  feet  deep. 

For  investors  looking  to  capitalize  on 
Cuba's  energy  resources,  things  get  trick- 
ier. Its  reserves  would  not  add  much 
immediately  to  the  profits  of,  say,  an 
ExxonMobil,  while  smaller  operators 
might  have  a  hard  time  because  of  the 
high  cost  of  offshore  drilling— as  much  as 
$1  billion  per  platform. 

Nevertheless,  the  potential  for  Cuba  is 
substantial  enough  that  it  warrants  atten- 
tion from  both  investors  and  speculators. 
Foreign  operators  are  already  flocking  to 
Cuba's  waters.  Cuba  looks  likely  to  get  a 
share  of  the  "Eastern  Gap,"  a  portion  of 
the  Gulf  of  Mexico  fields  that  will  ulti- 
mately be  split  with  Mexico  and  the  U.S., 
according  to  Pinon.  This  is  in  addition  to 
the  North  Cuba  Basin's  reserves. 

Another  company  likely  to  benefit  is 
Teco  Energy,  which  owns  Tampa  Electric 
and  Teco  Guatemala  and  has  other  units 
dealing  with  natural  gas,  coal,  synthetic 
fuels  and  waterborne  transportation. 

While  America  sits  on  the  sidelines, 
there  are  258  foreign  joint  ventures  and 
115  cooperative  production  contracts 
currently  in  Cuba.  Among  these  are 
Canada's  Sherritt  International,  which 
has  invested  more  than  $500  million  in 
onshore  oil  and  gas  exploration.  Oil 
companies  from  Spain, 
India,  Malaysia  and  Nor- 
way, as  well  as  Sherritt, 
now  hold  16  offshore 
deepwater  blocks;  Brazil's 
Petrobras  is  also  rumored 
to  be  expressing  interest. 
Lloyd's  of  London  has 
been  in  the  reinsurance 
business  in  Cuba,  while 
Telecom  Italia  is  a  share- 
holder in  Etecsa,  Cuba's 
national  phone  company. 

"We're  seeing  the  post- 
Castro  era  unfold  right 
before  our  eyes,"  says  Kirby 
Jones,  founder  and  presi- 
dent of  the  U.S.  Cuba  Trade 
Association.  F 
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Truckin' 


T 


I  he  automotive  market  may  be  cracking  an  axle, 
but  one  part  of  it  is  cruising  along  smoothly — 
venerable  CUMMINS  (101,  CMl),  maker  of  diesel 
engines  for  trucks.  Yes,  North  American  truck 
production  is  down.  Diversification-minded 
Cummins,  though,  has  positioned  itself  for  the  long  haul. 

Last  year's  results  were  stellar:  earnings  up  30%  to 
$715  million  on  sales  of  $1 1.4  billion,  up  15%. 
The  first  quarter  of  2007  saw  net  income  climb 
6%  and  revenue  5%. 

Cummins'  China  strategy  is  one  happy  rea- 
son, says  Wall  Street  Access  analyst  Charlie 
Rentschler.  Last  year  Cummins  sold  $1.2  bil- 
lion of  goods  in  China.  The  company  expects 
that  number  to  triple  in  three  years.  Cummins 
is  the  largest  foreign  investor  in  Chinas  diesel-engine  industry, 
with  seven  joint  ventures.  The  company  is  banking  on  the  pell- 
mell  construction  of  China's  highway  system.  That  means  a  lot 
more  heavy-duty  trucks,  with  1 1 -liter  and  13-liter  engines. 

Then  there's  U.S.  regulatory  manna.  New  federal  truck  emis- 
sions standards  are  taking  effect  in  2010,  and  Cummins  sells  the 
cleaner  engines  needed.  It  is  also  investing  in  diesel  use  for  pas- 
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senger  cars  and  light  trucks,  which  the  company  expects  will 
make  up  25%  of  the  U.S.  market  in  eight  to  ten  years.  Cummins 
committed  $250  million  to  the  effort  last  year  and  started  pro- 
ducing 2.8-  and  3.8-liter  engines  for  cars. 

While  Cummins'  stock  is  up  82%  over  the  past  12  months,  its 
trailing  price/earnings  multiple  is  14,  below  rival  Caterpillar's  15  and 
the  industry's  22  average.  — Tatiana  Serafin 
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Double  Down 

Unlike  the  glitzy  palaces  on  the  Las  Vegas 
Strip,  BOYD  GAMING  (49,  BYD)  has  long 
favored  the  low  end,  with  seedy  old  gam- 
bling halls  catering  to  Vegas  residents.  In 
recent  years,  however,  Boyd  has  moved  up 
the  income  scale.  It  is  co-owner  (with 
MGM  Grand)  of  the 
dazzling  Borgata  in 
Adantic  City.  And  it  just 
broke  ground  for  the 
5,000-room,  $4.8  billion 
Echelon  on  the  Strip. 

But  expansion  has 
clipped  its  financial  results.  Last  year  rev- 
enue and  earnings  were  flat.  In  this  year's 
first  period  revenue  dipped  12%  to  $517 
million,  and  net  income  would  have  been 
negative  if  not  for  a  one-time  gain  via  an 
asset  sale. 

Still,  the  stock  lately  has  edged  up 
amid  a  welter  of  takeovers  in  the  gambling 
world.  Latest  deal:  the  $6. 1  billion  private 


equity  buyout  of  Penn  National.  To  Den- 
nis Forst,  managing  director  at  KeyBanc 
Capital  Markets,  Boyd  makes  a  great  tar- 
get. Boyd  stock  remains  affordable,  with  a 
16  P/E  versus  the  sector  average,  27. 

— Peter  J.  Schwartz 

Grim  Prognosis 

Biotech  firms  live  precariously,  and  you 
have  to  admire  their  gumption.  Every 
once  in  a  while,  though,  one  gets  a  grand 
slam.  Look  at  PHARMION  (29,  PHRM)  and  its 

drug  Vidaza,  which  treats  myelodysplastic 
syndrome,  a  blood  condition  that  often 
involves  anemia  and  can  be  the  precursor 
to  leukemia.  Sales  of  the  drug  make  up 
60%  of  Pharmion's  revenue.  The  stock  is 
up  83%  in  a  year. 

The  problem,  notes  Zacks  Equity  Re- 
search analyst  Grant  Zeng,  is  that  the  drug's 
growth  rate  is  slowing.  Reason:  A  compet- 
ing drug  from  Celgene  and  MGI/SuperGen 
has  just  won  federal  approval. 

Meanwhile,  sales  of  Pharmion's  second- 


Stock  price 


largest  drug,  used  to  combat  multiple 
myeloma  (a  cancer  of  blood-producing 
cells),  dropped  2%  last  year.  Called  Thalido- 
mide Pharmion,  it  is  an  adaptation  of  the 
infamous  antinausea  drug  banned  in  the 
1960s  for  causing  birth  defects.  Pharmion 
can't  sell  it  in  the  U.S.  but  is  banking  on  Eu- 
ropean Union  marketing  approval.  Too 
bad  a  similar  treatment — 
backed  by  powerhouse 
Johnson  &  Johnson — 
already  has  an  EU  okay. 

While  Pharmion's 
sales  were  up  8%  in 
2006  to  $239  million, 
the  bottom  line  was 
turned  red  by  stock 
compensation  and  a  one-time  acquisition 
charge. 

The  company  is  struggling  to  come  up 
with  more  offerings,  but  these  will  take  a 
while.  The  near-term  outlook  isn't  good, 
and  the  stock  didn't  deserve  the  run-up. 
Short  it.  — David  Armstrong 
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DUBAI  2015 
STRATEGIC  PLAN 

DYNAMIC  GROWTH  WITH  VISIONARY  LEADERSHIP 


)ubai  Strategic  Plan  2015  is  a  master  plan  for  the  city.  The  Dubai  government 
has  made  it  clear  that  this  blueprint  will  solidify  the  city's  position  as  the 
world's  leading  destination  for  commerce  and  economic  success. 

Dver  the  past  two  decades,  Dubai  has  become  world  renowned  for  numerous 
ichievements.  From  its  prime  location  in  the  heart  of  the  Arabian  Gulf,  Dubai 
has  benefited  as  a  major  trade  and  business  hub  between  the  East  and  West. 

Today,  Dubai  is  a  cosmopolitan  city  of  more  than  1.5  million  people.  And 
if  its  visual  transformation  over  the  past  20  years  is  any  indication,  then 
it  truly  is  a  success  story  like  no  other.  Its  developed  infrastructure  and 
leading  international  business  standards  and  laws  continue  to  attract  the  best 
companies  and  brightest  minds  from  around  the  world. 
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A  ripple  begins  as  a  single  droplet,  before  its  beautiful 
effect  can  be  seen  all  across  the  water.  Emirates  now 
flies  to  over  80  destinations  spanning  six  continents 
and  is  seen  just  about  everywhere. 
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The  Emirates  global  network.  Fly  Emirates.  Keep  discovering. 
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Something  Special  Is  Happening  in  Dubai 


rhis  is  a  common  observation 
from  many  first-time  visitors  to 
Dubai,  but  it  carries  greater 
'eight  today  for  one  simple  reason: 
•ubai  is  a  city  that  means  business.  It 
so  has  the  figures  to  back  up  its 
emendous  economic  feats. 
GDP  rose  263%  between  1990  and 
303,  proof  of  Dubai's  status  as  the 
stest-growing  city  on  earth.  With  a 
apulation  that  is  expanding  5%  annually 
id  the  number  of  tourists  projected  to 
ach  15  million  by  the  end  of  the 
:cade,  the  city  is  well  on  its  way  to 
istaining  growth  for  years  to  come. 
But  for  His  Highness  Sheikh 
lohammed  bin  Rashid  Al  Maktoum, 
nited  Arab  Emirates  (UAE)  Vice 
resident  and  Prime  Minister  and  Ruler 
7  Dubai,  this  is  only  the  beginning. 
Sheikh  Mohammed  announced  the 
wernment's  bold  vision  with  his 
ubai  Strategic  Plan  2015  and  high- 
*hted  how  Dubai  will  become  the 
ty  of  the  future. 

The  Strategic  Plan  for  Dubai  is  based 
i  five  indicators: 

1)  Economic  Development 

2)  Social  Development 

3)  Infrastructure,  Land  and  Environment 

4)  Security,  Justice  and  Safety 

5)  Government  Excellence 
According  to  the  Dubai  Strategic  Plan, 
stained  economic  development  is 
ised  on  six  vertical  building  blocks: 
ivel  and  tourism,  financial  services, 
ofessional  services,  transportation  and 
gistics  services,  trade  and  storage,  and 
mstruction. 

In  addition  to  the  six  vertical  building 
Dcks,  the  Dubai  Strategic  Plan  2015 
ghlights  seven  horizontal  enablers: 
iman  capital;  productivity;  science, 
chnology  and  innovation;  costs  of 
dng  business  and  living;  quality  of  life; 
onomic  policy  and  institutional  frame- 
)rk;  and  laws  and  regulations. 
The  six  vertical  building  blocks, 
upled  with  the  seven  horizontal 
ablers,  are  evidence  of  the  meticulous 
ention  to  detail  that  Sheikh 
ohammed  and  his  government  have 
pwn  toward  Dubai's  future. 
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HH  Sheikh  Mohammed  bin  Rashid  Al 
Maktoum,  Vice  President  and  Prime 
Minister  of  the  UAE  and  Ruler  of  Dubai 

Already  recognized  as  the  leading 
financial  services  hub  for  the  region,  and 
home  to  a  premier  aviation  industry,  an 
ever-growing  tourism  sector  and  a 
vibrant  real  estate  market,  Dubai  is  set  to 
cement  its  position  as  an  economic 
powerhouse  based  on  diverse  and 
innovative  revenue  streams. 

The  implementation  of  this  proposed 
strategic  growth  path  will  drive  GDP 
growth  to  397  billion  dirhams  (US$108 
billion)  by  2015  and  increase  per  capita 
GDP  to  US$44,000.  This  approach  will 
strengthen  Dubai's  healthy  economic 
mix  by  ensuring  a  focus  on  key  sectors 
while  further  promoting  diversification. 

The  development  and  advancement 
of  Dubai's  economy  and  infrastructure 
play  an  important  role  in  its  strategy 
for  a  brighter  future.  But  as  Sheikh 
Mohammed  highlights  in  the  Dubai 
Strategic  Plan  2015,  the  future  of  Dubai 
is  not  only  about  infrastructure  and  towers. 
It  is  about  people,  with  a  particular 
emphasis  on  social  development  —  a 
vital  issue  for  Sheikh  Mohammed. 

Dubai's  government  and  leaders  have 
embarked  on  a  positive,  holistic  plan  for 
its  future  with  concrete  goals  within 
grasp.  Excellent  governance  set  with 
strong  corporate  responsibility  and 
social  development  will  truly  make 
Dubai  a  city  where  the  future  begins.  ■ 
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Dubai  is  experiencing  an  era  of  phenomenal  growth  and  development.  The  vision  is  clear;  the  path  to 
achieving  it  is  obvious.  Dubai  World  is  building  the  future  of  Dubai.  Our  portfolio  includes  diverse 
and  proven  collection  of  successful  international  companies  that  represent  a  broad  range  of  industries. 
We  develop  iconic  landmark  projects,  professionally  manage  marine  terminals  and  ports  across  five 
continents  and  invest  in  prime  real  estate  around  the  world. 


We  are  a  corporate  growth  engine  delivering  distinction.  We  are  Dubai  World. 
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Dubai  Department  of  Civil  Aviation:  Clear 
for  Another  Takeoff 

Dnce  again.  Sheikh  Ahmed  has  led  a  record-breaking  performance  for  Dubai's 
aviation  hub. 


There  are  very  few  clouds  on  the 
horizon  as  far  as  His  Highness 
Sheikh  Ahmed  bin  Saeed  Al- 
4aktoum,  president  of  the  Dubai 
department  of  Civil  Aviation  (DCA),  is 
oncerned.  Once  again,  he  has  led  a 
ecord-breaking  performance  for 
Xibai's  aviation  hub.  Passenger  numbers 
re  up  and  rising;  brand-new  planes 
tainted  with  the  colors  of  Emirates 
Urline,  of  which  he  is  chairman  and 
hi ef  executive,  are  landing  at  the  rate  of 
me  a  month;  and  next  April  there  will 
>e  another  super-terminal  and  con- 
ourse  opening  its  gates  as  Dubai  gears 
ip  for  a  surge  in  airline  traffic. 

DCA,  which  manages  Dubai  Inter- 
Lational  Airport's  two  existing  terminals, 
landled  more  than  8  million  passengers 
i  the  first  quarter  of  this  year,  up  18% 
iver  the  same  period  last  year.  "At  this 
ite,  we  should  be  handling  close  to  35 
lillion  passengers  in  2007,"  says  Sheikh 

dimed.  This  is  roughly  half  the  passenger  number  that  the 
epartment  expects  will  pass  through  Dubai  by  2010. 

Dubai  International  Airport  is  on  course  to  top  last  year's 
umber  of  29  million  passengers,  who  traveled  through  what 
as  become  an  international  aviation  hub  and  a  gateway  to  one 
f  the  fastest-growing  cities  in  the  world.  Dubai  is  connected 
3  more  than  194  destinations  through  a  network  of  113 
iternational  airlines. 

And  the  journey  has  only  just  begun. 

Itrong  Direction  for  the  Future 

This  year,  His  Highness  Sheikh  Mohammed  bin  Rashid  Al 
4aktoum,  UAE'sVice  President  and  Prime  Minister  and  Ruler 
f  Dubai,  published  his  Dubai  Strategic  Plan  2015. 

DCA  and  the  award-winning  flagship  carrier,  Emirates,  are 
Tiong  the  key  building  blocks  for  the  2015  Plan,  which  focuses 
n  tourism,  trade,  transportation  and  finance,  and  ultimately 
ms  to  triple  GDP  to  US$108  billion  by  2015. 

DCA  is  expanding  the  current  international  airport  with 

new  terminal,  Terminal  3.  Terminal  3  includes  Concourses 


HH  Sheikh  Ahmed  bin  Saeed  Al-Maktoum, 
President,  Dubai  Department  of  Civil  Aviation, 
Chairman  and  Chief  Executive, 
Emirates  Airline  and  Group 


2  and  3,  and  one  concourse  will  be 
dedicated  to  Emirates.  The  facility  will 
be  able  to  handle  43  million  people, 
increasing  total  capacity  of  both  airports 
to  75  million  people. 

Sheikh  Ahmed  is  also  opening  up 
new  markets  for  both  Emirates  and 
DCA  with  new  routes  and  new  aircraft 
purchases,  including  an  order  for  four 
more  Airbus  A380s  on  top  of  the  45 
already  on  order. 

In  October,  Emirates  will  start  flying 
to  Sao  Paolo,  Brazil,  the  airline's  first 
South  American  destination,  while 
Houston  is  a  new  addition  to  the  airline's 
highly  successful  foray  into  the  U.S. 
market  since  its  inaugural  flight  to 
New  York  three  years  ago.  The  launch 
of  services  to  the  U.S.  oil  capital  is 
impeccable  timing,  given  that  oil  services 
giant  Halliburton  is  planning  to  set  up 
a  new  headquarters  in  Dubai. 

DCA  will  also  manage  Dubai  World 
Central  —  the  colossal  aviation  hub  currently  under  construction. 
The  facility  is  being  built  near  the  Jebel  Ali  Free  Zone  area,  a 
man-made  port  that  is  a  massive  structure  reportedly  visible 
from  the  moon. 

Dubai  World  Central  will  cover  140  square  kilometers  and 
will  incorporate  an  airport  with  a  capacity  to  handle  120 
million  passengers.  It  will  also  encompass  the  world's  largest 
multimodal  logistics  hub  for  air,  sea  and  road  services  and  a 
commercial  city  with  more  than  850  high-rise  buildings,  creating 
an  airport  city  that  will  extend  the  Dubai  skyline  beyond  its 
existing  limits. 

"We  are  gearing  up  for  the  strategy  of  His  Highness  Sheikh 
Mohammed.  Part  of  the  Dubai  strategy  is  to  host  15  million 
hotel  guests  in  the  next  five  years,  for  example,"  says  Sheikh 
Ahmed.  "That  is  why  we  are  building  the  airport  to  handle 
such  numbers. 

"There  is  a  lot  of  anticipation  in  the  department,  and  like 
every  year,  we  will  surpass  our  past  achievements  and  exceed 
what  is  expected  of  us,"  says  a  confident  Sheikh  Ahmed  in  the 
foreword  to  the  department's  quarterly  newsletter.  ■ 


ft 


His  Highness  Sheikh  Ahmed  bin  Saeed  Al-Maktoum  is  the  president  of  the  Dubai  Department  of  Civil  Aviation  and  chairman 
and  chief  executive  of  Emirates  Airline  and  Group.  He  is  also  deputy  chairman  of  the  Dubai  Executive  Council,  chairman  of 
DNATA,  chairman  of  Dubai  Airport  Free  Zone  Authority,  and  chairman  of  Dubai  Aerospace  Enterprise,  among  others.  His 
hobbies  include  fishing  and  he  is  a  helicopter  pilot. 

Dubai  Department  of  Civil  Aviation  •  www.dubaiairport.com 
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Dubai  World:  Thinking  Big  and  Ready  for 
New  Growth 

At  the  turn  of  the  20th  century,  Dubai  started  to  transform  itself  from  a  sleepy  fish 
ing  village  into  a  regional  trading  hub  by  slashing  taxes  and  luring  traders  frorr 
neighboring  Gulf  countries. 


Sheikh  Rashid,  the  father  of 
modern  Dubai,  learned  the 
importance  of  trade  very  early  by 
collecting  tariffs  as  a  boy.  As  ruler,  he 
took  the  important  step  of  dredging  the 
creek  in  1959  to  increase  the  flow  of 
shipping  into  the  emirates  expanding 
wharfs,  and  opened  Port  Rashid,  a 
large  deep-water  port,  in  1972. 

Despite  the  growth  in  sectors  such  as 
finance  and  tourism,  trade  continues  to 
act  as  the  emirate's  bedrock.  The  Dubai 
World  umbrella  of  companies  has  con- 
tributed to  the  emergence  of  the  emirate 
as  the  regional  trading  hub,  and  now  has 
larger  ambitions  —  tapping  new  sectors 
and  extending  its  geographical  reach. 

Sultan  Ahmed  bin  Sulayem,  chair- 
man of  Dubai  World,  has  acted  as  a  key 
lieutenant  to  the  UAE'sVice  President 
and  Prime   Minister  and  Ruler  of 

Dubai,  His  Highness  Sheikh  Mohammed  bin  Rashid  Al 
Maktoum,  during  the  emirate's  modern  progression  from 
regional  champion  to  global  player. 

"We  are  always  reviewing  our  strategies  and  what  targets  the 
government  has  set  for  Dubai,"  he  says,  referring  to  His 
Highness  Sheikh  Mohammed's  Dubai  Strategic  Plan  2015. 
"We  envision  that  a  large  part  of  our  business  will  be  overseas, 
and  while  we  are  taking  every  opportunity  here  in  Dubai,  we 
are  keeping  our  eyes  on  opportunities  elsewhere." 

One  Company,  Many  Interests 

Since  its  launch  in  2006,  Dubai  World  has  become  one  of 
the  world's  largest  holding  companies,  with  45,000  employees 
in  over  75  cities  around  the  world,  including  some  of  the 
biggest  names  in  shipping,  leisure  and  real  estate. 

They  include  DP  World,  one  of  the  biggest  port  operators  in 
the  world;  the  venerated  maritime  giant  Peninsular  and  Oriental 
Steam  Navigation  Company  (P&O);  Nakheel,  one  of  the  world's 
biggest  real  estate  developers,  and  Limitless,  Dubai  World's  newly 
created  overseas  real  estate  arm;  Istithmar,  the  ever-expanding 
private  equity  investment  arm,  which  also  has  a  real  estate  and 
leisure  offshoot;  and  other  subsidiaries. 

The  Jebel  All  Free  Zone  (JAFZA),  which  operates  a  huge  busi- 
ness and  warehousing  park  next  to  DP  World's  jewel,  Jebel  Ali  Port, 
is  also  expanding  and  is  set  to  see  more  business  once  the  massive 
aviation  hub  at  nearby  Dubai  World  Central  comes  into  being. 


Sultan  Ahmed  bin  Sulayem,  Chairman, 
Dubai  World 


JAFZA,  too,  is  going  global  in  a  bid  t< 
expand  alongside  sister  firm  DP  Worli 
through  JAFZA  International  an; 
Economic  Zones  World,  which  is  repk 
eating  the  Jebel  Ali  model  in  location 
such  as  Malaysia,  Morocco  and  Djibout 

Global  Growth 

Name  almost  any  country  an 
chances  are  bin  Sulayem  has  an  ey 
on  an  investment  opportunity  there 
perhaps  unsurprisingly  for  a  grou 
that  has  its  foundations  in  servicin 
global  merchants. 

In  March  2006,  DP  World  mad 
history  when  it  bought  P&O  of  th 
U.K.,  which  was  then  the  fourth-large: 
ports  operator  in  the  world,  for  US$ 
billion,  beating  the  US$6  billion  bi 
from  Singapore's  PSA  International. 
The  P&O  acquisition  gave  DP  Worl 
the  opportunity  to  expand  its  port  operations  globally,  with  D 
World  now  operating  44  ports  in  22  countries  on  every  continen 
Standard  &  Poor's  Ratings  Services  recendy  assigned  its  A+/A 
long-  and  short-term  corporate  credit  ratings  to  DP  World. 

"Before  P&O  we  operated  15  or  16  ports,  but  now  we  estimat 
that  within  three  years  our  business  will  be  50%  bigger,  which 
one  of  the  reasons  we  bought  it,"  explains  bin  Sulayem. 

DP  World  is  also  leading  the  charge  within  the  UAE,  deepenin 
cooperation  with  the  fast-developing  emirate  of  Abu  Dhabi.  For 
few  years  the  Dubai  firm  has  managed  Abu  Dhabi's  ports,  thanli 
to  its  excellent  port  operations  in  Dubai. 

DP  World  and  Economic  Zones  World  will  operate  th 
Khalifa  Port  and  Industrial  Zone  in  Taweelah,  convenient! 
located  halfway  between  Dubai  and  Abu  Dhabi.  Taweelah 
also  awaiting  the  completion  of  the  world's  largest  aluminui 
smelters,  a  Dubai-Abu  Dhabi  joint  venture. 

One  of  DP  World's  signature  foreign  projects  is  the  recent! 
approved  London  Gateway  project,  derived  from  the  P&<i 
acquisition.  The  company  will  now  develop  the  close  to  USI 
billion  project  on  the  River  Thames  in  Essex,  including  a  deer, 
water  port  and  one  of  the  largest  business  parks  in  Europe. 

Given  P&O's  association  with  Britain's  imperial  past,  it  cam 
as  no  surprise  that  Istithmar  acquired  a  landmark  property  i 
London's  Trafalgar  Square,  where  the  statue  of  Horatio  Nelsoi 
hero  of  the  most  famous  naval  battle  of  all  time  again 
Napoleon,  stands  tall. 
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itithmar's  International  Investments 

Istithmar,  Arabic  for  investment,  has  made  its  mark  on  the 
obal  financial  scene  with  its  international  acquisitions.  To 
d  the  development  of  Dubai  World  group,  Istithmar  has 
vested  in  firms  such  as  Inchcape  Shipping  Services; 
erzner,  which  is  developing  a  hotel  on  Nakheel's  The  Palm 
meirah  through  its  hotels  and  real  estate  division;  and  pure- 
ay  private  equity  and  strategic  investments  —  such  as  a 
7%  stake  in  Standard  Chartered  Bank. 

Istithmar  Hotels,  launched  last  April,  focuses  on  gateway 
ties  like  New  York  and  London,  as  well  as  emerging  markets 
orldwide.  Dubai,  a  city  that  has  raised  the  bar  for  excellence 
the  service  industry,  has  been  a  success  story,  and  luxury  is 
i  exportable  commodity.  New  York  is  also  famous  for 
■manding  high  levels  of  excellence. 

"We  value  the  U.S.  market  and  we  feel  it  has  growth  potential," 
n  Sulayem  adds  in  what  amounts  to  a  vote  of  confidence 
llowing  the  unfortunate  events  that  were  resolved  by  Dubai 
rorld  relinquishing  its  operations  of  U.S.  ports. 
"Manhattan  is  very  important.  There  are  not  many  hotels 
ere  so  it  is  a  niche  market,  and  we  have  purchased  a  landmark 
lilding  that  we  will  renovate  to  the  highest  standards.  We 
ovide  luxury,  and  you  can't  do  anything  but  five  star  in 
anhattan,"  he  says. 

In  the  space  of  just  a  few  months,  Dubai  World  has  splurged 
l  a  handful  of  properties  that  include  Hotel  Washington, 
historic,  345-room  luxury  hotel  on  Pennsylvania  Avenue; 
>0  Park  Avenue,  a  universally  recognized  landmark  on  the 
anhattan  skyline;  and  6  Times  Square,  also  in  New  York. 
But  he  isn't  neglecting  the  new  areas  of  growth  in  Asia, 
nerging  Europe  and  Africa. 

"We  are  targeting  a  huge  amount  of  investment  overseas," 


says  bin  Sulayem.  "We  see  Asia  as  growing,  specificaDy  China, 
India  and  Thailand.  We  are  looking  at  hotels  and  real  estate  in 
Moscow,  budget  hotels  in  India,  luxury  resorts  in  Goa  and  golf 
courses  and  real  estate  in  Africa." 

Russia,  Eastern  Europe  and  more  business  in  the  U.S.  are  next 
on  his  packed  agenda,  he  says.  "We  continue  to  expand  and  take 
advantage  of  good  opportunities  where  we  feel  they  fit  with 
our  strategy,"  explains  bin  Sulayem  as  he  continues  his  global 
search  for  the  next  project  and  new,  strategic  partnerships. 

Building  Dubai 

Dubai,  the  company's  headquarters,  continues  to  be  a  steady 
focus  for  the  company,  no  matter  how  global  its  ambitions 
may  be. 

Bin  Sulayem  dismisses  talk  that  the  Dubai  market  is  over- 
saturated  with  real  estate  developments.  "Real  estate  demand 
in  Dubai  is  a  result  of  projected  growth,  and  even  though 
there  are  some  speculative  activities,  it  is  all  driven  by 
demand,"  he  says,  adding:  "We  have  heard  all  the  talk  of  over- 
building for  the  last  five  years." 

Perhaps  the  most  iconic  of  Nakheel's  projects  are  the  three 
palm-shaped  islands  that  are  a  tribute  to  the  enduring  symbol  of 
the  Middle  East,  the  tree  that  provides  fruit  to  the  traveler  amid 
the  parched  desert  landscape.  There  are  new  stirrings  of  life  in  the 
waters  off  Dubai  as  the  first  residents  move  into  the  waterfront 
units  that  were  sold  out  within  days  of  going  on  the  market. 

"We  are  finishing  all  of  our  projects.  The  Atlantis,  opening 
in  November  2008,  will  be  very  important  for  Dubai,"  says  the 
indefatigable  bin  Sulayem,  referring  to  the  Dubai  resort  being 
built  to  replicate  the  famous  Bahama  property  —  taking  it  to 
a  larger  scale  on  the  crest  of  one  of  the  most  iconic  properties 
ever  built,  Dubai's  first  man-made  island,  The  Palm  Jumeirah. 
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Sister  firm  Istithmar  has  a  30%  stake  in  Kerzner  Hotels, 
Nakheel's  partner  in  the  US$1.4  billion  Atlantis  project. 

The  Palm  Jebel  Ali,The  Palm  Deira  and  The  Palmjumeirah 
are  being  developed  as  world-class  tourist,  residential  and 
business  clusters  —  a  testament  to  Dubai's  fearless  approach  to 
city  planning.  The  islands  are  adding  miles  of  beachfront  to 
Dubai  in  a  bid  to  boost  tourism,  a  vital  sector  of  the  economy 
and  targeted  growth  area  of  the  Strategic  Plan  2015.  Spectacular 
homes,  theme  parks  and  luxury  hotels  are  set  to  rise  from  these 
three  islands,  islands  that  Nakheel  markets  as  the  eighth 
wonders  of  the  world. 

"We  delivered  The  Palm  as  we  promised,  and  many  people 
have  moved  in,"  bin  Sulayem  says  of  the  first  residents  moving 
onto  The  Palm  Jumeirah,  the  smallest  of  the  three  islands. 

The  World,  a  cluster  of  islands  shaped  like  the  continents,  is  also 
being  sold  gradually,  while  further  north  —  bordering  Abu  Dhabi 
—  the  Dubai  Waterfront  project  is  set  to  create  a  futuristic  city 
designed  by  internationally  acclaimed  architect  Rem  Koolhaas. 

Shipping  and  Trade 

Meanwhile,  Dubai  World  is  seeking  to  exploit  the  growth  of 
the  ports  by  providing  space  for  associated  maritime  industries, 
such  as  shipbuilding  and  maintenance.  Dubai  Maritime  City 
will  include  ship-repair  facilities,  residential  and  office  space 
and  vocational  training  facilities  on  reclaimed  land  between 
Dubai's  Port  Rashid  and  the  Dubai  Drydocks. 

"It  is  a  very  interesting  project  for  Dubai.  The  port  is 


expanding  and  all  the  maritime  business  associated  with  it 
expanding,"  bin  Sulayem  says. 

But  Dubai  World  wouldn't  be  complete  without  offerii 
traders  the  chance  to  do  business  —  so  Dubai  World  also  operat 
the  Dubai  Multi  Commodities  Centre  (DMCC)  —  an  arj 
devoted  to  facilitating  the  movement  of  all  commodities,  from  sc 
goods  to  steel.  "DMCC's  Dubai  Gold  &  Commodities  Exchaiu 
also  trades  commodities  such  as  gold,  diamonds,  currencies,  fu 
oil  and,  more  recently,  steel.  The  exchange  plans  to  list  Dub 
depository  receipts  in  the  near  future,"  he  says. 

"It  is  going  very  well.  We  have  launched  very  success! 
exchanges,"  says  bin  Sulayem,  adding  that  a  new  diamoi 
exchange  is  set  to  open  next  year.  "We  also  have  gold  refineri 
and  jewelry  factories." 

The  group's  plans  need  financial  support;  U.S.  acquisitio' 
alone  account  for  an  expenditure  in  excess  of  US$1  billio 
Dubai  World's  subsidiaries  have  already  tapped  debt  marke 
in  some  cases  with  the  potential  for  a  future  listing. 

"The  issue  of  going  public  remains  an  option  for  financu 
our  expansions.  However,  it  is  not  the  only  option  —  we  w 
look  at  IPOs,  bonds,  sukuks  (Islamic  bonds)  and  we  w 
choose  the  most  efficient  way,"  he  says. 

While  bonds  are  proving  more  cost-effective  for  the  group 
listing  —  closely  tracked  by  bankers  in  the  region  —  remain: 
possibility.  "We  are  comfortable  on  the  financing  front  becav. 
we  get  good  rates  from  the  banks,  but  we  have  not  ruled  out 
IPO,"  he  says. 
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Sultan  Ahmed  bin  Sulayem  is  recognized  as  one  of  the  leading  businessmen  in  Dubai,  and  one  of  the  men  who  has  bee 
entrusted  with  *  shaping  the  future  of  the  city.  When  he  is  not  working,  he  is  passionate  about  the  outdoors  and  h 

interests  include  sndurance  racing  —  he  won  a  bronze  medal  at  the  Asian  Games  in  Doha  —  and  deep-sea  diving. 

Dubai  World  •  www.dubaiworld.ae 
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Dubai  Group:  Building  Dubai's  Financial 
Services  Sector 

First  there  was  the  creation  of  capital  through  the  real  estate  market;  now  Dubai  is 
evolving  as  a  financial  center." 


Dubai's  phenomenal  growth  has 
certainly  developed  the  tourism 
and  trade  sectors,  led  pardy  by  big 
rands  such  as  fast-growing  Emirates 
drline  and  ports  operator  DP  World.  But 
nancial  services  have  lagged  behind, 
oud  Ba'alawy  executive  chairman  of 
)ubai  Group,  wants  to  change  that. 
"We  see  three  broad  phases  of  eco- 
omic  development  in  Dubai:  first  there 
ras  the  creation  of  capital  through  the 
;al  estate  market;  now  Dubai  is 
volving  as  a  financial  center  with  the 
apability  of  establishing  a  significant 
inding  for  regional  expansion;  and 
sdy  the  development  of  an  advanced 
:onomy,"  observes  Ba'alawy. 
Financial  services  form  one  of  the  six 
uilding  blocks  of  His  Highness  Sheikh 
lohammed  bin  Rashid  Al  Maktoum, 
le  UAE's  Vice  President  and  Prime 

linister  and  Ruler  of  Dubai's  10-year  development  plan  for 
>ubai.  Dubai  Group,  which  focuses  on  banking,  insurance  and 
lvestments,  will  play  a  major  role  in  the  march  toward  a  more 
;rvices-led  economy. 

"Our  contribution  is  creating  companies  and  building  brands 
lat  become  strong,  first  in  the  region,  and  then  globally,"  says 
a'alawy.  "We  intend  to  become  a  major  part  of  the  development 
f  our  city  by  providing  the  foundation  for  an  efficient  regional 
ipital  market." 

Dubai  Group  itself  comprises  five  divisions:  Dubai  Investment 
Iroup  (DIG),  the  original  iteration  of  Dubai  Group,  which  grew 
ut  of  the  Investment  Office  of  Sheikh  Mohammed;  Dubai 
Capital  Group,  a  regional  investment  bank  and  asset  management 
"m  under  formation;  Dubai  Islamic  Investment  Group,  which 
lakes  global  investments  in  line  with  Islamic  law,  or  Sharia;  Noor 
lvestment  Group,  which  focuses  on  Sharia-compliant  banking 
id  insurance,  or  takaful;  and  Dubai  Financial  Group,  the  financial 
olding  company  for  Dubai  Group. 

acilitating  the  Growth  of  the  Financial 
ervices  Industry 

Dubai  Financial  Group  is  a  key  entity  in  the  Group's  plan  to 
evelop  the  financial  services  sector  in  the  region,  as  it  holds  the 
overnment's  70%  stake  in  Dubai  Bank,  the  newest  retail 
istitution  in  Dubai  to  become  an  Islamic  bank. The  firm  also 
wns  stakes  in  Greece's  Marfin  Financial  Group  and  has 
unched  the  consumer  finance  organization  Dubai  First. 


Soud  Ba'alawy,  Executive  Chairman, 
Dubai  Group 


Ba'alawy  says,"The  Middle  East,  South 
Asia  and  Central  Asia  offer  huge  potential 
for  financial  services  development,  with 
growth  already  averaging  twice  that  of 
Western  Europe.  Inefficiencies  within 
these  markets,  such  as  assets  to  GDP 
ratios  well  below  the  western  norm, 
make  these  areas  appropriate  for  investors 
seeking  future  growth  potential.  We  have 
quite  a  different  approach  than  most 
investors  in  the  region.  We  generate 
sustainable  returns  by  becoming  active 
investors  who  actually  participate  in  the 
operational  management  of  acquisitions 
over  an  extended  period  of  time.  To 
explain  it  in  another  way,  we  integrate 
our  investment  strategy  with  the  business 
strategies  of  our  invesdnent  portfolio." 

Booming  India,  historically  tied  to 
Dubai  through  trade  and  expatriate 
workers,  is  another  target  for  Dubai 
Financial  Group.  In  2005,  it  acquired  Thomas  Cook  India  to  tap 
into  the  huge  foreign  exchange  and  travel  business. 

"We  also  want  to  establish  a  role  in  India's  financial  services. 
We  are  looking  at  consumer  [businesses]  and  [financial] 
exchanges,"  says  Ba'alawy,  who  spent  ten  years  with  Citigroup 
as  its  Dubai-based  Gulf  treasurer  before  joining  Dubai  Group. 

Insurance  is  another  maturing  area  that  Dubai  Group  hopes 
to  develop  further.  "To  date,  there  has  not  been  any  major  player 
in  this  sector;  however,  we  are  in  the  process  of  building  the 
insurance  industry  to  fill  that  gap,"  Ba'alawy  says. 

The  first  step  toward  this  goal  was  taking  a  35%  stake  in  Omani 
National  Insurance  Company,  which  also  has  interests  in  leasing 
and  housing  finance,  both  growth  areas  in  the  Omani  economy. 

Dubai  Investment  Group  and  Its 
Subsidiaries  Contribute  to  Dubai's  Success 

DIG  has  built  a  fair  amount  of  financial  and  asset  muscle, 
which  is  a  general  trend  among  Mideast  investors  who  are  taking 
petrodollar-related  earnings  from  a  five-year  oil  boom  and 
diversifying  overseas.  Headquartered  in  Dubai,  the  group  has 
offices  in  New  York,  Hong  Kong,  London  and  Kuala  Lumpur, 
reflecting  the  scope  of  the  group's  international  expansion, 
which  has  delivered  returns  of  17%  to  date. 

DIG's  real  estate  arm  has  brought  New  York  City's  famous 
Essex  House  Hotel  on  Central  Park  South  into  its  US$7  billion 
portfolio.  The  hotel  is  managed  by  sister  firm  Jumeirah,  which, 
like  Dubai  Group,  comes  under  the  umbrella  of  His  Highness 
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Sheikh  Mohammed's  Dubai  Holding  group,  a  conglomerate  of 
more  than  20  firms  that  aims  to  develop  Dubai's  economic  base 
and  international  profile. 

Dubai  Industrial  has  stakes  in  two  Mediterranean  telecom 
firms,  Tunisie  Telecom  and  Maltacom,  in  partnership  with 
another  Dubai  Holding  company,  Dubai  Technology,  Electronic 
Commerce  and  Media  Free  Zone  Authority  (TECOM),  which 
oversees  the  country's  fast-growing  Internet  and  media  free 
zones;  and  a  stake  in  the  country's  second  telecom  operator,  du. 
Dubai  Industrial  has  also  launched  a  joint-construction  venture 
with  Orascom  Construction  Industries  of  Egypt. 

Dubai  Ventures  takes  advantage  of  the  opening  of  the  Asian 
economy  through  pre-IPOs  and  other  vehicles.  The  latest  deal 
is  a  US$40  million,  5%  stake  in  India's  Bharat  Hotels,  a  fast- 
growing,  privately  held  hotel  chain  operating  eight  deluxe 
hotels,  with  six  more  under  construction.  Dubai  Ventures  also 
bought  a  10%  stake  in  Singapore's  Sing  Holdings,  a  property 
development  and  investment  company.  Longer  term,  two  key 
developments  are  likely  to  propel  Dubai  Group  to  the  fore; 
plans  to  build  the  region's  asset  management  house  and  the 
world's  largest  Islamic  bank. 

Tapping  the  Worldwide  Market 

Investment  bank  Dubai  Capital  Group  will  focus  on  govern- 
ment and  semi-state  institutions  as  clients  in  the  asset  management 
business,  targeting  the  Gulf,  Turkey  and  Central  Asia. 
Meanwhile,  the  firm  has  been  investing  in  regional  markets 
over  the  past  six  years,  including  Saudi  Arabia,  Tunisia, 
Morocco  and  Egypt.  Dubai  Capital  Group  recently  signed  a 
joint  venture  with  the  Qatar  Investment  Authority  to  set  up  a 
US$1  billion  investment  company  to  target  Middle  Eastern 
and  North  African  investments.  It  was  also  part  of  a  consortium 
with  Abraaj  Capital,  which  acquired  the  Egyptian  Fertilizer 
Company,  by  far  the  largest  private  equity  transaction  in  the 
Middle  East. 

Apart  from  Dubai  Capital  Group's  regional  focus,  global 
players  are  looking  at  this  emerging  market  quite  closely. 


International  names  such  as  Carlyle  Group,  Goldman  Sach 
and  Lehman  Brothers  are  flocking  to  the  region,  lining  u 
for  space  in  the  Dubai  International  Financial  Centre,  tru 
region's  financial  district,  which  focuses  on  wholesale  an 
investment  banking,  Islamic  finance  and  insurance. 

"Foreign  firms  are  keen  to  invest  in  the  region,  but  the 
are  looking  to  co-invest  with  a  platform  that  is  well  manage 
and  professional,"  says  Ba'alawy.  "We  can  provide  that.  Ou 
focus  is  100%  on  the  region,  and  we  have  the  network,  th 
knowledge  and  an  excellent  track  record." 

He  points  out  that  last  year,  Gulf  markets  slumped  40^ 
but  the  regional  portfolio  built  up  by  Dubai  Group  over  th 
past  six  years  was  up  20%.  "We  can  create  something  quit 
astonishing,"  he  says. 

Investing  the  Islamic  Way 

Noor  Investment  Group  also  wants  to  build  the  world 
largest  Islamic  bank,  an  Islamic  insurance  company  offering  lil 
and  medical  insurance,  and  a  portfolio  of  real  estate  assets. 

The  US$500  billion  in  Sharia  assets  held  across  the  world 
growing  at  more  than  1 0%  a  year,  with  20%  of  customers  in  th 
Middle  East  and  Muslim  Asia  regions  willing  to  make  the  jum 
to  Islamic  products  if  they  are  competitive,  according  to  rating 
agency  Standard  &  Poor's. 

Dubai  Group's  Dubai  Islamic  Investment  Group  targe 
Sharia-compliant  investments  in  private  equity,  asset  managemei 
and  direct  investments,  and  has  already  acquired  a  controlling  stak 
in  Bank  Islam  Malaysia,  the  largest  bank  in  one  of  the  cente 
of  global  Islamic  finance. 

Noor  Islamic  Bank,  which  should  launch  before  the  end  o 
the  year,  has  been  capitalized  at  over  US$1  billion,  but  Ba'alav* 
has  plans  to  grow  it  much  larger.  He  says  the  bank  will  initial 
focus  on  the  UAE  market,  building  strength  there  befo 
exploring  expansion  opportunities  across  the  Gulf  Cooperatio 
Council  and  beyond. 

"We  want  to  position  it  as  the  'global  bank'  for  the  Islam 
world,"  says  Ba'alawy. 


Soud  Ba'alawy  is  considered  one  of  the  leading  business  figures  in  Dubai.  He  sits  on  the  board  of  major  companies  such  as 
Dubai  Financial  Market,  Tatweer  and  du.  He  is  also  the  chairman  of  Greece's  Martin  Popular  Bank.  With  his  extensive  experience 
in  the  fields  of  banking  and  i  nvestment,  Ba'alawy  plays  an  integral  part  in  establishing  Dubai  as  a  leading  financial  services 
center  on  par  with  other  gloi.  illy  recognized  centers  such  as  New  York,  London  and  Hong  Kong. 
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Where  others  see  an  end,  we  see  a  gateway  to  opportunity.  At  National  Bank  of  Dubai,  we  help  you  reach  your 
goals  no  matter  how  ambitious.  Since  1963,  we  have  focused  on  providing  our  customers  with  bespoke  banking 
solutions  and  an  uncompromising  level  of  service.  With  NBD  there  is  no  end  to  opportunity.  Go  further. 


Tel:  +971  4  222  21 1 1    Fax:  +971  4  228  3000  www.nbd.com 


r  New  York  is  a  personal  experience. 
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Each  Jumeirah  Hotel  is  uniquely  individual.  Offering  you  the 
luxury  of  personal  space  in  the  world's  most  distinctive  locations. 
And  the  most  memorable  experiences  -  your  own. 

For  more  information  and  reservations  book  online  atwww.jumeirah.com 
or  email  reservations@jumeirah.com 


Jumefra 

HOTELS  &  RESOR 
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Jakheel:  Building  Islands  in  the  Sun  as  a 
Jew  World  Dawns 

□kheel  is  developing  an  archipelago  of  300  islands  in  the  Arabian  Gulf  that  appear, 
hen  seen  from  above,  as  a  map  of  the  world. 


)ubai-based  property  developer 
Nakheel  can  rightly  claim  to 
be  rebuilding  the  image  of  this 
5tling  city-state  with  copyright  to 
j  most  talked-about  architectural 
mders  of  the  modern  world, 
liether  it  is  the  massive  man-made, 
m-tree-shaped  islands  (nakheel 
ans  "palm  tree"  in  Arabic),  or  the 
ster  of  islands  that  will  redraw  the 
p  of  the  world  in  the  waters  of  the 
ibian  Gulf,  Nakheel  is  "where  the 
ion  of  Dubai  gets  built." 
ts  portfolio  includes  16  projects 
aling  US$30  billion  over  an  area  of 
ire  than  2  billion  square  feet.  Chris 
Donnell,  chief  executive  officer,  will 
re  to  deliver  these  residential,  retail 
1  tourism  developments  on  time  and 
compliance  with  the  new  2015 

on  for  Dubai  set  out  by  UAE  s  Vice  President  and  Prime 
nister  and  Ruler  of  Dubai,  His  Highness  Sheikh  Mohammed 
Rashid  Al  Maktoum. 

sveloping  The  World 

Nakheel  is  developing  an  archipelago  of  300  islands  in  the 
ibian  Gulf  that  appear,  when  seen  from  above,  as  a  map  of 
world.  Ireland  is  the  latest  island  to  have  been  sold  to  a 
'eloper,  raising  the  percentage  of  islands  sold  to  over  40%. 
Nakheel  will  focus  on  delivering  its  current  projects,  which 
lude  three  islands  shaped  like  palm  trees,  Dubai  Waterfront, 
srnational  City,  Jumeirah  Islands,  Jumeirah  Park  and,  of 
irse,  The  World. 

Dubai  has  positioned  itself  as  the  commercial  hub  of  the 
ddle  East  and  Africa,  and  it's  attracting  many  businesses  to 
market.  There  are  about  1.7  billion  people  within  a  four- 
ir  flying  radius  of  Dubai,  and  it  is  one  of  the  most  attractive 
es  in  the  Middle  East  for  people  to  live  and  work," 
Donnell  says. 

The  Dubai  market  has  proven  to  be  very  resilient  thus  far.  When 
l  look  at  where  Dubai  fits  into  the  overall  region,  I  see  no 
son  why  the  population  growth  and  the  employment  growth 
:  has  been  achieved  here  can't  continue,"  he  says. 
)ver  the  next  decade,  Nakheel  will  be  responsible  for 
ivering  50%  of  all  residential  development  in  Dubai  —  the 
est-growing  city  in  the  world. 

"his  rapid  growth  led  HH  Sheikh  Mohammed  to  outline  a 
cegy  that  will  give  until  2015  to  ensure  that  the  pace  of  devel- 


Chris  O'Donnell,  Chief  Executive  Officer,  Nakheel 


opment  is  sustainable  as  the  country's 
population  multiplies. 

"We  are  an  integral  part  of  the  delivery 
of  the  2015  vision.  You  are  going  to 
need  people  to  be  housed,  fed  and 
entertained,  and  Nakheel  will  be 
intimately  involved  with  that,"  explains 
O'Donnell.  "Sustainable  development 
is  not  only  looking  at  environmental 
issues  in  the  sense  of  water  or  energy 
savings,  but  also  at  social  elements.  We 
are  looking  at  building  self-contained 
communities  that  have  mosques  and 
community  centers  —  you  have  to 
ensure  that  the  essential  elements  of 
Dubai  are  maintained  as  it  grows." 


A  Growing  Market 

In  a  city  where  skyscrapers  spring  up 
virtually   overnight,  predictions  that 
Dubai  is  experiencing  a  property  bubble  have  been  rife,  but 
O'Donnell  says  the  domestic  market  is  maturing. 

"This  real  estate  market  has  a  more  discerning  purchaser, 
so  issues  of  quality  and  location,  such  as  being  located  on 
the  metro  line,  will  become  an  important  factor  for  people," 
he  says. 

The  Palm  Jumeirah,  billed  as  the  eighth  wonder  of  the  world, 
is  the  first  of  the  three  palm  islands  to  take  shape,  and  has  set  a 
premium  for  coastal  residences.  Soon  more  than  30  hotels  will 
be  on  the  island  with  pride  of  place  given  to  the  Trump 
International  Hotel  and  Tower,  a  glittering  structure  that  is 
designed  to  dazzle  and  draw  the  high-end  tourist  market  that 
Dubai  caters  to  so  efficiently. 

"Now  that  we  have  commenced  handover  of  residences  on 
The  Palm  Jumeirah,  sales  are  increasing  on  a  weekly  basis. 
People  are  experiencing  something  that  others  in  Dubai 
haven't  had,  the  opportunity  to  enjoy  a  well-located,  well- 
serviced,  modern  home  with  their  own  private  beach,"  says 
O'Donnell. 

Another  sign  of  maturity  is  that  Dubai  offers  freehold  titles, 
giving  foreigners  the  right  to  own  their  properties  outright  — 
a  promise  that  the  government  made  and  delivered. 

"People  purchased  on  the  promise.  The  government  has 
delivered  on  its  promise  and  now  buyers  get  a  title,  which  is  a  big 
plus  for  international  purchasers,"  he  says.  "With  this,  Dubai  will 
very  quickly  get  to  the  point  where  it  is  equal  to,  if  not  better 
than,  most  of  the  mature  real  estate  markets  in  the  world." 

In  addition  to  The  Palm  Jumeirah,  land  reclamation  is 
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progressing  well  on  The  Palm  Jebel  Ali,  and  the  final  and  largest 
of  The  Palm  Islands  — The  Palm  Deira.With  a  land  area  eight 
times  larger  than  The  Palm  Jumeirah,  The  Palm  Deira  has  been 
designed  to  house  1  million  people. 

"By  2020,  Dubai  Waterfront  combined  with  The  Palm  Jebel 
Ali  will  comprise  a  city  of  1.7  million  people.  It  will  have  all  the 
elements  of  a  city  —  shopping  centers,  community  facilities, 
marinas  and  many  other  attractions,"  says  O'Donnell. 

Sustaining  Growth  and  Profitability 

Dubai  is  not  an  oil-rich  city-state,  and  it  needs  to  import  oil 
products  and  natural  gas  to  power  its  growth,  while  relying  on 
desalination  plants  to  supply  its  water  systems.  So  how  is  the 
city's  infrastructure  coping  with  this  rapid  expansion? 

"We  are  conducting  a  sustainability  gap  analysis  of  our 
organization  to  identify  things  that  we  are  doing  well  and 
things  that  we  need  to  improve  on,"  explains  O'Donnell. 
"One  easy  thing  we  can  do  is  implement  water-  and  energy- 
saving  initiatives.  On  The  Palm  Jumeirah,  waste  water  from  a 


sewage  plant  on  the  island  is  being  used  for  irrigation  and 
district  cooling,  while  solar  panels  have  been  installed  on  I 
Shoreline  Apartments  to  heat  water/Across  our  projects  we 
looking  at  implementing  environmental  initiatives  that  \ 
ensure  sustainable  communities." 

Looking  to  the  future  O'Donnell  says,  "We  have  USUI 
billion  in  projects,  and  to  date  we  have  spent  only  a  snj 
portion  of  the  development  budget.  The  next  two  to  th 
years  will  focus  on  keeping  current  developments  up  i 
running  and  seeing  more  of  the  finished  product." 

On  The  Palm  Jumeirah,  construction  of  the  Trump  Towe 
expected  to  begin  by  the  end  of  2007,  while  the  US$1.2  bill 
Atlantis  resort  hotel  and  The  Palm  Monorail  are  scheduled 
open  by  December  2008. 

"In  three  to  four  years  the  first  developments  should 
completed  on  The  World,"  says  O'Donnell  matter-of-fac 
apparently  oblivious  to  the  fact  that  few  business  executi 
can  include  management  of  "The  World,"  albeit  a  man-m 
creation,  on  their  to-do  list. 


O'Donnell  joined  Nakheel  in  June  2006  from  the  Australian-based  Investa  Property  Group,  where  he  was  managing 
irector  for  over  five  years.  Under  O'Donnell's  leadership,  Investa  quadrupled  in  size  and  it  is  now  Australia's  largest  listed 
owner  of  commercial  prooerty.  Prior  to  managing  the  Investa  Property  Group,  O'Donnell  held  a  number  of  senior  executive 
eluding  executive  director  of  Westpac  Investment  Property  Limited  and  Lend  Lease  Property  Investment  Services 

Limited  and  managing  director  of  Capital  Property  Group. 


Nakheel  •  www.nakheel.com 
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)ubai  Chamber  of  Commerce  and 
ndustry:  Trading  Tales 

i  2006,  trade  in  the  emirate  was  worth  some  36.3  billion  dirhams  (US$9.8  billion).  It 
as  been  growing  an  average  of  23%  a  year  since  the  start  of  the  decade  and  now 
lakes  up  21%  of  Dubai's  economy. 


r 


he  view  is  stunning:  From  one 
side  of  the  meeting  room  on 
the  11th  floor  of  the  Dubai 
tiamber  of  Commerce  and  Industry, 
3otilla  of  colorful  dhows  are  tied  up 
the  old  creek  wharfage;  across  the 
?ek,  silhouetted  skyscrapers  accentuate 
e  Dubai  skyline.  It's  an  appropriate 
;ual  metaphor  that  illustrates  how 
e  Chamber  represents  both  old  and 
w  Dubai. 

According  to  Dubai  Chamber's 
irector  General,  His  Excellency 
lg.  Hamad  Mubarak  Buamim,  trade 
owth  is  vital  to  Dubai's  economy 

2006,  trade  in  the  emirate  was 
)rth  some  36.3  billion  dirhams 
rS$9.8  billion).  It  has  been  growing 

average  of  23%  a  year  since  the 
rt  of  the  decade  and  now  makes  up 
%  of  Dubai's  economy.  "Trade  is 
s  backbone  of  Dubai's  economy," 

rs  Buamim.  "Two-thirds  of  our  members  are  traders.  We 
;  already  exporting  to  almost  200  countries  around  the 
)rld,  but  we  want  trade  to  grow  even  more." 
Dubai  Chamber  knows  that  its  members  will  play  an  integral 
le  in  bringing  the  UAE's  Vice  President  and  Prime 
inister  and  Ruler  of  Dubai,  His  Highness  Sheikh 
ohammed  bin  Rashid  Al  Maktoum's  Dubai  Strategic  Plan 
15,  to  fruition.  The  Plan  calls  for  annual  growth  of  11% 
d  an  eventual  GDP  of  US$108  billion  by  2015  —  along 
th  the  creation  of  882,000  new  jobs.  "We  represent  the 
ivate  sector,  and  we  hope  that  the  private  sector  will  both 
id  and  take  advantage  of  these  plans,"  Buamim  says. 
The  view  out  of  his  window  surveys  one  of  the  world's 
3st  vibrant  cities,  but  Buamim  is  well  aware  of  the  need  for 
ibai  to  continue  to  diversify  its  economic  base.  "Experts 
vays  advise  that  it's  a  good  idea  to  diversify  one's  economic 
rtfolio  —  you  know  the  old  saying,  'Don't  put  all  your 


HE  Eng.  Hamad  Mubarak  Buamim,  Director 
General,  Dubai  Chamber  of  Commerce  and 
Industry 


eggs  in  one  basket,'"  Buamim 
explains.  "Well,  I  think  that  holds  true 
for  Dubai.  We  have  always  had  to 
depend  on  different  types  of  trade  and 
business  more  than  oil.  The  vision 
of  the  leader,  even  in  the  days  when 
we  used  to  produce  200,000  pearls, 
was  to  invest  in  the  future  of  the  city." 

Creating  a  Skilled 
Workforce 

When  asked  about  Emiritization,  a 
government  initiative  designed  to 
help  the  local  population  find  work, 
Buamim  says,  "Let's  look  at  Dubai.  A 
couple  of  years  back  His  Highness 
Sheikh  Mohammed  launched  the 
Emirates  Nationals  Development 
Programme  (ENDP).  Its  role  is  to 
develop  the  skills  of  the  local  people 
and  enable  them  to  find  work  in  the 
private  sector."  After  students  complete 
the  course,  the  ENDP  acts  as  one  of  the  employment  channels 
to  private-sector  businesses.  "We  had  about  1,200  people  in 
the  program,  so  we  began  by  looking  at  the  major  family 
businesses  and  —  along  with  some  international  companies 
—  found  about  4,000  available  job  opportunities,"  says 
Buamim.  "So  the  program  was  able  to  find  jobs  for  these 
people  right  away." 

Buamim  continues,  "The  main  reason  we  set  up  the 
University  of  Dubai  was  to  focus  on  part-time  students, 
whether  local  or  not,  and  allow  them  to  work  and  study  at 
the  same  time.  Its  been  a  great  success,  and  the  University  is 
now  building  a  new  campus  that  will  house  5,000  students. 

"Dubai  is  a  cosmopolitan  city  like  London  and  New 
York,"  Buamim  states.  "I  think  the  locals  have  blended  well 
with  the  200  other  nationalities,  and  are  living  together 
knowing  that  we  need  every  single  person  in  this  city  to 
continue  to  grow."  ■ 


His  Excellency  Eng.  Hamad  Mubarak  Buamim  has  degrees  from  the  University  of  Missouri  and  the  University  of  Southern 
California.  He  has  held  various  high-level  positions  in  Dubai  including  senior  commercial  manager  at  HSBC  Bank.  He  is  a 
member  of  the  Board  of  Directors  of  Emirates  Bank  International,  the  Dubai  Statistics  Centre  and  the  Board  of  Trustees  of 
the  University  of  Dubai  and  deputy  chairman  of  the  Dubai  Export  Development  Cooperation. 


Dubai  Chamber  of  Commerce  &  Industry  •  www.dcci.ae 


Hamptons 
International 

A  global 
network 
of  trust. 


We  think  too  many  estate  agents  have 
forgotten  the  amount  of  trust  they  are 
given  when  they  sell  or  let  someone's 
property.  Its  a  job  we  take  very  seriously. 
So  we'll  do  whatever  we  can  to  do  it  well. 


Hamptons  International. 
A  property  name  to  trust.  Anywhere. 
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Jumeirah  Group:  Looking  to  New  Frontiers 

en  years  after  the  launch  of  its  first  hotel  in  Dubai,  Jumeirah  Group  has  embarked  on 
jn  impressive  international  expansion  plan.  Within  four  years  it  aims  to  be  recognized 
is  the  best  luxury  hotel  operator  in  the  world. 


e  are  very  clear  in  our 
\m\m  ambition  and  our  objective 
that  Jumeirah  will  be  recog- 
ized  within  the  next  three  to  four 
ears  as  the  best  luxury  hotel  operator 
1  the  world,"  says  Gerald  Lawless, 
xecutive  chairman  of  Jumeirah  Group. 

The  Dubai-based  hotel  and  hospitality 
ompany,  which  celebrates  the  tenth 
tmiversary  of  its  first  hotel  opening 
lis  year,  is  big  on  grand  designs.  After 
I,  its  portfolio  includes  the  iconic, 
lil-shaped  Burj  Al  Arab,  the  wave- 
laped  Jumeirah  Beach  Hotel  and  the 
ndmark  Jumeirah  Emirates  Towers. 

"Our  plan  is  to  have  57  hotels  either 
l  operation  or  under  construction  by 
Oil,"  says  Lawless.  "From  what  we've 
:hieved  so  far,  I'm  very  confident  that 
re  will  do  that." 

In  2006,  Jumeirah  took  over  the 

lanagement  contract  for  its  first  North  American  hotel, 
mieirah  Essex  House  in  New  York  City.  "We  have  a  great 
:nse  of  pride  to  be  in  New  York,  to  be  in  America  and  to 
e  up  there  with  the  big  boys,  competing  with  them  head- 
)-head,"  says  Lawless.  "Our  general  strategy  is  to  have  a 
resence  in  what  we  call  'letterhead  cities'  and  aspirational 
:sort  destinations.  This  gives  Jumeirah  credibility  as  a  top-class 
otel  operator." 

After  expanding  to  Manhattan,  the  company  is  looking  at  other 
IS.  gateway  cities,  including  Chicago,  Boston,  San  Francisco  and 
liami.  "We'd  probably  need  two  or  three  to  help  us  in  our  quest 
»  become  the  leading  luxury  hotel  operator,"  says  Lawless. 

Meanwhile,  Jumeirah  has  been  in  discussions  in  the 
'ommican  Republic,  Costa  Rica  and  the  Caribbean,  and  is 
:en  to  establish  a  presence  in  Argentina  and  Brazil. 

In  Europe,  it's  about  to  add  a  third  London  property  near 
lackfriars  Bridge,  and  is  determined  to  break  into  other 
rong  hotel  markets  such  as  Paris  and  Frankfurt. 


Gerald  Lawless,  Executive  Chairman, 
Jumeirah  Group 


But  outside  of  its  home  market  in 
Dubai,  Asia  offers  Jumeirah  the  best 
growth  prospects. 

"Asia  has  great  potential  for  us,"  says 
Lawless.  "In  China,  our  first  hotel 
(Hantang  Jumeirah  Shanghai)  will 
open  by  the  middle  of  next  year,  and 
we're  very  close  to  one  or  two  possi- 
bilities in  Beijing.  In  Thailand,  we've 
signed  up  Phuket  already." 

Jumeirah's  story  is  one  of  a  company 
on  the  rise.  Its  first  property  in  1997 
was  the  Jumeirah  Beach  Hotel.  Burj 
Al  Arab  followed  in  November  1999 
and  then  Jumeirah  Emirates  Towers 
was  built  in  April  2000.  Seven  years 
later,  the  company  has  several  more 
Dubai  properties  in  its  portfolio  and 
is  enjoying  20%  annual  growth. 

"Never  in  my  career  have  I  seen  the 
levels  of  occupancy  that  we're  achieving," 
says  Lawless.  "We're  budgeting  hotels  at  over  90%  occupancy 
in  a  year  —  and  we're  beating  it.  Growth  in  Rev  PAR 
[Revenue  Per  Available  Room]  over  the  last  four  years  has 
gone  up  70%." 

The  catalyst  for  Jumeirah's  worldwide  growth  has  been 
Dubai  Holding,  which  Jumeirah  Group  joined  in  late  2004. 
"That's  when  we  jumped  from  having  two  overseas  hotels  to 
this  ambitious  expansion  plan,"  says  Lawless. 

Under  Dubai  Holding,  Jumeirah's  strategy  for  global 
growth  is  consistent  with  the  government's  Dubai  Strategic 
Plan  2015,  which  aims  to  move  existing  sectors  of  economic 
strength  to  new  frontiers,  both  domestically  and  internationally. 

"We  don't  need  to  adjust  our  strategy  to  fall  in  line  with 
the  2015  Plan;  we  are  already  in  line  with  it,"  says  Lawless. 
"But  what's  important  is  that  we  structure  ourselves  organiza- 
tionally so  that  our  management  teams  can  take  us  to  the  next 
level  in  terms  of  national  and  international  development,  and 
deliver  the  product  and  promise  to  investors."  ■ 


D 


Born  in  Ireland  in  1952,  Gerald  Lawless  joined  Jumeirah  in  June  1997  as  managing  director.  As  Jumeirah's  executive 
chairman,  Lawless  now  spends  60%  of  his  time  outside  Dubai  developing  investor  relations.  Previously,  Lawless  worked 
at  Forte  Hotels  for  23  years  in  the  U.K.,  South  Africa,  Ireland  and  the  UAE. 

Jumeirah  Group  •  www.jumeirah.com 
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National  Bank  of  Dubai:  Looking  to  a 
Brighter  Future 

After  more  than  six  decades  of  quality  performance,  National  Bank  of  Dubai  (NBD; 
looks  to  the  future  with  even  more  determination  to  provide  superior  services  anc 
products  to  its  clients. 

I  t  was  no  coincidence  that  NBD  was  named  Best  Bank  in 
9  the  UAE  by  Global  Finance  magazine  this  year.  Winning  top 
I  awards  is  familiar  territory  for  the  bank,  which  has  won  this 
particular  title  for  five  consecutive  years,  and  Global  Finance's 
Best  Foreign  Exchange  Bank  in  the  UAE  for  the  past  two. 

Earlier  this  year,  NBD  was  given  top  marks  for  private  banking 
services  in  a  global  survey  conducted  by  EuroMoney  magazine. 
NBD  is  the  first  Emirates-based  bank  to  win  this  honor. 

Also  in  2007,  NBD  received  the  Quality  Recognition 
Award  from  JPMorgan  Chase  Bank  for  NBD's  highly  accurate 
money  transferring  procedures.  NBD  has  now  won  that  award 
a  whopping  eight  times. 

The  long  list  of  accolades  that  NBD  has  racked  up  since  its 
humble  beginning  in  1943  is  testimony  to  the  bank's  many 
successes  and  steadfast  vision  of  becoming  a  leading  financial 
institution  in  the  Middle  East. 

NBD's  success  has  also  been  recognized  by  global  rating 
agencies.  In  2005,  Standard  &  Poor's  revised  its  rating  of  NBD 
to  A  grade.  Meanwhile,  Moody's  has  assigned  the  bank  an  Al 
rating.  Both  ratings  acknowledge  the  bank's  strong  capitalization, 
its  liquidity  and  the  quality  of  its  assets.  These  areas  of  strength 
are  a  result  of  the  bank's  low-risk  strategy. 

Much  of  NBD's  achievements  and  appeal  are  due  to  its  vast 
products  and  services  for  corporate,  retail  and  private  clients. 

NBD's  corporate  banking,  a  key  division  within  the  bank's 
business  operations,  includes  trade  finance,  treasury,  lending 
and  deposit  services. 

As  a  financial  services  provider,  NBD  has  a  strong  standing 
in  the  corporate  sector  and  a  healthy  economic  cycle  that  will 
fully  enable  it  to  meet  the  growth  targets  set  forth  in  the 
Dubai  Strategic  Plan  2015. 

Over  the  past  five  years,  Dubai  has  achieved  milestones  in 
economic  growth  under  the  leadership  of  His  Highness 
Sheikh  Mohammed  bin  Rashid  Al  Maktoum,  the  UAE's  Vice 
President  and  Prime  Minister  and  Ruler  of  Dubai.  NBD  is 
tremendously  supportive  of  the  vision  set  out  by  the  gov- 
ernment of  Dubai,  and  is  confident  that  the  objectives  set  in 
the  Dubai  Strategic  Plan  2015  will  be  achieved  before  the 
year  2015. 

With  the  growth  forecast  in  trade,  industry  and  tourism,  the 
demand  for  corporate  and  investment  financial  services  will 
continue  to  increase  and  lead  to  further  development  and 
growth  for  NBD  and  the  banking  sector. 

After  more  than  six  decades  of  quality  performance,  NBD 
looks  to  the  future  with  even  more  determination  to  provide 
superior  services  and  products  to  its  clients. 


National  Bank  of  Dubai  Building 

NBD's  multidimensional  approach  to  business  includes  a  sped 
emphasis  on  state-of-the-art  technology,  exceptional  hums 
resources  and  a  renewed  commitment  to  its  roots  and  communit 
NBD  has  been  at  the  forefront  of  identifying  and  investing  : 
new  banking  technology  to  support  its  operations  and  respor 
to  customers' needs.  With  a  family  of  more  than  1,200  employee 
NBD  believes  in  constant  training  and  development. 

But  NBD  is  most  proud  of  its  position  in  the  community 
serves.  As  a  model  corporate  citizen,  NBD  is  known  for  i 
positive  business  culture,  values  and  goals.  Widely  seen  as  s 
integral  member  of  society  and  a  leading  financial  institutio 
NBD  has  a  bright  future  as  it  continues  to  build  on  its  premi 
position  in  the  banking  sector. 
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Dubai  World  Central  Logistics  City: 
Creating  a  Regional  Logistics  Hub 

"We  have  130  companies  that  have  reserved  land  at  Dubai  Logistics  City  (DLC)  an 
reservations  for  about  4  million  square  meters  of  land,  which  would  already  make 
one  of  the  largest  concentrated  logistics  environments  in  the  world." 


M 


ost  countries  would  be  satis- 
tied  with  one  award-winning 
airport.  Not  Dubai.  Even 
before  it  has  opened  its  new  terminal, 
it  has  embarked  on  a  project  called 
Dubai  World  Central  (DWC), 
designed  to  serve  as  the  world's 
biggest  fully  integrated  aviation  hub. 

Dubai  World  Central  International 
Airport  (JXB)  will  eventually  cater  to 
between  120  and  150  million  passengers, 
handle  12  million  tons  of  cargo  and 
house  up  to  1  million  people.  When  it  is 
completed  it  will  have  six  concourses 
and  runways,  including  two  for 
instrumental  landings,  and  a  control 
tower  set  to  become  a  new  landmark. 

"Within  DWC  and  integral  to  it  is 
DLC  which,  in  a  concentrated  form, 
will  be  the  biggest  of  its  kind,"  says 
Michael  Proffitt,  chief  executive  officer 

of  Dubai  Logistics  City.  "It  will  be  the  main  component  of  the 
140-square-kilometer  Dubai  World  Central  project. 

"The  challenge  was  to  try  to  envisage  what  would  actually 
be  required.  Given  the  forecast  of  continued  growth  in  cargo 
traffic,  at  some  stage  the  current  Dubai  International  Airport 
would  be  struggling  to  manage,"  says  Proffitt,  noting  that  cargo 
traffic  worldwide  is  forecast  to  rise  by  6%  a  year,  probably  more 
in  Dubai. 

"Globalization  has  increased  the  amount  of  goods  moving 
around  the  world  while  product  life  cycles  are  getting  shorter 
and  companies  are  looking  to  get  the  goods  on  the  shelves  a  lot 
quicker.  It's  about  speed  and  agility,"  explains  Proffitt. 

Originally  earmarked  for  cargo,  the  plans  were  changed  and 
a  passenger  terminal  will  now  open  in  early  2009  with  the 
capacity  to  handle  5  million  to  7  million  passengers,  taking 
some  pressure  off  Dubai  International  Airport  40  kilometers 
away.  The  first  runway  is  being  built  after  20  million  cubic 
meters  of  cut  and  fill  were  completed  in  January  2006. 

When  discussing  the  location  of  DLC,  Proffitt  states,  "From 


Michael  Proffitt,  Chief  Executive  Officer, 
Dubai  Logistics  City 


the  logistics  perspective,  this  is  probah 
the  most  efficient  because  there  a 
cargo  terminals,  forwarders  and  logisti 
companies  all  in  one  environment."  r 
also  notes  that  the  Jebel  Ali  Port  is 
kilometers  away,  providing  a  mull 
modal  platform. 

"The  response  from  the  logisti 
and  supply  chain  companies  —  glob 
regional  and  local  players  —  has  be< 
tremendous.  We  have  130  compani 
that  have  reserved  land  at  DLC  at 
reservations  for  about  4  millic 
square  meters  of  land,  which  wou 
already  make  it  one  of  the  large 
concentrated  logistics  environmer 
in  the  world,"  says  Proffitt.  "There  a; 
probably  only  some  areas  in  Chi) 
that  would  rival  what  is  being  devc 
oped  in  Dubai,  and  there  you've  go' 
much  bigger  country." 
Dubai  is  an  excellent  location  for  a  logistics  hub.  "If  yil 
look  at  the  region  we  cover  [countries  within  four  hou 
flying  time  from  Dubai],  you  have  southeast  Eurod 
Commonwealth  of  Independent  States  countries,  the  Indi 
subcontinent,  the  Middle  East  and  Africa  with  over  2  billi< 
consumers,"  adds  Proffitt. 

"Dubai's  openness,  efficient  service  industry  and  can-i 
attitude  make  it  a  natural  location  for  a  hub.  If  you  look 
supply  chains,  you  would  naturally  look  for  a  hub  in  t 
Middle  East,  and  there  is  no  question  that  Dubai  is  the  b 
place  given  the  free  trade  zones,  freedom  to  operate,  opi 
skies  policy  and  open  ports  policy.  Jebel  Ali  Port  is  now  t 
eighth-largest  container  port  in  the  world.  Dubai  w: 
Emirates  Airline  and  Jebel  Ali  Port  has  already  become  a  hi 
and  we  are  taking  it  to  a  new  level." 

DWC  fits  in  with  the  Dubai  Strategic  Plan  20 15. "It's  very  mu 
an  integral  part  of  the  vision  because  one  of  the  key  areas  for  dev 
opment  is  trade  and  logistics,"  says  Proffitt.  "DWC  will  solve  a 
issues  with  passenger  or  cargo  growth  for  decades  to  come." 


Michael  Proffiri,  a  U.K.  national,  moved  to  Dubai  to  take  up  the  position  of  chief  executive  officer  of  Dubai  Logistics  City  in 
.  He  has  over  25  years  of  experience  in  the  logistics  industry  and  has  held  senior  executive  positions  with  global 
logistics  in  he  U.K.,  Switzerland  and  Germany.  He  has  an  M.B.A.  from  Cranfield  Business  School  in  the  U.K.,  is 

a  qualified  accoi  •  itant  pCCA)  and  is  a  Fellow  of  tne  Chartered  Institute  of  Logistics  and  Transport. 
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)ubai  World  Central  Real  Estate: 
2ity  for  Sale 

ubai  World  Central  (DWC)  Commercial  City,  DWC  Residential  City,  DWC  Aviation  City 
nd  DWC  Golf  City  are  the  clusters  that  will  make  up  the  totality  of  this  self-sustaining 
ty-within-a-city  and  one-stop  shop  for  the  aviation  industry. 


(halid  Bin  Harib,  chief  executive 
officer  of  DWC's  Real  Estate 
division,  has  a  city  to  sell. 
'What  we  are  talking  about  here  is  a 
mmercial  city  bigger  than  downtown 
anhattan,  bigger  than  the  island  of 
)ng  Kong  and  with  more  people  than 
inkfurt,"  says  Harib,  speaking  during 
airport  exhibition  where  a  model  of 
:  gigantic  project  is  on  display. 
His  task  is  to  sell  the  office  blocks, 
idences  and  leisure  outlets  that  will 
-m  a  ring  around  Dubai  World 
:ntral  International  Airport  (JXB), 
rich  Harib  says  will  be  as  big  as 
licago's  O'Hare  and  London's 
;athrow  airports  combined. 
'We  are  creating  a  new  city  with  all 
:  elements  that  go  with  it,"  he  says  of 
;  latest  megaproject  being  undertaken 
the  emirate  of  Dubai,  the  small  city 
th  big  dreams. 

DWC  Commercial  City,  DWC  Residential  City,  DWC 
iation  City  and  DWC  Golf  City  are  the  clusters  that  will 
ike  up  the  totality  of  this  self-sustaining  city-within-a-city 
i  one-stop  shop  for  the  aviation  industry.  "Infrastructure 
its  alone  will  account  for  around  40%  of  total  aviation 
rastructure  investment  by  Dubai,  though  rising  costs  may 
sh  that  number  higher,"  says  Harib. 

'It  we  want  to  compete,  we  have  to  be  ready  to  spend,"  he 
s  from  a  tented  gazebo  inside  the  airport  expo  center,  where 
:  region's  airport  operators  were  displaying  the  latest  futuristic 
ns  for  a  rapidly  expanding  aviation  industry  in  this  part  of 
•  Middle  East. 

rhe  government's  role  at  DWC  is  that  of  overseer,  and  the 
)ject  will  have  to  generate  its  own  revenue  to  self-finance  the 
ssive  investment  required. 

'Besides  selling  plots,  we  have  to  determine  how  to  generate 
enue  to  cover  our  expenses  as  a  real  estate  development," 
plains  Harib. 

Dubai  is  arguably  the  fastest-growing  city  on  earth,  with  a 


Khalid  Bin  Harib,  Chief  Executive  Officer, 
Dubai  World  Central  Real  Estate 


third  of  the  world's  cranes  dotting  the 
landscape.  An  abundance  of  real  estate 
developments  that  preceded  the  launch 
of  DWC  have  served  as  lessons  in  how 
to  do  it  right.  It  will  have  low-cost 
housing,  labor  villages  to  house  an 
estimated  100,000  workers  and  shopping 
malls.  It  will  also  cater  to  the  high-end 
housing  market  and  include  boutique 
hotels  and  golf  courses,  making  it  a  hybrid 
city  that  is  a  unique  and  functional 
aviation  hub. 

"We  focus  on  what  the  market 
needs.  In  February,  we  introduced 
DWC  Residential  City,  which  is 
middle-class  accommodations  and  a 
labor  village.  This  is  the  first  of  its  kind 
in  the  world,"  says  Harib,  revealing  that 
to  date  he  has  sold  200  plots  and  is 
about  to  present  a  second  phase  of  390 
plots  to  potential  developers. 

Another  unique  feature  of  DWC  is 
that  it  will  offer  a  combination  of  freehold  and  leasehold 
properties  to  foreign  developers  while  being  able  to  issue  its 
own  visas  to  residents.  This  is  being  marketed  as  a  "smart 
city"  with  all  the  advanced  technology  and  modern  amenities 
within  its  boundaries. 

DWC  matches  the  future  vision  for  Dubai  of  the  UAE's 
Vice  President  and  Prime  Minister  and  Ruler  of  Dubai,  His 
Highness  Sheikh  Mohammed  bin  Rashid  Al  Maktoum,  in  that 
it  combines  all  the  elements  that  make  the  emirate  the  success 
story  it  is. 

"His  Highness  s  vision  is  about  how  to  make  Dubai  one  of  a 
kind,  and  that  matches  our  philosophy,"  says  Harib. 

DWC  Residential  City  is  expected  to  provide  new  homes 
for  250,000  people,  while  the  staff  village,  which  may  be 
expanded,  will  cater  to  blue-collar  workers.  DWC  Golf  City 
will  feature  two  18-hole  courses  and  2,500  freehold  villas 
around  the  courses. 

"We  are  trying  to  introduce  a  new  concept  by  trying  to 
create  a  new  life  for  people.  It  is  a  new  era."  says  Harib.  ■ 


Khalid  Bin  Harib  has  worked  extensively  in  the  aviation  industry,  first  with  Emirates  Airline  and  then  with  Abu  Dhabi's 
national  flag  carrier,  Etihad  Airways.  A  graduate  of  Al  Ain  University  in  the  UAE,  he  lists  Arabic  calligraphy  as  one  of  his 
favorite  hobbies. 
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Jama  Dubai:  Reaching  for  the  Sky  and 
Preparing  to  Take  on  The  World 

<sk  Farhan  Faraidooni,  executive  chairman  of  Sama  Dubai,  where  he  would  like  to 
Dcate  his  company's  next  flagship  skyscraper,  Dubai  Tower,  and  you  get  a  simple 
inswer:  "In  each  major  city." 


1  is  response  is  bold,  but  not 
surprising  when  you  consider 

I  the  company  name.  Sama  is 
rabic  for  "reaching  for  the  sky," 
hich  is  what  Sama  Dubai  intends  to 
d  in  its  quest  to  become  one  of  the 
orld's  top  five  premium  real  estate 
:velopment  companies. 
"Our  aim  is  to  invest  in  international 
larkets  where  there  is  high  growth 
Dtential  for  the  real  estate  sector,  like 
astern  Europe,  Russia  and  Asia,  as  well 
the  Middle  East,"  says  Faraidooni. 
"Planned  investments  will  range  in 
ie  billions  of  dollars.  Sama  Dubai's 
sjective  remains  to  become  the  largest 
■emium  real  estate  developer  in  the 
liddle  East  and  one  of  the  top  five  in 
ie  world." 


Farhan  Faraidooni, 
Executive  Chairman,  Sama  Dubai 


i  Global  Vision 

Sama  Dubai  has  a  clear  vision  of  what  its  global  properties 
ill  look  like.  "I  would  like  to  see  the  Dubai  Towers  brand  in 
ich  major  city  of  the  countries  where  we  intend  to  invest," 
iraidooni  says.  "I  would  like  to  see  the  Salam  Resorts  and  Spa 
and  in  every  possible  tourism  destination." 
Sama  Dubai's  next  development  project  is  a  closely  guarded 
cret.  Negotiations  are  ongoing,  says  Faraidooni,  but  analysts  agree 
at  it  is  likely  to  expand  the  realm  and  brand  of  Sama  Dubai. 
"Part  of  the  initial  attraction  of  going  global  is  the  prospect 
:  tapping  into  greatly  undervalued  markets,"  he  says.  "We  are 
3t  just  looking  for  opportunistic  levels  of  return.  Rather,  we 
ive  strategic  factors  that  we  take  into  consideration,  including 
king  advantage  of  property  cycles  and  diversifying  risk.  We 
e,  therefore,  waiting  for  the  right  moments  and  the  right 
ojects  before  we  commit  to  new  markets." 
Sama  Dubai,  the  international  real  estate  arm  of  Dubai 
olding,  is  already  yielding  much  success.  Its  Dubai  Towers 
and  already  has  locations  in  the  UAE,  Qatar  and  Turkey,  while 
I  Salam  Resorts  and  Spa  development  is  being  built  in  Oman 
d  Bahrain. 

"Each  of  the  Dubai  Towers  has  been  conceived  to  deliver  the 
mplete  corporate  experience,  not  just  for  business,  but  also  for 
e  people  who  work  there.  Premium  office  space  is  designed 
)und  modern-day  business  demand.  The  Dubai  Towers  aim  to 
landmarks,  not  just  because  of  their  bold  architecture  and  prime 
rations,  but  also  because  of  the  range  of  additional  facilities 


they  offer,  such  as  retail,  restaurants, 
entertainment,  health  spas,  gymnasiums, 
hotels  and  residential  apartments.  Those 
create  communities,"  says  Faraidooni. 

Creating  a  Community 

Meanwhile,  the  company's  flagship 
development  in  Dubai,  The  Lagoons, 
recently  launched  the  sale  of  its  second 
phase,  sparking  significant  investor 
interest.  The  70-million-square-foot, 
seven-island  development  along  Dubai 
Creek  offers  residential,  commercial 
and  retail  facilities,  including  the  city's 
first  opera  house. 

Sama  Dubai  offers  unique  products 
that  complement  and  respect  local 
heritage  and  culture.  "Our  strategy  is 
to  create  distinct  product  concepts 
for  each  of  our  categories,"  states 
Faraidooni.  "From  bold,  pioneering, 
timeless  architecture  for  business  use,  to  the  charm  and  splendor  of 
our  residential  and  resort  projects,  each  is  characterized  by  cutting- 
edge  technology,  high-quality  design,  prime  locations  and 
sensitivity  to  the  culture  and  heritage  of  the  local  community." 

Despite  growing  competition  in  real  estate  development 
throughout  the  Middle  East  and  North  Africa,  Faraidooni  says 
that  Sama  Dubai's  continued  success  is  driven  by  its  determination 
and  focus  on  aspects  neglected  by  other  developers. 

In  addition  to  its  concentration  on  high-quality  design,  Sama 
Dubai  takes  special  pride  in  its  leading  role  to  ensure  environ- 
mental protection  and  sustainability.  "Sama  Dubai  is  passionate 
about  this  issue,  and  undertook  a  comprehensive  integrated 
Environment  Impact  Assessment  (EIA)  following  international 
standards  across  all  phases  of  The  Lagoons  project,"  Faraidooni  says. 

Backed  by  huge  government  cash  reserves,  more  players  from 
the  region  have  entered  the  real  estate  development  business. 
Faraidooni  welcomes  the  competition  from  neighboring  Gulf 
Arab  states,  which  have  also  embarked  on  massive  developments 
in  Europe  and  around  the  world. 

"Competition  keeps  everyone  sharp  and  focused,"  says 
Faraidooni.  "We  focus  on  long-term,  well-planned  develop- 
ments. The  key  issue  is  value  creation.  Our  aim  is  to  deliver 
returns  to  our  stakeholders  that  consistently  outperform 
industry  benchmarks." 

Describing  the  current  business  climate  as  a  "globalized 
property  market,"  Faraidooni  believes  that  it  has  allowed  Sama 
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Dubai  to  look  well  beyond  its  borders  for  the  next  big 
investment  and  profitable  development. 

As  Sama  Dubai  reaches  for  the  clear  blue  skies  that  lie 
ahead,  Faraidooni  is  very  optimistic.  More  and  more  countries 
have  made  their  economies  investor-friendly  by  implementing 
the  necessary  framework  of  laws  and  policies.  And  the  Middle 
East,  Eastern  Europe  and  Asia  continue  to  experience  positive 
changes  that  will  help  deliver  long-term  economic  and 
social  benefits. 

"Growth  in  these  regions  will  continue  on  an  upward  path, 
and  real  estate  is  one  of  the  first  sectors  that  reacts  to  improved 
economic  conditions,"  says  Faraidooni.  "As  once-dormant 
economies  open  up  to  foreign  investment,  they  will  offer 
opportunities  with  excellent  returns  for  stakeholders.  Sama 
Dubai  will  seek  to  make  the  most  of  these  opportunities  to 
generate  long-term  returns  on  its  investments. 

"If  we  look  at  the  Middle  East  today,  it  is  witnessing  one  of  the 
highest  population  growth  rates  ever  in  the  region,"  he  continues. 
"The  economic  challenge  will  be  meeting  this  growing  demand  for 
commercial  and  residential  space  and  the  economic  boost  necessary 
to  cater  to  the  needs  of  the  population  over  the  next  five  years." 


The  frenzied  pace  of  construction  in  Dubai  has  been  goir 
on  for  years,  and  the  Sama  Dubai  executive  chairman  is  r 
stranger  to  the  scene.  He  was  part  of  the  team  that  create 
Dubai  Internet  City.  Faraidooni  calls  it  his  proudest  moment ; 
the  real  estate  development  business. 

"Dubai  Internet  City  was  a  tremendous  achievement  and  w  I 
completed  in  364  days,"  he  says.  "I  am  particularly  proud  sin*  I 
that  project  triggered  the  building  boom  in  Dubai  and  change  I 
the  way  people  envision  and  manage  real  estate  development  I 

Faraidooni  says  that  steadfast  determination  and  hard  work  I 
in  line  with  the  UAE  government's  strategic  vision  for  Dubai  I 

"The  establishment  of  Sama  Dubai  is  a  testament  to  tl  I 
vision  and  aspirations  of  His  Highness  Sheikh  Mohammed  b  I 
Rashid  Al  Maktoum,Vice  President  and  Prime  Minister  of  tl  I 
UAE  and  Ruler  of  Dubai,"  says  Faraidooni.  "Under  F  I 
Highness's  leadership,  Dubai  has  become  a  globally  recogniz<  I 
business  hub  and  model  of  success.  Sama  Dubai  seeks 
contribute  to  exporting  this  vision  from  Dubai  into  t  I 
international  community.  We  will  continue  to  deliver  ai  I 
represent  the  excellence,  speed  and  decisiveness  characteriz 
by  His  Highness  and  Dubai." 


Farhan  Faraidooni  was  appointed  to  the  role  of  executive  chairman  of  Sama  Dubai  following  his  successful  track  record  as 
its  chief  executive  officer  since  2005.  Previously  he  held  executive  positions  in  Dubai  including  chief  executive  officer  of 
Executive  Design  Bureau,  and  head  of  real  estate  at  the  Dubai  Technology,  Electronic  Commerce  and  Media  Free  Zone 
Authority.  He  is  a  board  member  of  Dubai  Healthcare  City,  the  Ministry  of  Religious  Endowment  "Awqaf"  and  the  Al  Ahli 
Sports  Club  Hi  i  olds  a  bachelor's  degree  in  architectural  engineering  from  the  UAE  University  in  Al  Ain. 


Sama  Dubai  •  www.sama-dubai.com 


A  new  way  of  livin 


A  unique  opportunity,  now  available 

The  Lagoons.  Somewhere  you  can  be  close  to  the  city, 
the  shops,  the  night  life  and  the  social  scene,  while  still 
surrounded  by  the  natural  world.  Situated  in  the  centre 
of  Dubai,  and  a  neighbour  of  the  Ras  Al  Khor  wildlife 
sanctuary,  the  development  is  easily  accessible  by  air, 
road,  and  even  water.  Comprising  of  seven  distinct 
districts,  each  one  boasts  its  very  own  unique  character 
and  charm  and  is  set  amongst  the  abundant  flora  and 
fauna  of  The  Lagoons.  Spectacular  views  across  Dubai 
Creek  can  be  enjoyed  from  every  district. 

To  reserve  your  new  home  at  The  Lagoons,  just  contact 
our  Sales  Office.  Discover  the  full  details  of  this  beautiful 
development,  including  a  range  of  superb  finance  . 
packages  that  will  make  moving  into  The  Lagoons  just  as 
pleasurable  as  living  there. 

The  Lagoons.  A  place  you  can  call  home. 


Now  Selling 


Discover  more      >  '  } 

International:  +  971  4  360  2000 
info@lagoons.ae  www.lagoons.ae 


THE  LAGOONS 

Reflects  well  on  you 


Dubai 


Special  Advertising  Section  200 


Dubai  Duty  Free:  The  Sky's  the  Limit 

"We  are  very  much  in  line  with  the  overall  growth  and  development  of  Dubai.  I  expec 
that  we  will  reach  US$3  billion  in  sales  by  2013  and  reckon  that  by  2015  we  wi 
approach  US$4  billion." 


Dubai  Duty  Free  is  more  than  a 
place  to  shop  for  perfume, 
pistachio  nuts  and  powdered 
milk.  It  is  a  destination  in  its  own 
right.  And  with  the  tills  set  to  ring  in 
the  magic  billion-dollar  sales  target 
next  year,  Colm  McLoughlin,  managing 
director  of  Dubai  Duty  Free,  who  has 
steered  the  business  from  its  inception, 
says  the  sky's  the  limit  for  arguably  the 
most  successful  duty-free  operation  in 
the  world. 

"We  had  a  great  year  in  2006.  Our 
sales  increased  over  the  previous  year 
by  19%,  which  meant  our  total  sales 
for  the  year  were  US$710  million," 
says  McLoughlin  with  the  enthusiasm 
he  still  brings  to  work  almost  24  years 
after  he  first  set  up  Dubai  Duty  Free. 
"We  are  handling  51,000  transactions 
every  day,  so  the  year  has  been 
absolutely  fantastic." 

Thus  far,  operations  are  limited  to  Terminals  1  and  2  at 
Dubai  International  Airport,  where  Dubai  Duty  Free 
employs  1,900  people  representing  38  different  nationalities. 
Soon,  the  company  will  expand  to  new  premises  at 
Concourse  2  and  Terminal  3,  two  futuristic  concourses  due 
to  open  early  next  year.  Also  on  the  horizon  is  the  gigantic 
new  airport  at  Dubai  World  Central,  the  aviation  hub  of  the 
future  being  built  just  south  of  Dubai. 

With  over  40  years  of  retail  experience,  McLoughlin  is 
deservedly  known  as  "Mr.  Duty  Free,"  the  man  with  a  touch 
as  golden  as  the  life-size  gold  palm  trees  that  mark  the  center 
of  the  retail  space  he  heads  up  at  Dubai  International  Airport. 

"We  mapped  out  our  ten-year  strategic  plan  a  few  years 
ago  and  thought  that  by  about  2010  or  201 1,  we  would  reach 
US$1  billion  in  sales,  which  of  course  is  a  magical  figure,"  he 
says.  "The  way  we  have  gone,  there  is  absolutely  no  doubt 
that  by  2008,  our  sales  will  be  in  excess  of  US$1  billion,  and 
then  the  sky's  the  limit." 


Colm  McLoughlin,  Managing  Director, 
Dubai  Duty  Free 


McLoughlin  believes  Dubai  Due 
Free  is  very  much  in  line  with  th 
Strategic  Plan  2015  put  forth  by  H 
Highness  Sheikh  Mohammed  bi 
Rashid  Al  Maktoum,  UAE's  Vi 
President  and  Prime  Minister  an 
Ruler  of  Dubai. 

"We  are  very  much  in  line  with  tl 
overall  growth  and  development  < 
Dubai,"  says  McLoughlin.  "I  expe 
that  we  will  reach  US$3  billion  : 
sales  by  2013  and  reckon  that  by  201 
we  will  approach  US$4  billion."  b 
adds  that  some  3%  to  4%  of  sales  a 
allocated  to  marketing  and  sponso 
ship  of  successful  events  such  as  tl 
Dubai  Duty  Free  Tennis  tournamer 
the  Dubai  World  Cup  —  the  worh 
richest  horse  race  —  and  the  Dub 
Film  Festival. 
As  the  business  goes  from  strength 
strength,  McLoughlin  is  making  changes  to  fit  with  Sheil 
Mohammed's  future  vision.  A  new  warehouse  will  be  part 
automated,  allowing  for  stricter  environmental  monitoring 
activities  such  as  recycling  and  energy  usage.  McLoughlin  is  a] 
dedicated  to  the  company's  social  program  with  Dubai  Duty  Frt 
supporting  educational  programs  for  disadvantaged  children 
countries  like  Vietnam  and  Cambodia,  as  well  as  the  compan 
own  charitable  foundation. 

With  Dubai  Duty  Free  recognized  as  one  of  the  top  Dur. 
brands  in  the  UAE,  McLoughlin  sees  no  reason  to  change  1 
winning  formula  as  the  operation  expands,  though  he  vv 
tailor  the  business  to  anticipated  demographic  changj 
when  Emirates  Airline  introduces  new  U.S.  destinations  lai 
this  year. 

"We  have  a  product  that  works  very  well  and  we  vi 
duplicate  that  anywhere  we  open  an  airport  retail  operatioi 
says  McLoughlin.  "When  we  open  the  forthcoming  operatic 
next  year,  we  will  change  some  things.  But  by  and  large, 
will  continue  doing  what  we  do  best." 


Colm  McLoughlin  has  more  than  4C  years'  experience  in  the  retail  industry.  He  worked  at  Shannon  Duty  Free  for  15  years 
"ubai.  McLoughlin  is  married  with  three  children.  A  keen  golfer  who  plays  with  a  single  handicap,  he  also 

holds  a  private  pilot's  license. 

Dubai  Duty  Free  •  www.dubaidutyfree.com 


DUBAI 
'ORLD  CENTRAL 


lVlore  than  just  an  airport 

It  is  a  true  innovation  and  the  grand  design  for  a  world  of  possibilities.  A  new  city 
unlike  any  other  -  the  home  of  opportunity  and  a  gateway  to  the  world. 

Dubai  World  Central  is  the  pioneering  new  air  transport  hub  that  will  transform  the 
region  into  one  of  the  most  powerful  global  centres  for  logistics,  tourism  and 
commerce.  Serving  120  million  passengers  and  12  million  tons  of  cargo  annually, 
it  will  be  the  world's  first  multi-modal  logistics  transport  platform  and  a  defining 
link  in  the  global  supply  chain. 

With  a  dramatic  new  skyline  of  over  850  towers,  a  base  for  research  and  education, 
a  centre  of  finance,  a  residential  city  and  a  world-class  golf  resort,  the  city  will 
become  one  of  the  most  dynamic  and  vibrant  workplaces  in  the  world. 


Dubai  World  Central  will  be  the  place  where  East  truly  meets  West,  where  cultures 
converge  and  commerce  evolves. 


ON  CITY 


LOGISTICS  CITY 


INTERNATIONAL 
AIRPORT 


GOLF  RESORT 


COMMERCIAL  CITY 

ill 


RESIDENTIAL  CITY 


www.dwc.ae 


The  Contrarian  David  Dreman 


SHEEP  IN 
WOLVES' 
CLOTHING 


SMALLER  COMPANIES,  BY  WHICH  I  MEAN  THE  ONES 
with  market  capitalizations  below  $20  billion,  have 
done  well  in  the  past  few  years.  This  streak  has  to  end 
someday — sooner  rather  than  later,  Id  wager.  Then, 
portfolios  with  large  capitalizations  will  come  to  the 
fore.  Which  ones  to  buy?  Why,  the  large-cap  funds  with  the  best 
ratings,  of  course.  Fund  tracker  Morningstar's  star  rating  system 
is  a  widely  used  guide,  so  its  best-rated  funds  (five  stars)  are  very 
popular. 

In  too  many  cases,  however,  the  fine  performances  that 
earned  them  those  stellar  ratings  are  deceptive.  Many  large-cap 
managers  with  five  stars  have  gotten  them  by  dabbling  in  mid- 
cap  and  small-cap  stocks  or  large  caps  at  the  bottom  of  the 
category's  range,  thus  jazzing  up  returns. 

While  no  hard-and-fast  boundaries  exist  for  stock  sizes,  many 
on  Wall  Street  define  midsize  as  any  capitalization  between  $2  bil- 
lion and  $20  billion,  and  large-cap  as  any  capitalization  more  than 
$20  billion.  Morningstar,  which  recalculates  its  parameters 
monthly,  currently  puts  the  large-cap  cutoff  at  $12.5  billion.  That's 
not  a  big  number,  really.  It  takes  you  down  to  TJX,  713th-largest 
company  on  the  FORBES  2000  Market  Value  ranking. 

Morningstar's  definition  makes  five-star  winners  out  of  funds 
that  don't  always  deserve  the  large-cap  definition.  DFA  U.S.  Large 
Cap  Value  Portfolio,  for  example,  recently  had  only  49.3%  of  its 
portfolio  in  stocks  above  $20  billion,  48.2%  in  midcap  stocks 
listed  as  $2  billion  to  $20  billion  and  1%  in  small  companies,  with 
the  remainder  in  cash.  This  has  enabled  the  fund  to  score  an  18% 
annual  average  over  the  past  three  years,  six  percentage  points 
better  than  the  S&P  500.  The  same  game  is  played  successfully 
by  Hotchkis  &  Wiley  Large  Cap  Value,  which  had 
47.5%  of  its  assets  in  stocks  above  $20  billion;  the 
BlackRock  Large  Cap  Value  fund,  with  49.7%;  and 


LSV  Value  Equity,  with  54.9%.  But  market  values  above  $20  bil 
lion  account  for  59%  of  the  combined  value  of  all  U.S.  compa 
nies,  so  these  "large-cap"  funds  are  actually  less  weighted  tc 
giants  than  the  universe  of  companies. 

If  you  didn't  know  this  up  until  now  you  may  have  gotten 
lucky  break — your  large-cap  fund  did  better  than  it  deserved  to 
But  if  the  tide  is  running  out  for  midcap  outperformance,  as  i 
normally  does  every  five  to  seven  years,  you  may  want  to  look  a 
a  champion  large-cap  manager's  portfolio  much  more  closely 
before  sending  in  your  money.  My  bet  is  that  the  current  prouc 
holders  of  Morningstar's  five-star  designations  in  the  large-car. 
contest  will  start  shedding  stars  before  too  long. 

Meanwhile,  here  are  several  genuinely  large  companies  I 
look  at  now,  before  large  stocks'  day  dawns: 

Health  insurer  Aetna  (49,  AET),  worth  $25  billion,  undertool 
a  wholesale  restructuring  in  2003.  Since  then  its  earnings  pe 
share  have  grown  by  an  average  30%  per  year;  they  are  likely  tc 
be  up  20%  in  2007. 

The  fear  of  decreasing  margins  has  hung  over  Aetna  for  a  whili 
now,  keeping  the  price/earnings  ratio  down.  Investors  think  that  th' 
federal  government  will  crack  down  on  Medicare  reimbursement 
and  hurt  insurers  like  Aetna.  I  see  no  sign  of  such  a  cutback  and  be 

lieve  the  stock  presents 
good  value  at  a  trailing  PA 
of  16. 

Wyeth  (57,  WYE),  th 
giant  pharmaceutica 
firm  (market  value:  $7 
billion),  has  put  behim 
it  the  serious  problem 
with  fen-phen,  an  anti 
obesity  drug  that  cause 
heart  problems.  More 
over,  the  company  has 
promising  line  of  a  hall 
dozen  new  product 
nearing  approval  by  the  Food  &  Drug  Administration.  Mos 
prominent  is  Pristiq,  used  to  treat  both  depression  and  menc 
pausal  hot  flashes.  Wyeth  has  shown  10%  annual  earning 
growth  over  the  past  several  years,  a  string  that  is  likely  to  con 
tinue.  The  stock  changes  hands  at  a  17  multiple  and  yields  2°/i 
Lowe's  (31,  LOW),  the  home-improvement  chain,  has  a  $4 
billion  market  value  and  a  problem.  This  normally  double-dig 
grower  is  fighting  strong  headwinds  because  of  the  sharp  dowr 
turn  in  the  housing  realm.  Earnings  for  2007  are  likely  to  fall  lc 
to  2%  from  2006. 

That  said,  the  company  has  been  the  best  hardware  chain  fc 
growth,  profitability  and  customer  service  over  the  past  decad 
Although  calling  the  housing  turnaround  is  impossible,  the  stoc 
presents  good  value  for  buyers  willing  to  wait.  Lowe's  is  trading ; 
16  times  depressed  earnings.  I 


Beware  of  well- 
performing  mutual 
funds  devoted  to 
large  companies. 
Some  may  not 
keep  up  with  the 
coming  large-cap 
rebound. 


Forbes 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jerse 
City,  N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The 
Next  Generation.  Visit  his  home  page  at  www.forbes.com/drema 
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Before  he  drew  big  crowds 
on  the  PGA  TOUR,  he  was  on 
the  Nationwide  Tour. 


Camilo  Villegas 
PGA  TOUR  debut:  2006 
Born:  January  7, 1982 
Birthplace:  Medellin,  Colombi 
College:  Florida 
Favorite  Superhero:  Spider-IV 


Former  Nationwide  Tour  players  make  up  over  65%  of  the  PGA  TOUR 
and  have  more  than  200  victories.  So  the  next  time  you're  watching 
the  Nationwide  Tour,  you  could  be  watching  the  next  Camilo  Villegas. 

See  who's  next. 


Nationwide 

Tour 


©200?  PGA  TOUR.  In, 


Absolute  Return  i  Lisa  W.  Hess 


LA  DELUGE 


I  WAS  SEATED  IN  ONE  OF  THOSE  IMPOSSIBLY  OLD-FASH- 
I  ioned  French  restaurants,  where  they  still  serve  frogs  legs 
I  and  escargots,  when  I  got  the  news  of  Nicolas  Sarkozy's  vic- 
I  tory.  The  impressive  legislative  majority  his  conservative 
Hi  UMP  party  commands  for  the  next  five  years  provides  the 
new  president  with  a  mandate  for  change  not  seen  since  the 
beginning  of  the  Fifth  Republic  in  1958. 

America's  love-hate  relationship  with  the  French  is  compli- 
cated. While  we  admire  their  quality  of  life,  we  harbor  a  deep 
mistrust  of  their  motives.  When  they  opposed  the  U.S.  on  the 
Iraq  invasion,  we  retaliated  with  the  pettiness  of  "freedom  fries." 
Nevertheless,  the  boldness  of  Sarkozy's  new  program  has  left  U.S. 
conservatives  gasping  in  admiration.  Newt  Gingrich,  the  crusty 
former  House  speaker,  has  called  for  Republicans  here  to  "find  a 
candidate  who,  like  Mr.  Sarkozy,  is  prepared  to  stand  for  very 
bold,  very  dramatic  and  very  systemic  change."  Gingrich  ought 
to  know:  He  was  the  mastermind  of  the  GOP's  "contract  with 
America"  and  the  party's  resulting  takeover  of  Congress  in  1994. 

France  has  some  economic  advantages  that  the  right  policy 
can  harness.  It  is  the  world's  sixth-largest  economy,  with  strong 
internationally  oriented  companies  and,  thanks  to  its  nuclear 
plants,  cheap  electricity. 

Sarkozy  proposes  to  unleash  the  economic  energy  now 
stifled  by  a  35-hour  workweek,  letting  laborers  work  overtime 
tax  free.  His  proposal  to  cut  corporate  taxes  by  five  percentage 
points  from  their  current  level  of  33%  will  need  to  be  balanced 
by  a  commensurate  increase  in  the  value-added  tax,  a  national 
sales  levy— and  that  move  will  predictably  be  unpopular.  But  the 
trend  is  on  his  side.  A  torrent  of  corporate  tax  cuts  is  spreading 
throughout  Europe.  Great  Britain  is  the  leader  with  a  top  rate  of 
28%  (excluding  local  add-ons),  and  both  Spain  and  Germany 
are  at  30%.  How  refreshing  that  Sarkozy  is  part  of  this.  And  how 
ironic  that,  with  the  corporate  rate  at  35%  (plus  state  taxes)  in 
the  U.S.,  Europe  is  ahead  of  us. 

The  Socialists,  who  lost  the  election,  deride  Sarkozy's 
program  as  a  handout  for  the  rich.  The  son  of  a  minor 
Hungarian  aristocrat,  he  is  vilified  as  an  enemy  of  the  dis- 
enfranchised for  his  tough  sumd  on  urban  unrest.  But  he  might 


well  achieve  most  of  his  economic  agenda. 

Some  of  Sarkozy's  promises  sound  Reaganesque — to  cap 
individual  tax  rates  at  50%,  to  allow  the  deductibility  of  mortgage 
interest,  to  prohibit  strikes  on  essential  public  services  and  to 
control  illegal  immigration.  Certain  ideas  sound  wacky,  like  the 
proposal  to  pay  illegal  immigrant  families  6,000  euros  ($8,100) 
to  return  home.  But  all  of  them  are  pro-business,  pro-capitalist 
and,  most  important,  great  for  productivity. 

A  pro-business  French  government  for  once  is  an  investors 
dream.  Talk  about  an  inflection  point.  Just  as  the  DAX  index  in 
Germany  took  off  after  Angela  Merkel's  election  as  chancellor, 
the  French  economy  and  therefore  its  stock  market  should 
prosper  mightily.  Fortunately,  the  June  swoon  in  global  equity 
markets  created  a  reasonable  entry  point. 

The  most  widely  followed  proxy  for  the  French  stock  market 
is  the  CAC-40,  a  narrow,  market-cap-weighted  index  of  some  of 

France's  largest  companies 
some  of  which  are  so  interna- 
tionally diversified  that  they  are 
barely  French  at  all.  Neverthe 
less,  the  valuation  is  fair.  The 
CAC-40  trades  at  16.5  times 
trailing  earnings,  2.4  times 
book  and  1.2  times  sales.  The 
dividend  yield  is  2.8%.  CAC 
futures  currently  trade  with  a 
contract  size  of  just  under 
$80,000  on  the  Euronext 
exchange  in  Paris.  Going  long 
one  futures  contract  is  like  buy- 
ing that  amount  of  French  shares — with  the  important  difference 
that  with  the  futures  you  can  be  indifferent  to  a  collapse  in  the 
value  of  the  euro. 

For  traders  who  don't  relish  getting  up  in  the  middle  of  the 
night,  the  best  proxy  for  the  French  market  is  an  exchange-tradec 
fund,  the  iShare  MSCl  France  (38,  ewq).  It  tracks  the  Morgai 
Stanley  France  Index,  a  market-cap-weighted  index  of  63  pub 
licly  traded  French  stocks. 

That  makes  it  slightly  more  representative  of  the  broade 
underlying  market  than  the  CAC.  As  of  the  end  of  May,  21%  o 
the  holdings  were  in  financials,  15%  in  the  consumer  discre 
tionary  sector,  12%  in  energy  and  8%  in  health  care.  The  larges 
ten  holdings  account  for  52%  of  the  fund. 

Another  way  to  bet  on  the  revitalization  of  France  is  ti 
invest  in  shares  of  BNP  Paribas  (123,  BNP  FP),  which  trades  ii 
euros  on  the  French  exchange.  This  commercial  bank  has  asset 
of  $1.9  trillion.  (In  a  nice  coincidence,  that  is  the  combined  mar 
ket  value  of  CAC  companies.) 

Paribas  is  quite  reasonably  priced  at  ten  times  consensu 
earnings  of  $11.60  for  2007  and  $12.40  for  2008.  Buying  thi 
from  the  U.S.  isn't  cheap,  but  it  is  worthwhile. 


Expect  good 
things  in  France 
with  Sarkozy  in 
power.  His  pro- 
business  bent 
should  make  its 
stock  market 
prosper. 


Forbes 


Lisa  W.  Hess  is  a  New  York  money  manager.  Visit  her 
home  page  at  www.forbes.com/hess. 
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STRENGTHEN  YOUR  FINANCIAL  FUTURE  & 
CASH  IN  NATIONALLY  AND  INTERNATIONALLY 
WITH  YOUR  OWN  HOME-BASED  BUSINESS... 


...JUST  LIKE  I  DID.  AND  HERE  IS  WHY. 

Companies  are  either  down-sizing  or  sending  jobs  overseas.  It's  a  fearful  situation  not  knowing  how  long  your  job 
is  going  to  last. 

HOW  VULNERABLE  IS  YOUR  CORPORATE  PENSION? 
Many  pensions  are  under-funded,  and  we've  all  heard  the  tales  of  people 
who  dedicated  their  lives  to  a  company  only  to  see  it  slip  into  Bankruptcy 
and  take  all  of  its  retiree  benefits  with  it. 

CORPORATE  DOWN  SIZING  IS  FUELING  THE 
HOME  BUSINESS  REVOLUTION! 

Are  you  ready  to  start  your  home-based  business  and  secure  your  future? 


BENEFITS  OF  A  HOME  BUSINESS 

1.  Tax  advantages 

2.  Building  equity  in  yourself 

3.  Career  security 

4.  More  time  &  freedom 

5.  No  long  commute  -  technology  replaces  travel 

6.  Residual  income 

7.  International  economic  security  -  count  on  many 
markets  for  your  financial  future 


#1 


Call  Chris  Atkins 

1^877-300-8198 

WWW.SHOPWITHCHRIS.COM 
RATED  PRODUCTS  IN  NORTH  AMERICA 


Please  visit  the  website  below  to  request  more  information: 

WWW.AUTHENTICEXPECTATIONS.COM 


( US^Nn ) 

HEALTH  SCIENCES 

INDEPENDENT  ASSOCIATE 


Capital  Markets  i  Marilyn  Cohen 


PROFIT  FROM 
THE  MESS  IN 
MORTGAGES 


SOME  EXPERTS  WOULD  HAVE  YOU  BELIEVE  THAT  THE 
subprime  mortgage  meltdown  is  contained.  I  don't 
subscribe  to  this  viewpoint.  If  we've  seen  the  worst, 
why  are  states  like  Ohio,  New  Jersey  and  California 
talking  about  bailing  out  homeowners  from  their 
adjustable- rate  mortgages,  using  a  raft  of  new  muni  bonds  to 
fund  the  rescue?  And  why  are  two  Bear  Steams-sponsored  hedge 
funds  that  traffic  in  mortgage-backed  bonds  teetering? 

A  lot  has  gone  wrong  in  subprime,  with  plenty  of  blame  to  go 
around.  Some  mortgage  applicants  lied  about  their  finances, 
some  mortgage  brokers  didn't  bother  to  verify  credit  applications, 
some  brokers  enticed  gullible  borrowers  with  teaser  rates  and 
played  down  how  the  rates  would  reset  upward,  and  all  partici- 
pants kidded  themselves  about  how  rising  house  prices  would 
cure  all  defects. 

We  can  also  blame  the  Wall  Street  firms  that  repackaged 
these  risky  mortgages  and  sold  them  to  public  pension  plans, 
hedge  funds,  cities,  counties  and  a  conga  line  of  unsuspecting 
others.  And  then  come  the  subprime  lenders,  many  of  them 
unscrupulous  and  irresponsible.  Since  2006,  60  or  so  have  closed 
or  filed  for  bankruptcy  protection. 

Nevertheless,  amid  this  mess,  there  is  a  bright  side.  The  sur- 
vivors have  proved  worthy  and  are  cheap.  The  most  prominent  of 
the  survivors  are  Fannie  Mae  and  Freddie  Mac,  which  have  fixed 
their  bad  business  practices  and  accounting  lapses.  But  neither 
their  bonds  nor  preferred  shares  yield  that  much  to  get  excited 
about.  A  ten-year  Fannie  bond  yields  0.4  percentage  points  over 
a  comparable,  risk-free  Treasury. 

Countrywide  Financial,  though,  is  a  different  story.  It  issued 
some  subprime  loans  and  lost  money  on  them.  Yet  as  other 
lenders  have  gone  bust,  Countrywide  has  picked  up  their  busi- 
ness. With  tightened  credit  standards  and  competition  gready 


reduced,  Countrywide  will  be  in  a  good  place  when  housing  re- 
covers. I  recommend  Countrywide  7%  preferred  (24,  CFC  B)  rather 
than  the  bonds.  Even  though  preferred  shares  are  lower  in  the  cap- 
italization structure  than  bonds,  I  am  not  worried  about  a  default 
from  this  strong  company.  The  preferred  which  is  very  liquid,  thanks 
to  a  large  float  (59.8  million  shares),  yields  7.17%.  That's  67  basis 
points  better  than  what  you  get  on  Countrywide's  bond  maturing 
in  nine  years. 

Another  worthwhile  if  lesser-known  investment  is  Thorn- 
burg  Mortgage,  a  real  estate  investment  trust  that  originates  and 
purchases  adjustable-rate  mortgages.  The  REIT  makes  money  on 
the  spread  between  the  yield  on  its  loans  and  its  cost  of  borrow- 
ing. Delinquencies,  defaults  and  foreclosures  are  always  the  wild 
cards  for  lenders,  of  course.  But  these  should  be  limited  at  Thorn  - 
burg:  Its  mortgage  holders  are  high  quality  (median  annual 
income:  $204,000).  Their  average  loan  size  is  $630,000,  and  dur- 
ing the  next  20  months  $6.7  billion  of  their  ARMs  will  reset  from 
4.6%  to  significantly  higher  rates,  which  they  likely  can  afford. 

The  REIT  pays  bond  investors  well.  The  Thornburg  8%  due 
May  15,  2013  bonds  are  a  $305  million  issue  rated  BB-  by  Stan 
dard  &  Poor's — and  are  Thornburg's  only  bond  issue.  Now  pricec 
slightly  over  par,  they  yield  7.85%  to  the  worst  call  in  2011  anc 

7.9%  to  maturity.  I  also  like  it: 
equity:  Thornburg  (26,  tma 
shares  sport  a  pleasant  10.36% 
dividend  yield.  Don't  be  sur 
prised  if  Thornburg  cuts  th» 
lofty  dividend  later  this  yea: 
since  earnings  are  softening 
Still,  a  lot  of  that  already  i 
priced  into  the  shares.  Buy  hal 
a  position  now  and  add  oi 
when  the  cut  occurs. 

Residential  Capital,  th 
mortgage  lending  unit  of  GMAC 
has  had  the  stuffing  knocke< 
out  of  it.  The  housing  sector's  woes  and  ResCap's  subprime  lend 
ing  exposure  forced  Standard  &  Poor's  to  downgrade  its  bonds  t> 
barely  investment  grade,  BBB-.  Despite  all  this  gloom,  ResCap  ha 
installed  new  management,  reduced  its  subprime  portfolio  an 
strengthened  lending  standards.  Those  are  the  marks  of  a  success 
ful  turnaround. 

Lock  in  extra  yield  via  ResCap  bonds  without  going  out  to 
far  on  maturities.  Buy  the  ResCap  6.125%  due  Nov.  21,  2008 
This  $750  million  issue  is  easy  to  obtain.  These  bonds  yield  6.5C 
to  maturity.  Step  out  a  little  longer  and  try  the  $2.5  billio 
ResCap  6.375%  due  June  30,  2010,  which  yields  6.9%  to  matu 
rity.  Even  if  the  bonds  get  downgraded  to  junk,  your  intere: 
and  principal  will  be  paid  on  time.  GMAC,  now  51%-owned  b 
the  canny  private  equity  shop  Cerberus  Capital  Management, 
a  solid  parent. 


The  headaches 
from  subprime 
lending  aren't 
over.  But  you 
can  profit  with 
the  bonds  and 
pref erreds  of 
the  survivors. 


Forbes 


Marilyn  Cohen  is  president  of  Envision  Capital  Management 
Inc.,  a  Los  Angeles  fixed-income  money  manager.  Visit  her 
home  page  at  www.forbes.com/cohen. 
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Staying  at  Andy's 

A  sporting  weekend  at  Skibo  Castle  is  more  castle  than  sport  |  By  Jessica  Maxwell 


The  butler  grinned  over  a  tray  of  what 
looked  like  blood  cocktails. 

"Cordial?"  he  offered. 

"I  hope  so,"  said  my  husband,  Tom. 

"Ah,  you're  a  free  spirit,  I  can  tell," 
replied  James  the  Butler,  in  a  voice  a  bit 
too  much  like  Peter  Lorre's.  "Colorado  is 
it,  then?" 

"Oregon." 

"Ah.  We  have  another  couple  here 
from  Oregon,  we  do.  Would  we  prefer  a 
Scotch  over  the  sloe  gin,  then?" 

WE  WOULD.  WE  ALSO 
would  prefer  to  be 
shown  to  our  room,  hav- 
ing just  made  the  long 
trek  from  Oregon  to 
London,  then  on  by  train  to  the  Scottish 
Highlands.  We  had  been  whisked  to  the 
castle  by  one  of  Skibo's 
drivers,  arriving  much  the 
same  way  as  Andrew 
Carnegie's  guests  had  dur- 
ing the  castle's  fin  de 
siecle  glory  days:  various 
Rockefellers,  Rudyard  Kip- 
ling, Helen  Keller  and  even 
King  Edward  VII,  who 
paid  special  attention  to 
Skibo's  plumbing.  (Buck- 
ingham Palace  was  being 
remodeled  at  the  time.)  We 
were  there  to  fish  newly 
opened  salmon  streams 
off-limits  for  300  years. 

It  was  the  arrival  of 
Carnegie's  only  child,  Mar- 


Material  guy  Andrew  Carnegie 
(1835-1919)  bought  Skibo  in 
1898,  then  improved  it. 


garet,  in  1987,  that  inspired 
his  search  for  a  Highlands 
estate,  which  he  insisted 
must  have  a  view  of  the  sea, 
a  private  harbor  for  his 
yacht,  a  waterfall  and  a 
trout  stream.  He  found  all 
of  these  and  moors  at 
Skibo,  whose  name  comes 
from  schytherbolle,  Gaelic 
for  fairyland. 

Carnegie  bought  the 
estate  for  about  $170,000. 
He  added  a  wing  of  guest 
suites  furnished  in  the  best 
Edwardian  style.  Artisans 


built  a  massive  carved-oak  central  stair- 
case whose  half-landing  features  a  quin- 
tych  of  stained -glass  windows  depicting 
Skibo's  early  history  and  Carnegie's  own 
life  story.  A  pipe  organ  was  installed,  to  be 
played  every  day  at  breakfast. 

The  Carnegies  spent  four  or  five  months 
at  Skibo  every  year,  and  Margaret  contin- 
ued the  tradition  after  her  parents  died. 
When  her  health  failed  in  the  early  1980s 
she  sold  the  castle  to  a  self-made  Lanark- 
shire businessman  named  Derek  Holt  for 
about  $5  million.  Holt  sold  it  to  Globe  In- 
vestment Trust  in  1989,  and  the  Trust  flipped 
it  a  year  later  to  English  real  estate  developer 
Peter  de  Savary,  who  in  1995  turned  Skibc 
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nto  the  Carnegie  Club,  a  for-profit  sport- 
ng  club.  De  Savary's  business  history  can  be 
lescribed  as  unsavory:  Fourteen  of  his 
:ompanies  went  bust  in  the  1990s,  leaving 
:reditors  with  debts  that  in  2006  reportedly 
otaled  more  than  $1.4  billion. 

In  2003  De  Savary  sold  Skibo  to  Club 
nember  Ellis  Short,  vice  chairman  of  Dal- 
as'  Lone  Star  Funds  (largest  shareholder  of 
Corea  Exchange  Bank).  "He's  a  switched- 


Always 
cordial  castle 
butler  James 
Allen  (top). 
Fishing 
guide  (gillie) 
Douglas  Reid 
(below)  on 
the  Thurso. 


Dn  kitty,  that  one,"  our  driver  had  said 
approvingly  The  castle's  new  chatelaine, 
Short's  wife,  Eve,  got  herself  in  hot  water 
Adth  locals  last  January  when  she  accused 
wo  elderly  neighbors  walking  their  dogs  of 
respassing.  She  allegedly  threatened  to 
lave  the  dogs  shot  if  their  owners  did  not 
ikedaddle.  The  Highland  Court  affirmed 
he  women's  right  (under  Scotland's  Out- 
door Access  Code)  to  stroll.  Skibo  manage- 
ment apologized  and  sent  flowers. 

Though  the  castle  continues  to  oper- 
ate as  a  club  (with  500  members),  its  rules 
ire  about  to  change.  At  present  nonmem- 
i>ers  wanting  to  stay  can  do  so  if  they  pay 
i.  fee  ($2,200  a  day  in  high  season)  and 


express  interest  in  pursuing  membership. 
Starting  in  March  2008,  however,  such  vis- 
its will  be  disallowed. 

Short  has  invested  $18  million  to 
date  on  refurbishing  the  21 -suite  manor 
and  its  1 1  "lodges."  Bathrooms  have 
been  upgraded  with  heated  marble 
flooring.  Victorian/Edwardian  revamps 
of  all  rooms  are  scheduled  to  be  com- 
plete by  2008.  Carnegie's  indoor  swim- 
ming pool  has  been  rebuilt,  and  the  golf 
course,  too,  has  been  improved:  The 
greens  are  faster,  the  sward  purer,  and 
new  bunkers  have  appeared  in  unex- 
pected places.  Since  the  addition  of  a 
portable  loo  on  the  fourth  tee,  much  of 
dreaded  but  formerly  convenient  gorse  is 
now  gone  from  the  rough. 

For  anyone  who  loves  to  fish,  the  cas- 
tle's most  extraordinary  attribute  is  its  new 
access  to  "beats"  (fishing  spots)  on  the 
Thurso  River,  which  have  been  off-limits 
to  all  but  their  owners  for  three  centuries. 
An  agreement  between  the  owners  and 
the  Carnegie  Club  now  makes  these  hal- 
lowed banks  accessible  to  club  members 
and  guests.  Tom  and  I  were  thrilled  to  be 
fishing  these  once  forbidden  waters. 

"What  is  that  blasted  noise!"  Tom 
asked  at  dawn  on  our  fishing  day. 

"It's  the  bagpipe  wake-up  call!"  I  replied. 
Skibo's  piper  had  just  made  his  8  a.m. 
circuit  of  the  property,  a  tradition  begun  by 
Andrew  Carnegie.  From  the  window  of  our 
second-story  room,  Evelix,  the  castle 
grounds  were  the  stuff  of  Hollywood  sets. 
Miles  of  perfectly  groomed  lawns  led  the 
eye  south  to  Loch  Evelix  and  on  to  Dornoch 
Firth,  which  glimmered  like  an  evening 
gown  in  the  early  light. 

After  a  repast  of  Scottish  oats,  black 
tea,  rashers  of  bacon,  scrambled  eggs,  and 
brown  toast  served  with  castle-made  mar- 
malade— eaten  to  the  accompaniment  of 
Carnegie's  pipe  organ — we  set  off  with  our 
driver  (an  affable  retired  physicist)  in  a 
Range  Rover  packed  and  ready  for  a  day  of 
Highlands  fishing. 

We  met  up  with  our  fishing  gillie 


(guide),  Doogie  Reid,  in  the  village  of 
Halkirk,  then  caravanned  on  to  the 
Thurso,  a  low,  quiet  river  wending 
through  plains  of  high-tech  windmills  and 
sheep  country.  There  Doogie  strung  up 
our  13-foot  Spey  rods  and  tied  hot-ver- 
million  shrimp-pattern  flies  to  our  lines 
before  leading  us  upriver  to  a  beat. 

Tom,  on  his  second  cast,  got  a  hit  but 
missed  hooking  the  fish. 

"That  was  a  salmon,"  Doogie  declared. 

"Thank  you,"  said  Tom,  in  disgust, 
then  immediately  horsed  his  line  on  the 
back  cast  and  got  hung  up  in  the  grasses. 

"Ah,  you've  caught  Scodand,"  declared 
Doogie.  After  a  lavish  Skibo  shore  lunch  we 
returned  to  the  river,  only  to  have  heavy 
weather  roll  in.  Tom's  near-miss  would  be 
our  only  action  of  the  day.  As  we  returned 
to  the  casde  for  dinner,  Tom  lamented  his 
lost  salmon. 

"I  don't  want  to  sit  here,"  he  whispered 
as  we  sat  down  to  dinner. 

"Why  not?" 

"That  couple  over  there  looks  like 
they're  from  Oregon.  The  butler  warned 
us  about  them,  and  I  didn't  come  all  the 
way  to  Scotland  to  dine  with  Oregonians." 

"Shhh  . . .  they'll  hear  you!" 

"Did  we  overhear  that  you're  from  Ore- 
gon?" asked  the  kindly  man  across  the  table. 

"Oh  yes,  we  are!"  I  replied.  "And  you're 
from  ...  ?" 

"Portiand!"  said  his  wife. 

Tom  stood  up,  left  and  returned  with  a 
bottle  from  his  suitcase. 

"This,"  said  he,  "is  McCarthy's  Oregon 
Single  Malt,  from  our  own  home  state, 
and  that  of  our  new  friends  here.  Anyone 
who  wants  a  wee  dram,  say  Aye'!" 

"Ayes"  filled  the  air.  A  member  from  Ed- 
inburgh pronounced  the  elixir  "bonnie,"  and 
Tom  toasted  the  Highlands,  where  fly-fish- 
ing and  Scotch  whiskey  began.  F 
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For  more  information  on  Skibo 
Castle,  visit  www.forbes.com/life. 
Skibo  Castle  is  also  featured  on  Forbes'  20  Most 
Expensive  Celebrity  Divorces,  at  www.forbes.com. 
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TRUE  ROMANCE 


For  Love  or  Money 

Anna  Nicole  was  just  the  latest  in  a  long  line  of  consummate  gold  diggers. 

By  Susan  Adams 


YOU  SWEAR  IT  COULD  NEVER 
happen  to  you.  That's  what 
thrice-divorced  clothing 
magnate  Milton  Petrie  said, 
too.  But  just  one  year  after 
meeting  the  beguiling  and  acquisitive 
Carroll  Pistell,  30  years  his  junior,  the 
77-year-old  chairman  of  Petrie  Stores  said 
"I  do"  in  a  quiet  civil  ceremony. 

After  Milton's  death  in  1994  Carroll 
emerged  with  $5  million  in  cash,  a  $150 
million  trust  fund,  a  plane,  cars  and  real 
estate.  (Petrie's  kids  and  grandkids 
inherited  relatively  modest  sums 
ranging  from  $2  million  to 
$15  million.) 

According  to  a  sassy, 
irreverent  new  book, 
The  Fortune  Hunters: 
Dazzling  Women  and 
the  Fortunes  They  Wed 
(St.  Martin's,  $25),  by 
longtime  gossip  colum 
nist  Charlotte  Hays,  the 
gold  digger's  tale  has  oft  been 
repeated,  from  Louis  XV's  mis 
tress  Madame  de  Pompadour, 
one  of  the  richest  and  most  pow- 
erful women  in  18th-century  France,  to 
Mercedes  Bass,  one  of  the  richest  and  most 
powerful  women  in  21st-century  Texas. 

Fellows,  ignore  these  stories  at  your 
peril.  Sisters,  read  them  with  attention,  for 
the  fortune  hunter's  job  can  be  tricky. 

Take  Mrs.  Bass.  In  1986,  after  14  years 
of  marriage  to  dull  diplomat  Francis  Kel- 
logg, she  hooked  a  married  billionaire,  oil- 
man Sid  Richardson  Bass.  The  former 
Mercedes  Tavacoli,  an  Iranian-born  party 
girl  whose  father  had  named  her  after  his 
favorite  car,  met  Bass  when  she  was  seated 
next  to  him  at  a  charity  event  in  England. 
She  was  42,  he  44. 


Caught  Bass: 
Mercedes  with  Sid 


The  Petries: 
Milton  and  Carroll 


As  the  story  goes,  Mercedes 
tossed  a  dinner  roll,  in  an 
effort  to  liven  up  the  lifeless 
party.  Bass  noticed.  A  few 
weeks  later  they  found 
themselves  again  at  a  fash- 
ionable dinner,  this  time  in 
Southampton,  N.Y.,  where 
Mercedes  nabbed  the  seat  next 
to  Sid.  Afterward  the  couple  ren- 
dezvoused at  the  Plaza  Athenee 
in   Paris,  from  where  they 
informed  their  respective  spouses  that 
their  marriages  were  kaput. 
According  to  Hays,  Anne 
Bass  had  been  a  chilly  bore 
compared  with  the  roll- 
throwing  Mercedes. 
Lesson:  Men  appreci- 
ate being  courted  by  a 
gal  who  knows  how  to 
have  a  good  time. 
Fortune  hunters 
must  keep  working  even 
after  they've  landed  their 
catch.  "Mercedes  has  taken  up 
shooting  and  fishing  because 
that's  what  Sid  likes," 
writes  Hays. 

Are  there  any  sur 
prises  here?  Yes,  writes 
the  author,  a  big  one: 
love.   Though  she 
shows    how  her 
women  calculated 
their  every  move 
(Carolyn  Bessette 
played  hard-to-get 
with    JFK   Jr;  Wall 
Simpson  ingratiated  her- 
self with  the  Duke  of  Wind 
sor's  female  friends),  she  says     Gayfryd  Steinberg 
she  was  startled  to  discover  that    sticks  by  ailing  Saul 


many  of  these  women  truh 
loved  their  husbands.  Exam 
pies:  Carroll  Petrie,  Susan 
Gutfreund  (the  former 
Pan  Am  flight  attendanl 
who  married  Salomon 
Brothers  managing  partnei 
John     Gutfreund)  anc 
Gayfryd  Steinberg,  who  to  thi 
day  is  still  ministering  to  he 
corporate  raider  husband,  Saul 
who  suffered  a  debilitating 
stroke  in  1995. 

Of  course,  men  can  be  diggers,  too 
Hays  should  consider  penning  "Gorgeou 
Guys  and  the  Millions  They  Married.' 
Take  for  example  the  land-rich,  cash 
poor  9th  Duke  of  Marlborough,  Charle 
Spencer-Churchill,  who  got  hitched  tc 
American  heiress  Consuelo  Vanderbilt  ii 
1895.  Or  Claus  von  Biilow,  whose  wealth 
wife  still  lingers  in  a  coma  he  was  accusec 
of  having  caused  back  in  1980. 

Arch-gigolo  Porfirio  Rubirosa  was  mar 
ried  first  to  the  daughter  of  Dominican  die 
tator  Rafael  Trujillo,  later  to  tobacco  heires, 
Doris  Duke  and  then  to  Woolworth  heires 
Barbara  Hutton.  The  polo-playing 
e-car-driving  Lothario  en 
joyed  such  toys  as  a  stabL 
,   of  polo  ponies,  a  con 
verted  B-25  bomber  ano 
a  17th-century  hous< 
in  Paris — all  spoils  o 
his    divorce  fron 
Duke.  Hutton  bough 
him  a  second  B-25  plu 
a  coffee  plantation  anil 
paid  him  a  reported  $2. 
million  settlement.  Whei 
he  died  at  age  56  in  a  Ferrai 
crash,  he  was  married  to  a  youn 
actress. 
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Life  insurance  prices 
drop  to  all-time  lows 

Call  or  visit  lnsure.com  today.  Compare  prices  in  seconds. 
Freedom  to  buy  from  the  company  of  your  choice. 
Also  quoting  auto,  health,  home  and  more! 


Monthly  Rates  for  Females 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$440 

40 

$116 

$240 

$617 

45 

$201 

$423 

$1,076 

50 

$328 

$652 

$1,623 

55 

$498 

$1,019 

$2,542 

60 

$755 

$1,536 

$3,833 

65 

$1,269 

$2,533 

$6,326 

70 

$2,069 

$4,134 

$10,329 

Monthly  Rates  for  Males 

Age 

$5  Million 

$10  Million 

$25  Million 

35 

$84 

$162 

$486 

40 

$123 

$240 

$661 

45 

$214 

$423 

$1,186 

50 

$353 

$701 

$1,973 

55 

$597 

$1,188 

$3,417 

60 

$967 

$1,928 

$5,909 

65 

$2,028 

$4,051 

$10,153 

70 

$3,233 

$6,461 

$16,214 

Also  available:  15,  20,  25  and  30  year  level  plans 


"The  premier  Web  site  in  terms  of  details  and  ease  of  use, 
(best  of  all,  it's  free)"  —  Yahoo!  FINANCE 

"...we'd  recommend  you  do  your  insurance  shopping 

here..."  —  Barron  s 

"New  source  for  best  buys  in  insurance.  One  way  to  get 
to  know  the  market."  —  Kiplinger's  Personal  Finance 

"...provides  rock-bottom  quotes  for  life  insurance... 
this  site  is  flush  with  useful  features."  —  Forbes.com 


"A  godsend  for  those  who  are  shopping  around  for  the 
best  deal  in  insurance."  —  Independent  Business 

"The  best  Web  site  I've  found..."  —  The  Dallas  Morning  News 

"...outstanding  -  as  good  as  a  Web  site  on  insurance  can 
possibly  be.  Hats  off  and  a  gold  star  to  the  top  insurance 
site  on  the  Web."  —  Insurance  for  Dummies 

"This...  solution  has  value  for  those  who  prize 
immediacy  and  privacy."  —  U.S.  News  &  World  Report 


visit  lnsute.com 

"S"  Or  ca!l  1-800-441-0072  for  FREE  quotes  and  advice 


Ad  Code:  FORBS7/07 


NOTE:  Trie  sample  10  year  California  term  life  premiums  shown  above  are  not  specific  to  any  individual  person  or  insurer.  Please  call  lnsure.com  or  visit 
www.insure.com  to  obtain  quotes  specific  to  your  health  history  profile.  Copyright  ©1984-2007  lnsure.com,  Inc.,  8205  South  Cass  Avenue,  Suite  102, 
Darien,  Illinois.  CA  agent  #0A  .gent  #200696,  MA  agent  #333509159.  In  California,  lnsure.com,  Inc.  dba  lnsure.com  Insurance  Services  under 

jigerit  #0827712,  in  LA  as  agent  #205078.  In  Utah,  lnsure.com,  Inc.  dba  lnsure.com  Insurance  Services,  Inc.  under  agent  #90093.  All  rights  reserved. 
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Best  friends  for  (longer)  life, 


Get  up  to  55  hours 
rechargeable  runtime  on 
many  USB  devices  with 
the  UPB10  Mobile  Power 
Pack  -for  just  "69.991 


Up  to  55  hours  of  rechargeable  runtime  for  W 


iPods,  cell  phones,  your  BlackBerry, 
PSPs,  cameras  -  these  are  more 
than  conveniences  -  they're  day-to- 
day essentials.  But  with  a  dead  bat- 
tery, these  essentials  are  useless. 
Which  is  why  APC  is  introducing 
the  Mobile  Power  Pack,  a  modern 
day  dynamo  that'll  keep  your  mobile 
devices  up  and  running  and  doing 
what  you  need  them  to  do. 

The  new  Mobile  Power  Pack  gives 
you  anywhere  from  2  to  4  times 


normal  runtime,  depending  on  the 
device  -  so  no  matter  where  you 
are,  your  iPod  (or  whatever  it  is) 
won't  let  you  down. 

Sturdy  yet  small,  (the  Mobile  Power 
Pack  weighs  less  than  3  ounces) 
this  little  powerhouse  is  added 
insurance  that  whether  you're 
playing  tunes,  watching  movies,  or 
on  the  most  important  call  of  your 
life,  you'll  have  the  power  you  need. 


Out  of  box  compatibility 
with  USB  devices: 


iPods 
MP3s 
Sony  PSPs 


-  Cell  phones 

-  Cameras 

-  BlackBerry 


[LAPTOP] 


Find  APC  power  protection  products  at: 
Office  depot. 

COMPUSA 


Business  travel  shouldn't  include  trips  to  the  outlet 

Don't  forget  to  pack  these  Lightweight.  Portable  Power  Products  for  Notebooks. 


UPB50 

Up  to  4  hours  of 
additional  notebook  runtime. 
Compact,  lightweight  design 


UPB70 

Up  to  6  hours  of  addi 
tional  notebook  runtime 
Charges  and  powers  a  mobile 
device  via  USB  charging  port. 


Register  to  be  one  of  5  lucky  winners  to  receive  a 
FREE  Mobile  Power  Pack  (UPB10)  value  $69.99 

Visit  www.apc.com/promo  Key  Code  w561x  or  Call  888.289. APCC  x4557  or  Fax  401.788.2797 


Legendary  Reliability* 


©2007  A/nerican  Power  Conversion  Corporation  All  rights  reserved  All  trademarks  are  the  property  ot  their  respective  owners 
e-mail  esupport©apc.com  •  132  Fairgrounds  Road.  West  Kingston.  Rl  02892  USA  •  AX4B06EA4-USd 
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Looking  To  Grow  Your  Business? 


We  Specialize  in  Responsive  Lists  That  Work! 

Direct  Mail  •  Email 

MILLIONS  OF  RESPONSIVE  BUYERS  AVAILABLE 

www.macromark.com    j^J  3.01*0  77T 

Macromark  Inc.,  185  Route  312,  Suite  303  Brewster,  NY  10509  (845)  230-6300 
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He  was  a  hardworking  farm  boy. 
She  was  an  Italian  supermodel. 

He  knew  he  would  have  just 
one  chance  to  impress  her. 


Rosetta  Stone.  The  fastest  and 
easiest  way  to  learn    ITALIAN  , 


Dynamic  Immersion"  teaches  you  to: 

°») 


j~N  SPEAK:  Evaluate  your  pronunciation 
through  speech  recognition. 


LISTEN:  Hear  the  language  spoken  by 
native  speakers. 


READ:  Words  and  images  used  together 
'  I  \    increase  understanding. 


□ 


WRITE:  Practice  writing  the  new  language 
and  receive  immediate  feedback. 


Learn  a  language.  Expand  your  world.  Finally,  there's  a  way  to  learn  a  new 
language  that's  easier  than  you  could  ever  imagine.  Rosetta  Stone®  interactive 
software  teaches  you  any  of  30  languages,  all  without  translation,  memorization, 
or  grammar  drills.  Our  Dynamic  Immersion'"  method  uses  a  combination  of  images 
and  words  in  a  step-by-step  process  that  successfully  replicates  the  experience  of 
learning  your  first  language.  It's  so  effective  that  NASA,  the  U.S.  State  Department, 
and  a  variety  of  Fortune  500®  executives  have  made  it  their  language  tool  of  choice. 
That's  also  why  we  can  back  it  with  a  six-month  money-back  guarantee. 


Personal  Edition.  Solutions  for 
organizations  also  available. 


Act  now  to  receive  a 

10%  discount. 


LeveM  &m  NOW  $188.10 
Level  2  -$239-  NOW  S215.10 
B&st  VqIugI 

Level  1&2   -$9SS  NOW  S305.10 


Available;for3b.lar>guages,  including  Spanish,  French,  German,  Italian,  Japanese  and  English. 

The  fastest  way  to  learn  a  language.  Guaranteed" 

RosettaStone 

Language  Learning  M,:  Success 

1-800-399-6162 

Use  promolianaJ  code  (6s077  whsn  ii  jarirtg 

RosettaStone.com/fbs077 
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A  partner  that  can  calm 
the  stormy  seas  of 


wL.  filial 

- 

Possible!  When  you  partner  with  NUT  Technologies.  Sure  you  get  unflinching  commitment  to  quality 
(COPC  and  Six  Sigma  standards),  compliance  with  ISO:  27001  Data  Security  Standards  and  proprietary 
technology  tools  for  remote  process  management  and  knowlege  capture.  But  above  everything  else, 
we  "invest"  in  you  -  no  matter  what  the  scale  of  service  we  take  the  time  and  effort  to  understand  your 
business  needs. 

But  that  should  be  expected  from  a  BPO  and  Contact  Center  that  leverages  the  NUT  Technologies 
Group's  25  years  of  IT  Training  and  BPO  Services  heritage  of  being  dedicated  to  helping  customers 
get  benefits  that  go  far  beyond  cost  savings.  If  you're  looking  for  a  BPO  Services  partner  that  will  be 
there  for  you  no  matter  what,  or  just  looking  for  a  way  to  give  the  competition  a  run  for  their  money, 
wouldn't  you  rather  go  with  the  Top  Busines  Process  Management  Outsourcer  of  2005  and  2006? 
Think  of  what  we  can  do  for  you... 


Our  BPO  and  Contact  Center  Services 

Back  Office  Administration  -  Life  and  Pension  Processing  -  Market  Surveys  and  Database  Updating 
Customer  Service  -  Call  Center  -  Inbound  and  Outbound  -  Technical  Helpdesk  -  Order  Taking 
Technical  Helpdesk  -  Airline  Ticketing  and  Change  Requests  -  Telesales  -  Finance  and  Accounting 


*  Awarded  Top  Outsourcer  for  three  categories  by  ContactCenter  World.com 

*  Awarded  Best  Contact  Center  in  APAC  for  2006  by  ContactCenter  World.com 


For  More  Information  Contact: 

Christopher  A.  Cody,  VP  of  Business  Development 
christopher.cody@niit-tech.com 

NUT  Technologies,  1050  Crown  Pointe  Parkway,  5th  Floor 
Atlanta,  GA  30338, 

Toll  Free:  (800)  605-0092  or  (469)  656-3273  (global) 
Website:  www.niitsmartserve.com  orwww.niit.com 
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We  See  Your  Success 


m 


Capital  To  Grow. 

We  help  our  clients  grow  their  annual  sales  1 5%  or  more 
and  have  funded  in  excess  of  $1  billion  dollars  in  transactions 
to  firms  like  yours. 

212.755.3636  !  www.capstonetrade.com 


Purchase  Order  Finance  I  Trade  Finance  I  Letters  of  Credit 
Domestic  &  International  Accounts  Receivable  Factoring 


Live  your  life, 
Love  your  bath  tub 


Put  the  smile  back  into  bathing  with  a 
Premier  Walk-In  Tub.  ifyuustruggletakingyourhath, 

talk  to  its  at  Premier  about  our  extensne  range  of  walk-in  tubs 

•  Enjoy  a  relaxing  bath  again,  without  the  fear  of  clipping  or  falling. 

•  The  walk-in  door  feature  allow  easy  access  and  cxmng 


Net  annual  income  of  $500,000 


Own  and  operate  a  Medical  Diagnostic  Cente 
in  your  area.  Business  Management 
experience  is  a  must.  $800,000  Cash 
investment  required.  Can  reach  profitability 
in  6  months.  Partnership  also  available. 


(866)  862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


American  Diagnostic  Centers 


MARKETPLACE 


For  Advertising  please  contact: 
Lisa  Lazansky 
Custom  Solutions  Media 
1-888-305-6830 
Lisa@customsolutionsmedia.con 
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Valenti  International 

"The  more  you  have  to  offer  the  more  difficult  it  seems  to  find  the  person  who  is  right  for  you.  * 

T 


hose  who  seek  to  achieve  results 
l  today's  rapidly  accelerating 


society  understand  the  need  to  take 
appropriate  measures  to  get  what 
they  want  out  of  life. 

Never  before  has  there  been  more 
emphasis  on  healthy  relationships, 
family  togetherness,  and  emotional 
well-being  as  the  necessary 
foundation  leading  to  a  road  of  life- 
long success.  Yet  with  time  as  our 
most  precious  and  limited  resource, 
it  has  become  increasingly  difficult 
for  high  achievers  to  balance  their 
life's  work,  cultural  and  academic 
activities,  and  the  time  available  to 
invest  with  loved  ones. 

With  this  in  mind,  it  is  easy  to  see 
and  understand  why  today's  most 
intelligent  and  successful  individuals 
in  search  of  their  life  partner  are 
taking  more  care  and  precaution  when 
it  comes  to  choosing  their  mate. 

For  years  we  have  seen  the 
appearance  of  practically  every 
fathomable  method  of  pairing 
individuals  and  individuals  pairing 
themselves;  from  well-meaning 
friends  and  family,  to  single  parties 
and  the  internet  superhighway. 
Undoubtedly  however,  if  you  are 
an  attractive,  successful,  relatively 
private  and  selective  individual,  you 
have  found  that  the  more  you  have 
to  offer  the  more  difficult  it  seems  to 
find  the  person  who  is  right  for  you. 

Discerning  people  today  want  more  out  of  their  lives  and 
their  relationships.  There  is  clearly  a  special  focus  when  it 
comes  to  the  selection  process  for  finding  a  potential  romantic 
companion.  Most  people  recognize  the  value  of  engaging  an 
expert  to  assist  them  in  their  personal  search.  The  question  is, 
"How  do  you  find  an  expert  you  can  trust?" 

Valenti  International  of  Rancho  Santa  Fe,  California  is  the 
only  company  of  its  kind.  They  consistendy  attract  a  select 
worldwide  clientele  of  quality  individuals  in  their  quest  for  a 
suitable  and  compatible  life  partner.  Irene  Valenti,  President 
and  founder,  is  actively  involved  in  every  aspect  of  the  business. 

"We  truly  understand  what  today's  most  exceptional 
individuals  must  endure  in  order  to  find  a  compatible 
life  partner.  With  a  staff  of  Ph.D.  psychologists  and  an 
experienced  team  of  professionals,  we  are  able  to  meet 


with  and  get  to  know  our  clients 
personally.  This  enables  us  to  create 
a  solid  foundation  for  providing  the 
best  recommendations  to  our  clients. 
Of  course  there  is  risk,  but  the  real 
risk  is  drastically  increasing  your 
options  and  actually  meeting  the 
right  person,"  Valenti  states. 

Vale  nti  International  takes  into 
consideration  social  and  economic 
backgrounds,  family  values  and 
interests,  as  well  as  personalities 
and  other  individual  considerations 
necessary  for  a  successful  match. 
The  term  "Matchmaking  in  the 
European  Tradition®"  represents 
an  established  professional  process 
carefully  structured  to  promote  the 
best  opportunity  for  results  for 
each  client  of  Valenti  International. 
There  are  no  impersonal  methods 
or  computers  used  for  making 
or  selecting  introductions. 
"Each  personal  introduction 
or  recommendation  is  made  on 
a  respectful  and  selective  basis." 
What  started  as  one  woman's  quest 
to  make  a  difference  in  people's 
lives  has  grown  into  a  world- 
renowned  company,  a  family 
legacy,  and  a  powerful  model  for 
building  successful  relationships 
through  effective  introductions. 
"I  am  always  impressed  with 
the  quality  of  people  my  service 
attracts,"  says  Valenti-  who 
continues  to  position  her  reputable  company  through 
service  excellence  and  quality  advertising. 

Valenti  International's  clients  range  from  the  comfortable 
to  the  extremely  wealthy,  embracing  all  ages  and  a  variety  of 
backgrounds  and  cultures.  If  you  or  someone  you  know  would 
like  to  find  that  special  someone,  contact  Valenti  International 
at  (800)  200-8253,  or  internationally  at  +01-858-759-9239. 
You  can  also  visit  their  website  at:  ValentiInternational.com 
A  confidential  consultation  will  be  arranged  with  no  obligation. 

Valenti  International 

MATCHMAKING  IN  THE  EUROPEAN  TRADITION* 

World  Headquarters,  Post  Office  Box  2534,  Rancho  Santa 
Fe,  California,  92067  United  States  of  America. 
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"LOOK"  This  is  Different 


If  you  can  comfortably  afford 
a  "one  time"  investment  of 
$12,900  you  could  earn 
$  1 5,000  plus  every  month  and 
it's  easy  and  fun!  We 
guarantee  to  show  you  how  - 
in  your  area  -  where  it  counts. 
"A  Corporate  First".  Includes 
a  one-on-one  training 
program. 

CALL:  1-877-808-0800 


"LOOK"  This  is  Different 


MeritBSC.com 

Business  Valuation, 

Strategy  and 
Advice  since  1986 


NY  1-917-208-8077 
SF  1-415-987-7425 


Authorized  Online  Dealer 
HON  Office  Furniture 

www.PlanetOfficeFurniture.com 


PLANET 

OFFICE  FURNITURE.COM 

No  Hidden  Costs 

Low  Prices 
FREE  SHIPPING 


UNSECURED  LOAN 

$10,000  TO  $50,000 

Pre-approved  same  day  nationwic 
Any  personal  or  business  purpos 
Easy  application  process. 
No  collateral  required. 
Start-ups  welcome. 
Trusted  source. 

1-800-458-7695 
or 

www.AmOne.Com/FORBES 


BEEN  BURNED 

Dispute?  Owed  Money?  Been 
Taken  Advantage  of  on  an  in- 
vestment or  business  deal? 
Ready  to  take  action  and  be 
compensated?  Don't  put  good 

money  after  bad. 
No  cost  unless  we  get  results! 

Client  First  LLC 
PHONE:  509-966-0359 
FAX:  509-966-0482 


It's  About  Time 
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London        Hong  Kong 

Bank 
Ownership 

We  invite  you  to  inquire. 
800-733-2191 
WKC 


Managed  FOREX  Account 
Discretionary  Dollars  Only 
High  Compounding  Ave 
Monthly  ROI 
Low  Correlation  To  Indices 
Breakthrough  Proprietary 

Method 
LPOA,  Trusted  Brokerage, 
24  hrLiquidity 
Go  To: 

www.bestofforexfund.com 
For  Info 
Referrals  Compensated 


Timeshare 


MS*""  and  BEST  PRICE 

(800)640-7631 

holidaygroup.com/fn 
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On  Sale  Date: 
September  3,  2007 


Ad  Close  Date: 
August  13,  2007 


IN  THIS  FIFTH  BIENNIAL  FEATURE, 

Forbes  explores  the  world's  top  business  schools  and  ranks 
them  by  U.S.  and  international  programs. 

Come  be  a  part  of  \e  Best  Business  Schools  Issue  and 
advertise  in  our  E>     itive  Education  Section. 

For  i  «sing  please  contact  Marylin  Maccio: 

631242-8298  •  SosMaccio@optonline.com 
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MARKETPLACE 


Steinhausen 

The  Swiss  Breakthrough! 
The  Thinnest  Calendar 
Watch  Ever  Made 

The  Steinhausen  engineers  set  out  to  make  the  thinnest, 
lightest,  most  beautiful  watch  in  history.  After  five  grueling 
rears  of  constant  research,  development  and  testing,  they 
introduced  the  Dunn  Horitzon  Rasierer.  At  less  than  two 
millimeters  thick,  you  can't  buy  a  slimmer  model  that 
includes  a  two-digit  calendar.  The  Europeans  lauded  it  for 
its  sophistication  and  aesthetic  look  and  design  -  it  was  one 
of  the  top  attractions  at  the  Basel  Convention  for  watches 
and  clocks  in  Switzerland  (the  most  important  annual  clock 
and  watch  show  worldwide  for  the  past  34  years).  Italian  art 
schools  are  using  the  Dunn  Horitzon  as  an  example  of  the 
perfect  design  model.  The  Japanese  praise  the  Dunn 
Horitzon  for  its  quality  and  sophisticated  design.  And  the 
American  consumer  paid  the  ultimate  compliment  by 
making  it  one  of  our  top-selling  timepieces. 


Unique  Design  and  Engineering 

The  Dunn  Horitzon  Rasierer  is  made  from  srainless  steel 
but  has  been  designed  with  a  special  German-engineered 
alloy  that  removes  almost  all  the  weight,  making  it  so  thin 
that  you  won't  even  notice  it's  strapped  to  your  wrist.  And 
if  you  have  sensitive  skin,  don't  worry.  Our  gold  watch  is 
plated  with  24  karats  and  five  microns  of  gold  that  will 
never  lose  its  shine  or  fade  away. 
Satisfaction  Guaranteed 

Your  appreciation  of  the  Dunn  Horitzon  Rasierer  is  certain 
to  increase  over  time.  We  are  so  confident  that  you  will 
receive  such  an  abundance  of  compliments,  that  we  offer  a 
lifetime  warranty  on  the  complex  Swiss  movement.  If  the 
movement  fails  or  does  not  keep  accurate  time  while  you 
own  it,  return  the  watch  and  we  will  fix  or  replace  it.  You 
only  pay  shipping. 

Accept  No  Imitations 

Steinhausens  are  considered  must-have  works  of 
art  among  Japanese  and  European  collectors.  Steinhausens  are 
only  found  in  the  finest  retailers  and  through 
Steinhausenonline.com.  Be  the  first  to  wear  this  remarkable 
new  addition  to  the  world-famous  Steinhausen  line. 


Illuminates  100  times 
brighter  than  other 
competitive  watches 


LIFETIME 
Warranty 

On  Swiss  Movement 


Steinhausen  is  a  registered 
trademark  of  Steinhausen 
Co.  of  Switzerland. 


□ 

SWISS 

MOVEMENT 


TW493S  Steinhausen  Dunn  Horitzon 

Silver  $99.95  piugs&h 
TW493G  Steinhausen  Dunn  Horitzon 
Gold  $119.95  Plus  S  &  H 


Handsome  handcrafted  wood  case 
and  certificate  of  authenticity 


Steinhausen* 

12621  Encinitas  Ave.  •  Sylmar,  CA  91342 


1  Thinnest  watch  ever 
made  -  Case  is  less 
than  2mm  thick 

'  Swiss  quartz  movement 

!  Day-of-Month  digit  display 

•  Embedded  sapphire  stone  in 
its  crown 

'  Includes  two  pairs  of 
genuine  Italian  leather 
bands  (brown  and  black) 


Order  online  at: 

www.steinhausenonline.com/7BFMH 

Order  24  hours  a  day 

800-429-0039 

Mention  offer  7BFMH 

This  offer  is  not  available  in  stores 
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For  Marketplace,  call  888-305-6830 


THOUGHTS 


On  the  Business  of  Life 


ichard  Rovere  is  dead  and  our  political  perspective  and  perspicacity  will  be  less.  As  William 
Shawn,  The  New  Yorker's  editor,  observed,  "Richard  Rovere  was  among  the  fairest,  most  nearly 
objective,  most  brilliant  writers  on  American  politics.  He  was  a  great  clarifier."  Speaking  of 
William  Shawn,  surely  someone  or  several  of  genuine  talent  should  pay  some  printed  tribute  to  the  uniquely 
able,  most  influential  literature  editor  extant  in  America.  No  one  has  uncovered,  nurtured  more  good  and 
great  writers  during  the  past  three  decades  than  William  Shawn.  He  should  be  done  proper  justice  now — 
while  he  matters,  a  long  while  before  he's  Matter.  —MALCOLM  S.  FORBES  ( 1 980) 


Hemingway  was  a  prisoner  of  his  style. 
No  one  can  talk  like  the  characters  in 
Hemingway  except  the  characters  in 
Hemingway.  His  style  in  the  wildest  sense 
finally  killed  him. 

—WILLIAM  S.  BURROUGHS 


Hemingway  is  terribly  limited.  His 
technique  is  good  for  short  stories,  for 
people  who  meet  once  in  a  bar  very  late 
at  night,  but  do  not  enter  into  relations. 
But  not  for  the  novel. 

— W.H.  AUDEN 


I  talk  with  the  authority  of  failure — Ernest 
with  the  authority  of  success.  We  could 
never  sit  across  the  same  table  again. 

— F.  SCOTT  FITZGERALD 


One  man  was  so  mad  at  me  that  he  ended 
his  letter:  "Beware.  You  will  never  get  out 
of  this  world  alive." 

—JOHN  STEINBECK 

/  can't  read  ten  pages  of  Steinbeck 
without  throwing  up. 

—JAMES  GOULD  COZZENS 


It  is  my  contention  that  Aesop  was  writing 
for  the  tortoise  market.  Hares  have  no 
time  to  read. 

—ANITA  BROOKNER 


If  a  writer  has  to  rob  his  mother,  he  will 
not  hesitate;  the  "Ode  on  a  Grecian  Urn" 
is  worth  any  number  of  old  ladies. 

—WILLIAM  FAULKNER 


Mr.  Faulkner,  of  course,  is  interested 
in  making  your  mind  rather  than  your 
flesh  creep. 

—CLIFTON  FADIMAN 


I'm  the  kind  of  writer  that  people  think 
other  people  are  reading. 

— V.S.  NAIPAUL 


He's  a  writer  for  the  ages— for  the  ages 
4  to  8. 

—DOROTHY  PARKER 


I'm  told  that  when  Auden  died,  they  found 
his  Oxford  English  Dictionary  all  but 
clawed  to  pieces.  That  is  the  way  a  poet 
and  his  dictionary  should  come  out. 

—FRANCIS  STEEGMULLER 


To  see  him  [Stephen  Spender]  fumbling 
with  our  rich  and  delicate  language  is  to 
experience  all  the  horror  of  seeing  a  Sevres 
vase  in  the  hands  of  a  chimpanzee. 

—EVELYN  WAUGH 


Virginia  Woolf,  I  enjoyed  talking  to  her, 
but  thought  nothing  of  her  writing.  I 
considered  her  "a  beautiful  little  knitter." 

—EDITH  SITWELL 

As  a  novelist,  I  tell  stories,  and  people  give 
me  money.  Then  financial  planners  tell  me 
stories,  and  I  give  them  money. 

—MARTIN  CRUZ  SMITH 




Behold,  my  desire  is,  that  the 
Almighty  would  answer  me, 
and  that  mine  adversary  had 
written  a  book. 

—JOB  31:35 
Sent  in  by  Stanford  Poulson,  Provo,  Utah. 
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YOU  RE  PROTECTED.  Visa's  multiple  layers  of  security  are  designed  |  |rr 

to  prevent  fraud.  But  even  if  fraud  does  occur  with  your  Visa  credit  LI" 

or  check  card,  you're  not  liable:  For  peace  of  mind  online  and  off  Visa  TAKES 

security  is  key.  VISA 


We've  got  experience  with  every  step  of  your  client's 
business  going  global.  Even  that  whole  "going"  part. 

"Out  of  your  element"  is  never  out  of  ours.  Going  global  is  easy  with  Traveld 
For  more  than  20  years,  we  have  specialized  in  providing  insurance  for  gloHl 
companies  in  over  90  countries  worldwide.  So  whether  your  client  is  traveling 
shipping  product  or  setting  up  shop  overseas,  they'll  never  feel  out  of  plactl 
For  more  information  on  Travelers  global  insurance,  visit  travelers.com  o| 
call  1.800.356.4098.  Go  ahead.  Take  on  the  world.  We'll  be  right  there  beside  ycl 


travelers.com 


TRAVELERS 

Insurance.  In-synch". 


©2007  The  Travelers  Companies.  Inc.  All  rights  reserved.  The  Travelers  Indemnity  Company  and  its  property  casualty  affiliates.  One  Tower  Square,  Hartford,  CT  06183 
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In  today's  luxury  game,  the.  real  question  isn't  about  whether  your  car  has  hand-cut-andsewn  interior " 
features  or  an  available  40-gig  hard-drive  that  lets  you  store  thousands  of  songs.  The  question  isn't  about  a 
6-speed  Aisin  transmission,  variable  valve  timing,  or  a  host  of  available  features  including- all-wheel  drive, 
a  304  hp  Direct  Injection  V6,  ambient  interior  lighting,  articulating  headlights,  performance  brakes  or  any 
of  that.  No,  in  today's  luxury  game,  the  real  question  is,  when  you  turn  your  car  on,  ' does  it  return  the  favor? 

eADILLHC.COM 

S&fe.  LIBERTY,  andm  PURSUIT.' 


I) 


>  >  > 


OFIGH 
OLES 
WE'RE  LOOKIN 
BEYOND  THE 
PHARMACY. 


www.cargillc 


giB,  Incorpora 


V 


Could  your  nearby  dairy  case  really  offer  a  solution  for 
reducing  cholesterol?  That  was  the  vision  of  a  dairy  products 
company  who  called  on  Cargill  to  help  them  create  a 
heart-healthy  milk.  We  supplied  them  with  CoroWise" 
Naturally  Sourced  Cholesterol  Reducer™  plant  sterols  and 
developed  a  way  to  incorporate  it  into  dairy  products  while 
preserving  great  taste.  The  dairy  now  sells  a  product 
uniqueiy  successful  in  the  marketplace,  while  consumers 
can  choose  to  reduce  their  cholesterol  with  a  naturally 
healthy  drink.  This  is  how  Cargill  works  with  customers. 
collaborate   >   create   >  succeed' 


Cargill 

Nourishing  Ideas.  Nourishing  People: 


4  King  of  Bling 

How  a  poor  Doy  from  London  became  diamond 
merchant  to  the  world  s  super  wealthy. 
By  Susan  Adams 

40  Health  Care  Fraud's  Real  Toll 

Michael  Moore's  got  it  wrong:  The  problem  with  health 
insurers  isn't  that  they  reject  too  many  claims  but  that 
they  pay  too  many.  By  Neil  Weinberg 


55  The  Best  Retail  Stocks 

The  fortunes  of  retailers  can  turn  on  a  dime.  We 
offer  some  unusual  metrics  for  investors  to  stay  a 
step  ahead.  By  Jack  Gage 

72  Where  to  Retire 

Looking  for  a  retirement  tax  haven?  You  might  find 
it  close  to  home.  By  Ashlea  Ebeling 

92  Seagate  Eyes  a  New  Market 

Seagate,  a  disk  drive  giant  trapped  by 
relentless  price-cutting  and  the  rise  of  flash 
memory,  maps  a  neW  way  out. 
By  Erika  Brown 
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Putting  Accenture's 
research  to  work. 


KeySpan 

High-performance 
transformation,  delivered. 

In  response  to  the  demands  of 
deregulation,  KeySpan  partnered 
with  Aecenture  in  a  complete 
restructuring  of  the  utility's  operations. 
With  a  new  integrated  business 
model,  new  technologies,  a  focus 
on  a  high-performance  culture, 
and  standardized  processes,  KeySpan 
has  substantially  improved  revenues, 
successfully  created  a  platform  for 
growth,  and  achieved  the  operational 
excellence  of  a  high-performance 
business. 


Staples 

High-performance 
supply  chain  management, 
delivered. 

To  further  widen  its  competitive  lead, 
Staples  turned  to  Aecenture  for  a 
state-of-the-art  supply  chain.  By 
focusing  process  improvements  to 
enable  more  synchronized  marketing, 
Aecenture  helped  this  high-performance 
retailer  cut  inventories  by  15% - 
freeing  up  more  than  $200  million  in 
working  capital  and  contributing  to 
over  $100  million  in  incremental  sales. 


ii*\pvoviv\g  yourself 


[attfern'-|ii,i*fi 


proving  yourself 


••  • 


We  know  what  i 


True  high  performers  aren't  defined  by  what  they  do  to 
reach  the  top,  but  what  they  do  to  stay  there.  It's  what 
we  call  continuous  renewal  and  it's  one  key  finding  from 
our  proprietary  research  into  the  world's  most  successful 
companies.  For  an  in-depth  look  at  our  study  of  and 
experience  with  high  performers,  visit  accenture.com/rcsearch 

Consulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered 
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The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology  And,  our 
ultimate  goal,  a  cleaner  environment. 


'Based  upon  the  average  sales-weighted  fuel  consumption  for  1996-2005  model  year  passenger  car  and 
light-truck  fleets  sold  in  the  U.S..  based  on  CAFli  rc-porjs.  ©2007  American  Honda  Motor  Co..  Inc.  hondd.com 
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VIDEO  HIGHLIGHTS 

The  Download. 

Michele  Steele  and 
David  Ewalt  bring 
you  the  latest  in 
personal  technology 
and  videogames,  every  week. 

StreetTalk  With 
Bob  Lenzner. 

jjtaCj^    '  ^  Mason  Partners 

$H  Mid  Cap  Core  Fund 

*  •     ^"hst   comanager  Brian 
Angerame  tells  us  why  he  thinks  the 
midcap  segment  is  becoming  attractive. 
Also:  the  latest  additions  to  his  portfolio. 

Adventurer  With 

Jim  Clash.  Patrick 
McEnroe  on  his  role 
as  U.S.  Davis  Cup 
team  captain  and  the 
state  of  tennis  today. 

SportsMoney  With 
Mike  Ozanian. 

LPGA  star  Paula 
Creamer  discusses  her 
work  with  charity  and 
her  love  of  the  color  pink. 

Extreme  CEO.  Jennifer  Lee  goes  rock 
climbing  with  the  chief  executive  of 
Jones  Soda. 

Plus:  a  bulletin  of  the  latest  market 
news  at  10  a.m.,  1  p.m.  and  4:45  p.m. 
eastern  daylight  saving  time  each  busi- 
ness day.  www.forbes.com/video. 


REAL  ESTATE 


Riskiest  U.S. 
Housing  Markets 

Matt  Woolsey 

Those  still  wanting  to  spin  the  real  estate  roulette  wheel 
might  want  to  know  where  the  odds  are  most  stacked 
against  them. 

Our  ranking  of  the  country's  potentially  riskiest  housing 
markets  assesses  which  of  the  40  largest  metro  areas  have 
the  most  strained  lending  conditions,  along  with  those  that 
are  the  most  overvalued. 

Weighing  on  the  metro  area  at  the  top  of  our  list  are  a 
high  share  of  adjustable-rate  mortgages,  high  vacancy  rates 
and  slumping  prices  still  too  elevated  for  local  residents. 

Go  to  Forbes.com  to  find  its  identity  and  those  of  the  nine 
other  metros  that  make  up  our  list  of  the  ten  riskiest  markets. 


INDIA  VS.  CHINA 

Each  weekday  through 
July  31  Forbes.com  is 
posting  an  excerpt 
from  The  Elephant  and 
the  Dragon,  a  new  book 
by  FORBES  Senior  Editor 
Robyn  Meredith,  in  Hong 
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come  together.  For  me,  it's  natural.  My  BlackBerry  works  in  the  same  way  as  my  life." 
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ide  Lines 


The  Harder  They  Come 

YOU  WANT  A  ROCK-SOLID  INVESTMENT?  CONSIDER  A  CLEAR  ANDl 
crystalline  lump  of  carbon.  For  a  1 -carat  D  flawless  piece,  a  bench- 
mark in  the  diamond  trade,  the  wholesale  price  comes  to  $14,480.! 
That's  $33  million  a  pound.  The  rarer  stuff  featured  in  Susan  Adams'] 
cover  story  (see p.  84)  is  worth  seven  times  as  much  per  carat.  A  denser! 
concentration  of  dollars  is  hard  to  find. 

In  the  inflationary  blowup  of  the  late  1970s,  diamonds  were  the1 
subject  of  considerable  investment  fervor.  In  the  postinflationary  1980s  I 
they  crashed.  Now,  after  a  long  slumber,  the  speculators  are  back.' 
There  is  talk  in  Antwerp  of  giving  the  market  more  transparency 
and  liquidity  via  a  futures  contract.  By  this  mechanism  diamonds 
might  conceivably  take  their  place  alongside  stocks,  bonds  and  cash 
in  a  balanced  portfolio.  Rocks  would  have  a  particular  sparkle  for 
someone  brooding  about  inflation. 

Donald  Palmieri,  a  gem  certifier  and  market  analyst  (and  source 
of  the  pricing  data  used  in  the  chart),  is  skeptical  of  the  idea,  and! 


Investment  Grades 

Real  total  returns,  January  1972  =  100. 


IflQQ. 


3d: 
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Values  include  dividends  and  are  net  of  inflation.  'Wholesale 
prices  for  1<arat  D-clarity  internally  flawless  polished  gems. 
Sources:  S&P;  ComeK  Gem  Certification  &  Assurance  Lab;  Forbes. 


not  only  because 
he  was  himself 
burned  in  the  1981 
diamond  crash. 
Make  diamonds 
into  a  commodity? 
Doesn't  that,  he 
wonders,  diminish 
their  mystique  and 
their  allure?  Mys- 
tique is  worth 
something.  A  dia- 
mond engagement 
ring  has  no  more 
functionality  than 
a  peacock's  feathers. 

But  it  has  mystique,  and  it  has  great  value  as  a  signaling  device. 

Jewelers  have  their  own  reason  not  to  like  the  idea  of  making 
diamonds  an  investment  and  publishing  prices  alongside  the 
stock  tables.  Transparency  would  shine  an  unpleasant  light  on 
their  markups. 

Now  let  me  offer  a  third  reason  why  diamond  investing  is  a 
bad  idea.  A  bet  on  hard  assets  is  a  bet  against  human  ingenuity.  A 
stockpile  of  oil,  gold  or  diamonds  is  a  bet  that  people  will  not  be 
imaginative  about  uncovering  natural  resources,  or  using  them  more 
efficiently,  or  inventing  synthetic  substitutes.  A  bet  on  stocks  is  a 
bet  in  favor  of  ingenuity. 

Ingenuity  triumphs.  If  you  had  bought  stocks  35  years  ago  you 
would  have  multiplied  your  wealth  ninefold — this  despite  inflation 
and  despite  the  ferocious  bear  market  near  the  beginning  of  your 
adventure.  Diamonds  would  merely  have  held  their  own  as  a  store 
of  value.  In  providing  a  real  return,  something  you  can  live  on, 
diamonds  are  a  dud — unless  you  use  one  on  a  ring. 
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A  16-year-old  can't  see 
an  NC-1 7  rated  movie, 
drink  alcohol  or  vote. 


BUT  DRIVE  A  5,000  POUND  VEHICLE  AT  60  MPH?  THAT'S  OK. 


In  this  country,  you  have  to  be  18  to  vote, 
21  to  drink  and  17  or  older  to  see  a  film 
with  an  NC- 17  rating.  But  you  only  have  to  be 
16  to  get  a  driver's  license. 

No  one  knows  exactly  when  a  teenager  crosses  the  line 
from  being  a  child  to  being  an  adult.  And  while  some 

16- year-olds  seem  wise  beyond  their  years,  their  decisions 
behind  the  wheel  aren't  always  very  bright.  Crash  rates 
for  16-year-old  drivers  are  three  times  greater  than 

17- year-olds  and  five  times  greater  than  18-year-olds. 

Allstate  and  The  Allstate  Foundation  believe  that  the 
ability  to  drive  is  best  learned  through  experience. 
Which  is  why  Graduated  Driver  Licensing  (GDL) 
laws  are  a  promising  solution  to  teen  crashes. 

GDL  laws  help  new  drivers  get  on-the-road  experience 
by  using  a  phased  approach  with  1<  >wer-risk  conditions. 
They  also  restrict  nighttime  driving  arid  reduce 


die  number  of  passengers  in  cars  with  teen  drivers — 
two  major  contributors  to  teen  fatalities.  Since 
implementing  one  of  the  most  comprehensive  GDL 
laws  in  the  country,  North  Carolina  has  seen  a  25% 
decline  in  crashes  involving  16-year-olds. 

GDL  laws  are  a  way  to  help  16-year-old  drivers  survive 
their  first  year  and  become  17-  and  18-year-old 
drivers.  Find  out  what  the  GDL  laws  are  in  your  state 
at  Allstate.com/teen.  Help  enforce  them — and  if 
they  aren't  strong  enough,  ask  vour  legislator  to 
strengthen  them. 

Before  our  teens  can  start  acting  like  adults,  we  need 
to  help  them  actually  become  adults. 


//  5  time  to  make  the  world  a  safer  place  to  drive. 
That's  Allstate's  Stand 


Auto 
Home 
Life 

You're  in  good  hands.    I  Retirement 


W  Estate 


jped  Hands  logo  is  a  registered  service  mark  and  "That's  Allstate's  Stand"  is  a  service  mark  ot  Allstate  Insurance  Company.  Life  insurance  and  annuities  issued  by  Allstate  Lite  Insurance  Company,  Norlhbrook.  IL  and  Lincoln  Benefit  Life  Company, 
,  NE.  In  New  York,  Allstate  Life  Insurance  Company  of  New  York,  Hauppauge,  NY  Property-casualty  insurance  products  issued  by  Allstate  Fire  and  Casualty  Insurance  Company.  Allstate  Indemnity  Company,  Allstate  Insurance  Company,  Allstate 
/  and  Casualty  Insurance  Company.  Northbrook,  IL.  ©  2007  Allstate  Insurance  Company 
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Readers  Say 


READERS@FORBES.COM 


Chicken  Belittle 


I  found  your  article  "The  Cult  of  Chick-fil- A" 
(July  23,  p.  80)  insulting  and  biased.  The 
title  left  little  to  the  imagination  of  how 
slanted  your  view  of  this  business  model  is. 
just  to  be  clear,  I  am  not  now,  nor  have  I 
ever  been,  employed  by  Chick-fil-A.  But 
frankly,  if  I  had  a  16-year-old  daughter  who 
was  going  to  be  working  in  one  of  the  fast- 
food  franchises,  I  would  feel  much  more  at 
ease  knowing  that  her  manager  did  not 
"moonlight  at  a  strip  club"  (something  that 
a  person  mentioned  in  the  article  seems  to 
feel  would  be  a  positive  activity).  I  am  constantly  amazed  at  the  split  person- 
ality some  people  evince — they  want  the  freedom  to  make  any  choice  they 
want  but  are  offended  that  others  would  have  the  audacity  to  make  hiring 
decisions  that  take  into  account  their  own  preferences. 

Such  people  often  accuse  Christians  of  being  "hypocrites"  when  they  don't 
live  out  the  values  they  claim.  The  same  people  then  turn  around  and  want  to 
prevent  those  values  from  being  implemented  in  a  business.  That  is  true 
hypocrisy.  Chick-fil-A  is  not  a  "cult,"  and  I  will  be  sure  to  give  them  more  of 
my  business  now  that  I  know  more  about  them. 

STEVE  SCHAUB 
Rock  Springs,  Ga. 


Chick-fil-A  founder  S.  Truett  Cathy. 


Iran  Legacy 

I  am  greatly  appalled  by  your  sugges- 
tion that  George  W.  Bush's  presidency 
will  be  judged  a  failure  if  he  is  not  going 
to  deal  with  Iran  before  he  steps  down 
(Fact  and  Comment,  July  23,  p.  23). 
Bush  has  failed  in  Iraq,  dismally.  What 
he  intends  to  do  with  Iran  will  have  no 
bearing  on  his  already  less-than- 
admirable  presidency,  and  Iran  should 
not  be  the  new  benchmark.  As  far  as 
Iran  is  concerned,  the  best  thing  is  to 
do  nothing  at  all.  A  miscalculated  move 
could  further  aggravate  the  already 
seemingly  unsolvable  conflict  between 
the  West  and  the  Islamic  world. 

Look  carefully  this  time  before  you 
leap,  Mr.  President. 

IBRAHIM  MUSA  K. 
Kuala  Lumpur,  Malaysia 

A  Fair  Shake 

While  I  agree  wholeheartedly  with  your 
editorial  opposing  reinstitution  of  the 
Fairness  Doctrine  (Fact  and  Comment, 
july  23,  p.  23),  your  words  make  it 


appear  that  the  Fairness  Doctrine  and 
Equal  Time  provisions  are  one  and  the 
same.  They  are  completely  different.  The 
Fairness  Doctrine,  which  you  point  out 
was  repealed  under  the  Reagan  Admin- 
istration, was  a  federal  regulation  that 
required  radio  and  television  stations  to 
provide  "balanced"  discussion  that  would 
include  all  points  of  view  when  contro- 
versial issues  were  discussed  on  air. 

The  so-called  Equal  Time  provision 
is  a  federal  law,  Section  315  of  the  Com- 
munications Act,  that  still  exists  today.  It 
requires  broadcast  radio  and  television 
stations,  but  not  cable  channels,  to  offer 
equal  airtime  to  all  candidates  for  a 
given  public  office  should  time  be  pro- 
vided to  any  single  candidate.  It  can  be 
repealed  only  by  a  vote  of  Congress. 

BRUCE  A.  CUTHBERTSON 
Dublin,  Ohio 


I  Forbes 


Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 


\  DIAMOND  IS  FOREVER 


Three  stones  to  cherish  your  past, 
celebrate  your  present  and  promise  forever. 


tijintTo  inspire  a  planet.  Twenty 


>«,*. 


runners.  Sixteen  countries.  One  goal.  -^"DOW 
To  generate  awareness  ^f  the  need  for  clean 
drinking  water  throughout  the  world.  It's  the 

*****  .  *  ~Vv  •  n  ':  '  M 

Blue  Planet  Run.  Runners  helping  the  people 
who  are  helping  the  planet.  It's  just  one  of 


the  things  The  Dow  Chemical  Company  does 
when  it  looks  at  life  through  the  eyes  of  the 


Human  Element. 


TECHNOLOGY 


CO:  TDC  Systems  Integration 

Smyrna,  GA  (PR  Newswire)  www.tdcsi.com 

07  AWARD:  "Blue  Ribbon  Small  Business  Award" 

TDC  Systems  Integration  receives  U.S.  Chamber  of  Commerce  Blue  Ribbon  Small 
Business  Award  for  excellence  in  financial  performance,  community  involvement, 
and  customer  service.  This  multimillion  dollar  minority  firm  provides  turnkey  systems 
integration  services  in  North  and  South  America.  FMI  (770)  805-9300 


CO:  4ccuweb,  Inc. 

Madison,  Wisconsin  (PR  Newswire)  www.accuweb.com 

07  AWARD:  "Wisconsin  Manufacturer  of  The  Year  for  Small  Busi 

This  award  was  presented  by  the  Wisconsin  Association  of  Manufact 
at  a  banquet  in  February  '07.  Accuweb,  Inc.  is  a  manufacturer  of  preo 
electronic  and  electrical/mechnical  web  guides  for  the  Converting  Ina 
from  30,000  Sq.  Ft.  facility  with  40  employees.  FMI  (608)  223-062! 


USINESS 


■:i»m?ijkgnani 

CO:  Innoventor,  Inc. 

St.  Louis,  Missouri  (PR  Newswire).. ..www.innoventor.net 
'07  AWARD:  "Missouri  Small  Business  Person  of  the  Year" 

Innoventor  is  a  progressive,  entrepreneurial  design/build  engineering  firm 
that  serves  five  major  industries.  Their  core  competency  is  leveraging  cross 
industry  experience  and  cutting  edge  technology  to  provide  innovative 
solutions.  FMI  (314)785-0900 


INDUSTRIAL 


CO:  Parasense,  Inc. 

Madison,  VA  (PR  Newswire)  www.parasense.com 

07  AWARD:  "Region  III  Prime  Contractor  of  the  Year  2007" 

Parasense  combines  sophisticated  Mechanical  and  Electrical  Systems  with  advanced 
automated  data  processing  to  reduce  pollution,  conserve  energy  and  improve  safety  in 
the  workplace.  Providing  Refrigerant  Detection,  Energy  Monitoring,  Refrigeration  & 
Air  Conditioning  Packages,  plus  Information  Management.  FMI  (540)  948-9919 


HEALTHCARE 


CO:  Fi-Med  Management,  Inc. 

Wauwatosa,  Wl  (PR  Newswire)  www.fimed.com 

'07  AWARD:  "Wisconsin's  Small  Business  Person  of  the  Year" 

Through  innovative  technologies  and  expert  solutions,  Fi-Med  works 
MCOs,  labs  and  other  healthcare  organizations  to  raise  the  financial) 
by  maximizing  reimbursements,  increasing  revenue  and  reducing 
compliance  risk.  FMI  (414)  258-0511 


CONSTRUCTION 


CO:  Linear,  LLC. 

Carlsbad,  CA  (PR  Newswire)  www.linearcorp.com 

'07  AWARD:  "SIA  New  Product  Showcase,Product  Achievement  Avi 

Linear  LLC  manufactures  products  for  the  residential  market  includu 
security  systems,  intercom  systems,  central  vacuum  systems,  struc 
wiring,  garage  door  operators,  personal  emergency  reporting  syster 
and  access  control.  FMI  (800)  421-1587 


TECHNOLOGY 


CO:  Key  Electronics,  Inc. 

Jeffersonville,  IN  (PR  Newswire)  www.keyelectronics.com 

'07  AWARD:  "Service  Excellence  Award" 

Key  Electronics  provides  contract  electronic  manufacturing  services  of 
medium  to  high  volume  printed  circuit  board  assemblies.  2007  marked  the 
third  consecutive  year  Key  Electronics  won  the  prestigious  Overall  Service 
Excellence  Award  from  Circuits  Assembly  Magazine.  FMI  (812)  206-2500 


TECHNOLOGY 


CO:  ATDF,  Inc. 

Austin,  TX  (PR  Newswire)  www.atdf.com 

07  AWARD:  Technology  Innovation  Showcase  Award" 

ATDF,  Inc.  combines  customized,  IP-protected  technology  developmen 
commercialization  services  with  access  to  cutting-edge  silicon  procei 
and  prototyping  to  rapidly  bring  new  ideas  and  novel  technologies  tj 
manufacturing  at  reduced  costs.  FMI  (512)  356-7000 


TECHNOLOGY 


CO:  Cooper  Wiring  Devices,  division  of  Cooper  Industries 

Peachtree  City,  GA  (PR  Newswire)  www.cooperwiringdevices.com 

'07  AWARD:  "Innovative  Housing  Technology  Award  (IHTA)" 

MediaSync  is  a  state-of-the  art  structured  wiring  system  that  offers 
consumers  maximum  connectivity,  convenience  and  flexibility.  MediaSync 
allows  the  integration  of  voice,  data,  audio  and  video  services  into  a 
central,  manageable  distribution  center.  FMI  (866)  853-4293 


MARKETING 


CO:  Spotlight  Creative,  LLC. 

Cypress.  TX  (PR  Newswire)  www.spotlightcreative.com 

'06  &  '07  AWARD:  Top  10  Most  Dependable  Web  Design  Firms  In  Te 

Spotlight  Creative,  LLC  is  the  only  two-year  consecutive  winner  of  1 
independently-verified  award.  They  deliver  innovative  print,  present 
and  web  communications  for  Corporate  and  Event  industries. 


(281)970-3800 
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Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding." 


Open-Heart  Surgery— 90%  Off! 


A  FAST-GROWING  PHENOMENON— "MEDICAL  TOURISM,"  WHICH 
will  be  a  $40  billion  industry  by  2010— is  showing  how  we  can 
"solve"  the  health  care  financing  crisis. 

More  and  more  Americans  are  choosing  to  go  abroad  for 
elective  and/or  major  surgeries.  What  entrepreneurs  began  more 
than  a  decade  ago  by  constructing  world-class  facilities  to  lure 
patients  from  the  U.S.  and  around  the  world  into  traveling  for 
cosmetic  surgery  has  now  blossomed  into  freshly  built  foreign 
hospitals  offering  a  wide  array  of 
other  types  of  medical  procedures. 
India,  Thailand  and  Singapore  are 
among  the  countries  heavily 
involved.  Panama  and  others  are  just 
entering  this  arena. 

The  hospitals  and  physicians  are 
usually  first-rate  and,  amazingly,  can 
provide  operations  at  10%  to  30%  of 
the  cost  in  the  U.S.  For  instance,  knee  replacement  surgery  that  might 
cost  $16,000  here  can  be  done  for  $4,500  in  a  top-tier  (by  U.S.  stan- 
dards) Indian  hospital.  Dr.  John  Helfrick,  president  of  the  Interna- 
tional Society  for  Quality  in  Health  Care,  and  Dr.  Robert  Crone, 
CEO  and  president  of  Harvard  Medical  International,  tell  of  one  dra- 
matic example:  A  patient  was  in  need  of  complicated  heart  surgery. 
His  hospital  said  the  cost  would  be  $200,000  and  wanted  $100,000 
up  front.  The  patient's  son,  a  medical  student,  knew  of  the  medical 
tourism  industry  and  arranged  for  his  father  to  have  the  operation 
overseas.  The  complicated  surgery  was  a  success.  The  cost:  $6,700. 

How  is  this  possible?  Excellent  hospitals  can  be  built  overseas  with- 
out the  bureaucratic  red  tape  found  in  the  U.S.,  thereby  saving  con- 
struction time.  Construction  costs  are  lower,  as  are  nursing,  physi- 
cian and  administrative  expenses.  Expat  doctors  who  have  trained  here 


1  SURGERY 

U.S. 

INDIA  I 

i  Bone  marrow  transplant 

$400,000 

$30,000  I 

1  Liver  transplant 

500,000 

40,000  1 

I  Open-heart  surgery  (CABG) 

50,000 

4,400  1 

Neurosurgery 

29,000 

8,000  1 

1  Knee  surgery 

16,000 

4,500 

|  Source:  IBEF  Research. 

further  than  in,  say,  New  York  or  California.  More  and  more  these 
foreign  hospitals— currently  numbering  about  120,  and  growing— are 
not  just  mirroring  the  best  U.S.  practices  but  are  emerging  as  inno- 
vators. They  are  certified  by  Joint  Commission  International,  a  not- 
for-profit  subsidiary  of  the  Joint  Commission,  which  accredits  U.S. 
hospitals.  The  international  accreditation  process  is  as  rigorous  as  it 
is  in  the  U.S. — but  without  the  unnecessary  bureaucratic  paperwork. 
The  delivery  of  health  care  in  the  U.S.  could  become  an  innova- 
m        ■  ■  j,  tive,  infinitely  less  costly  business  than 

it  is  today.  How?  By  fundamentally 
changing  our  third-party-based  pay- 
ment system,  which  fosters  bureau- 
cracy and  crushes  innovation  and 
productivity.  Health  Savings  Accounts 
are  the  answer — but  they  won't  be 
able  to  truly  revolutionize  health 
care  unless  obstacles  are  removed. 
Among  the  barriers  are  the  lack  of  a  federal  income  tax  deduction 
for  people  buying  health  insurance  in  the  individual  market;  the 
prohibition  against  people  paying  health  insurance  premiums  from 
their  HSAs  unless  they  are  unemployed  or  on  Cobra  insurance; 
many  employers  making  no  contributions  to  their  employees' 
accounts;  and  the  too-high  maintenance  fees  for  HSAs.  Another 
formidable  roadblock  is  that  you  cannot  buy  health  insurance  poli- 
cies not  approved  by  the  state  in  which  you  live.  Thus,  a  resident 
of  California  is  barred  from  purchasing  a  policy  that  is  available  in 
New  York.  Politics  being  what  it  is,  it's  no  surprise  that  many  states 
mandate  costly  provisions  that  make  policies  prohibitively  expensive 
for  individuals.  (Corporate  health  plans  fall  under  federal  law.) 

Medical  tourism  is  an  exciting  glimpse  at  the  huge  savings,  pro- 
ductivity gains  and  medical  advances  that  could  be  had  if  we  got 


and  in  Europe  are  returning  home,  where  money  goes  considerably    genuine  consumer-controlled  health  care  here — as  well  as  overseas. 


Unnecessary  Deaths 


ABOUT  7,000  AMERICANS  DIE  EACH  YEAR  BECAUSE  THEY  ARE 
unable  to  get  lifesaving  organ  transplants,  primarily  kidneys.  This 
is  not  just  a  U.S.  problem:  The  World  Health  Organization  esti- 
mates that  barely  one  in  ten  people  worldwide  who  need  kidney 
transplants  actually  get  them.  Here  at  home  the  waiting  list  for 
kidneys,  livers,  hearts  and  lungs  comes  to  nearly  100,000,  and 
that  number  will  mushroom  as  the  huge  baby  boomer  contin- 
gent enters  its  golden  years.  The  waiting  time  for  an  organ  can 
range  up  to  five  years,  which  is  expected  to  double  by  2010.  This 
crisis  is  truly  a  deadly  one. 

What  to  do?  The  current  system  must  be  changed  dramati- 
cally. It  can  be— and  quickly. 


Back  in  1984  Congress  passed  the  National  Organ  Transplant 
Act.  It  outlawed  the  commercial  trade  of  organs  and  set  up  the 
monopolistic  United  Network  for  Organ  Sharing  (it  has  an  exclu- 
sive contract  with  the  Department  of  Health  &  Human  Services), 
which  maintains  the  national  waiting  list.  The  network  has  its  own 
criteria  as  to  a  patient's  placement  in  the  long  queue.  A  patient  who 
can  find  a  willing — and  fit — donor  among  family  or  friends  can 
get  a  transplant  immediately.  But  the  organization  vigorously  fights 
would-be  recipients  who  try  to  link  with  a  donor  via  pleas  in  the 
media  or  online  (or  even  in  some  cases  on  billboards).  It  encour- 
ages passivity:  Wait  your  turn;  if  you  die  while  waiting,  so  be  it. 

Not  surprisingly  a  growing  number  of  sick  Americans  :ire  des- 
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perately  trying  to  make  their  own  arrangements  for  organ  trans- 
plants overseas,  particularly  in  China,  Pakistan,  India  and  the 
Philippines— and  despite  the  obvious  risks,  including  hospital 
quality  and  the  condition  of  the  transplant  organ.  FORBES  and 
other  publications  have  written  stories  about  the  often  murky 
world  of  brokers  who  arrange  surgeries  in  foreign  hospitals,  which 
is  very  different  from  those  involved  in  medical  tourism  (see  previ- 
ous). The  UN  and  others  routinely  denounce  "transplant  tourism." 
But  who  can  blame  people  for  trying  to  save  their  loved  ones? 

It's  also  not  surprising  that  there  is  a  growing  "subterranean" 
body- parts  market  here — from  funeral  homes  and  medical  schools. 

The  problem  is  that  an  insufficient  number  of  people  are  will- 
ing to  make  donor  arrangements  for  the  use  of  their  organs  when 
they  die.  So  why  not  nudge  folks  with  financial  incentives?  After 
all,  many  medical  schools  these  days  are  the  recipients  of  a  surfeit 
of  cadavers  for  their  students  because  the  schools  are  allowed  to 
pay  for  the  funerals  and  cremations  or  burials  of  people  who 
donate  their  bodies  for  medical  purposes.  Yet  providing  such 
payments  for  body  parts  is  a  federal  crime.  Many  medical  ethi- 
cists,  moreover,  mutter  that  allowing  commerce  to  enter  the 
transplant  arena  is  immoral.  These  folks  are  profoundly  wrong. 
Doctors  and  hospitals  charge  substantial  sums  of  money  to  per- 


form transplant  surgery.  Is  that  immoral? 

So  let's  allow  people  to  sell  their  organs  at  the  time  of  death, 
whereby  the  proceeds  could  go  to  their  heirs  or  favorite  charities. 
Let  the  market  determine  what  a  particular  organ  will  bring— it 
could  be  $1,000  or  $35,000.  Remember  that  transplant  surgery 
already  costs  well  over  $100,000  and  that  kidney  patients  waiting 
for  transplants  receive  expensive  dialysis  treatments. 

With  proper  safeguards,  why  not  go  a  step  further  and  allow  the 
living  to  receive  financial  considerations  for  donating  their  organs? 
A  kidney  from  a  cadaver  might  extend  the  recipient's  life  by  14 
years,  one  from  a  living  person  by  a  median  of  22.  Codifying  how 
this  should  be  set  up  could  involve  the  private  sector,  nonprofit 
organizations  and  state  governments,  not  to  mention  Washington. 

Would  such  an  approach  favor  the  rich  and  leave  everyone 
else  looking  through  the  hospital  window?  No.  That's  what  insur- 
ance— Medicare,  Medicaid,  private  plans — should  cover. 

The  distaste  people  may  initially  feel  for  the  idea  of  "commer- 
cializing" organ  transplants  should  be  readily  overcome  by  the 
unassailable  fact  that  thousands  of  people — many  in  the  prime  of 
life — are  needlessly  dying.  The  subject  may  make  most  people 
uncomfortable,  but  we  owe  it  to  our  fellow  citizens  to  deal  with  it 
forthrightly.  And  promptly. 


A  Venti  Read 


Grande  Expectations:  A  Year  in  the  Life  of  Starbucks'  Stock — 

by  Karen  Blumenthal  (Crown  Business,  $24.95).  Veteran  journal- 
ist Blumenthal,  whose  most  recent  stint  was  with  the 
Wall  Street  Journal,  gives  us  a  twofer  with  her 
informative,  well-researched  and  very  readable 
book.  She  takes  a  look  at  the  factors  that  move  a 
blue-chip  stock  these  days— in  this  case,  Starbucks- 
while  weaving  in  the  fascinating  history  of  a  com- 
pany that  20  years  ago  experts  would  have  said 
couldn't  exist.  After  all,  coffee  consumption  per 
capita  in  the  U.S.  peaked  in  the  early  1960s,  and  cof- 
fee itself  is  the  ultimate  commodity:  Everyone  can 
make  it,  and  everyone  sells  it.  Yet  Starbucks  has  been  a  soaring 
success,  with  margins  that  "profiteering"  oil  companies  and 
others  would  absolutely  drool  over. 


Blumenthal  dissects  the  factors  that  affected  this  stock  by 
chronicling  what  happened  to  Starbucks  over  a  12-month  period 
in  2005.  She  does  everything  from  describing  the 
rock  concert-like  annual  meeting  to  the  motivations 
of  actual  individual  shareholders  to  the  deliberations 
of  particular  institutional  investors  to  what  individ- 
ual analysts  focused  on. 

Starbucks  works  hard  to  make  sure  the  "invest- 
ment community"  is  well  tended  to.  Thus  we  get  the 
ins  and  outs  of  what  particular  promotions  might  do 
to  that  critical  number,  the  year-over-year  of  same- 
store  sales,  or  whether  a  new  menu  item  such  as  hot 
breakfasts  might  induce  patrons  to  spend  even  more.  And,  of 
course,  Starbucks'  supercaffeinated  growth  is  primarily  fueled  by 
its  frenetic  expansion  into  new  outlets  the  world  over. 


RESTAURANTS:  GO, 


.STOP 


Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


©  Porcao  Churrascaria— 360  Park  Ave.  South,  at  26th  St.  (Tel.:  212- 
252-7080).  A  no-menu  Brazilian  meat  joint  that's  wonderfully  fill- 
ing and  a  lot  of  fun.  At  lunch  you  can  choose  either  beef,  chicken 
or  fish  at  $22.90  or  the  "Rodizio"  at  $35.90  (dinner,  $50.90),  which 
is  a  stream  of  assorted  meats  and  sausages  carved  tableside  that 
keeps  coming  until  you  turn  your  green  card  over  to  the  red  side. 
Included  in  both  prices  is  a  buffet  bar  with  everything  from  sushi 
to  salads  to  veggies,  cooked  and  uncooked.  Desserts  are  all  tasty. 
•  Morandi— 211  Waverly  Place,  between  7th  Ave.  and  Charles 
St.  (Tel.  212-627-7575).  This  spot,  with  its  rustic  decor,  serves  up 


some  very  scrumptious  dishes:  the  special  frittata  or  Bibb  lettuce 
salad  are  great  ways  to  start  a  meal,  followed  by  a  sublime  lemon 
risotto  or  an  excellent  salt  cod,  poached  in  milk,  with  raisins. 
•  Wild  Salmon— 622  Third  Ave.,  at  40th  St.  (Tel.:  212-404-1700). 
Handsome,  contemporary  space  with  a  menu  featuring  fish,  meats, 
poultry,  produce  and  wine  from  the  Pacific  Northwest.  Particu- 
larly delicious  are  the  scallop  wrapped  in  lamb  prosciutto  and 
the  Pacific  shrimp  cocktail  appetizers.  Worthy  of  raves  are  the 
king  salmon — grilled  or  "cedar  planked" — and  the  free-range- 
chicken  breast.  The  strawberry  rhubarb  crisp  is  divine.  F 
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en  we  set  out  to  further  refine  the  full-size  Infiniti  QX56,  we  faced  a  challenge:  space.  Not  too  little, 
much.  Design  came  to  the  rescue  as  we  found  ways  to  embrace  the  driver,  engage  seven  passengers 
a  total  of  eight)  and  still  include  standard  features  like  a  RearView  Monitor  and  Rear  Sonar  System*  to 
ist  with  parking,  a  Bose  premium  audio  system  with  a  Music  Box  hard  drive  that  stores  over  2,900 
gs,  Infiniti  Navigation  System**  and  exclusive  XM  NavTraffic  n  that  gives  you  the  foresight  of  real-time 
fic  monitoring.  That's  a  lot  of  luxury,  and  it's  all  in  the  new  Infiniti  QX56. 

luire  a  QX56  now  and  receive  three  years  of  XM1  radio  and  NavTraffic  service,  compliments  of  Infiniti.1 
cover  more  at  lnfiniti.com/QX. 


Other  Comments 


Happiness  is  a  great  love  and  much  serving. 

—OLIVE  SCHREINER 


Clearing  the  Air  In  psychological  terms,  the  political 
Left  is  like  the  battered  spouse  picking  through  her  own  faults  to 
find  the  reason  why  she  is  being  terrorized.  America  is  being 
attacked  for  the  values  we  hold  and  the  freedom  to  which  we  are 
so  dedicated.  We  didn't  provoke  the  attack  of  9/11,  the  1979  Iran 
hostage  crisis,  the  1983  bombing  of  the  Marine  barracks  in 
Lebanon,  the  1998  bombing  of  our  embassies  in  Kenya  and 
Tanzania,  or  the  bombing  of  the  USS  Cole  in  2000.  The  problem 
is  not  American  imperialist  greed,  but  a  transnational  movement 
of  extremist  organizations,  networks  and  their  state  sponsors  that 
is  determined  to  steal  our  freedom  and  dominate  us. 

The  answer  to  the  Lefts  enabling  is  realism:  America  did  not 
cause  radical  Islam.  Smiling  more  and  meeting  with  dictators  will 
not  cure  it.  A  form  of  religion  that  approves  the  murder  of  non- 
believers  and  those  who  convert  away  from  it,  as  radical  Islam 
does,  is  not  compatible  with  our  way  of  life.  It  breeds  a  culture  of 
slavery,  ours  is  a  culture  of  freedom. 

—KENNETH  BLACKWELL,  Family  Research  Council, 

New  York  Sun 

Have  a  Heart  In  the  course  of  this  year,  about  [7,000] 
Americans  will  die  waiting  for  an  organ  transplant.  This  suffering 
and  waste  could  be  alleviated  if  more  people  agreed  to  give 
organs  posthumously.  Currently  only  a  little  more  than  half  of 
the  14,000  people  annually  who  die  in  circumstances  that  would 
make  them  suitable  donors  give  organs.  State  governments  have 
tried  to  encourage  donations  by  asking  people  to  sign  up  when 
they  apply  for  a  drivers  license.  But  not  enough  people  respond 
to  this  prompting,  so  it's  time  to  consider  extra  incentives. 

Three  types  of  incentives  merit  attention.  The  decision  to  pledge 
organs  could  be  linked  to  the  chance  of  receiving  one:  People  who 
check  the  box  on  the  drivers-license  application  when  they  are  healthy 
would,  if  they  later  fell  sick,  get  extra  points  in  the  system  used  to  as- 
sign their  position  on  the  transplant  waiting  list.  Another  incentive 
is  financial:  Georgia  has  experimented  with  a  $9  discount  on  its 
drivers-license  fee.  A  final  reform  would  shift  from  opt-in  organ 
donations  to  an  opt-out  system:  Unless  you  went  out  of  your  way  to 


"But  stay  off  the  couch." 


check  a  box  on  your  driver's  license  application  [declining]  to  give 
organs,  you  would  be  considered  a  potential  donor.  Each  reform,  or 
some  combination  of  them,  would  save  money  and  relieve  suffering. 

—  Washington  Post 

Mayday!  The  number  of  flights  canceled  in  the  first  15  days 
of  June  was  up  a  whopping  91%  compared  with  the  same  period 
last  year,  and  the  number  of  flights  that  were  excessively  late — more 
than  45  minutes — jumped  61%,  according  to  FlightStats.com. 

—SCOTT  MCCARTNEY,  Wall  Street  Journal 

Riding  Roughshod  Ask  officials  in  Brussels  about  re- 
lations between  China  and  the  EU,  and  you  will  soon  hear  the  word 
"values."  A  recent  EU  strategy  paper  on  China  calls  on  Europe  to 
pursue  a  "dynamic  relationship  with  China  based  on  our  values," 
notably  including  democracy  and  human  rights.  Try  telling  that  to 
Taiwan.  It  is  about  to  receive  a  stern  EU  injunction  to  act  "sensibly 
and  responsibly"  by  scrapping  a  planned  referendum  asking  voters 
whether  they  would  like  the  island  to  seek  membership  in  the  UN 
under  its  historic  name,  the  "Republic  of  China,"  or  just  "Taiwan." 

Why  is  the  EU  meddling?  Taiwan  is  a  thriving  democracy  and 
big  trading  partner  (almost  as  important  as  India  or  Brazil).  The  ex- 
planation is  simple  and  unedifying:  the  EU  is  doing  China's  bidding. 
Chinese  rulers  regard  the  Taiwan  referendum  as  a  sneaky  step  closer 
to  an  eventual  declaration  of  formal  independence  by  the  island. 

— The  Economist 

Brewing  Success  Joe  Kernen,  the  stocks  editor  on  the 
financial  cable  network  CNBC,  underscored  how  all  the  pieces  add 
up  when  he  helped  present  [Starbucks  Chairman  Howard]  Schultz 
with  a  CNBC-  Wall  Street  Journal  executive  leadership  award  for 
entrepreneurial  excellence.  "Every  weekend,  rain  or  shine,  sleet  or 
snow,  the  whole  family  and  I  head  off  to  Starbucks,"  he  told  the  black- 
tie  crowd.  And  every  time,  he  said,  "I  utter  those  famous  thirteen 
words:  venti,  2  percent,  no-foam  latte;  venti  skim,  no-foam  iced  latte, 
please."  "I  don't  even  know  what  language  that  is  in,"  he  told  the 
laughing  crowd.  "But  that's  not  all  I  say.  I  also  say,  oh  and  a  slice  of 
marble  loaf.  Oh,  oh,  wait  a  minute — and  a  cinnamon  scone.  Oh, 
one  more  thing:  can  I  get  that  Miles  Davis  CD  I  hear  playing? 

"And  then,"  Kernen  added,  "Howard  hears  those  four  words 
that  he  loves  so  much:  $24  dollars,  please."  The  audience  roared. 

— Grande  Expectations:  -A  Year  in  the  Life  of  Starbucks'  Stock, 

by  KAREN  BLUMENTHAL 

Heavily  Laden  Warren  Blackwell  spent  three  years  in  a 
British  prison  after  being  falsely  accused  of  rape.  After  an  appeals 
court  freed  him,  he  expected  to  get  some  compensation  for  being 
wrongly  imprisoned.  Instead,  he  got  a  bill  for  nearly  £7,000  for 
"board  and  lodging"  from  the  Home  Office. 

—CHARLES  OLIVER,  Reason.com  F 
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Yes,  there's  a  Commercial  Auto  insurer  that's  as  responsible  as  you  are. 

At  Liberty  Mutual,  we  want  claims  management  to  begin  as  quickly  as  you  do.  The  sooner  an  investigation 
starts,  the  better  we  can  preserve  critical  evidence,  document  the  damage,  contact  all  parties  involved, 
and  resolve  your  claim.  We  assign  a  Claim  Specialist  according  to  your  unique  situation.  And  in  the  end, 
we  can  help  improve  your  company's  bottom  line. 

For  more  information  on  insuring  your  business,  visit  libertymutual.com/business. 


Responsibility.  What's  your  policy?" 


jj^  Liberty 
Mutual 


IRKERS  COMP 

!007  Liberty  Mutual  Group. 


AUTO 


GENERAL  LIABILITY 


GROUP  BENEFITS 


Starting  with  an  advantage 


From  day  one,  the  new  Tyco  Electronics  brings  many  advantages  to  our  customers, 
investors,  employees  and  communities.  As  a  $12.8  billion  company,  with  a  60-year 
head  start,  we've  been  at  the  forefront  of  the  explosive  growth  in  electronics  world- 
wide. With  nearly  100,000  employees  in  more  than  45  countries,  and  a  peerless  reputa- 
tion in  engineering,  our  approximately  500,000  products  include  electronic  components, 
network  solutions  and  wireless  systems.  Tyco  Electronics  is  committed  to  the  technologies 
that  bring  advantages  to  everyone's  life  every  day. 


tycoelectronics.com 


Tyco  Electronics 


/co  Electronics  are  trademarks 


Current  Events 


iy  Ernesto  Zedillo,  Former  President  of  Mexico 
)irector,  Yale  Center  for  the  Study  of  Globalization 


Summer  of  Setbacks 


HE  WORLD  ECONOMY  CONTINUES  TO  EXHIBIT  AMAZING 
;silience  to  events  that  in  the  past  would  have  hurt  it  severely.  This 
Limmer  the  combination  of  robust  economic  growth  and  low 
illation  seems  to  be  continuing  almost  everywhere,  despite  such 
isturbances  as  the  weakest  dollar  in  more  than  25  years,  excessive 
ubprime  lending  and  another  spike  in  oil  prices.  Economic 
trength  persists  irrespective  of  deficient  economic  policies  in 
lany  countries,  including  the  key  ones.  Why?  Because  the  engines 
f  modern  globalization — international  trade  and  investment — 
eep  on  propelling  and  shielding  overall  economic  performance.  It 
;  thus  somewhat  ironic  and  rather  suicidal  that  politics,  especially 

I  those  countries  that  have  historically  benefited  from  economic 
itegration  and  interdependence  the  most,  is  dancing  more  and 
lore  to  the  tune  of  protectionism  and  isolationism. 

Examples  of  this  dangerous  trend  abound.  At  a  June  summit 
i  Brussels  European  leaders  bent  to  the  wishes  of  Frances  new 
resident,  Nicolas  Sarkozy,  and  dropped  the  principle  of  free  and 
ndistorted  competition  from  the  treaty  that,  if  ratified,  will 
splace  the  EU  constitution  sacked  by  French  and  Dutch  voters 
i  2005.  Industrial  interventionism,  dressed  up  as  economic 
atriotism,  and  opprobrious  agricultural  protectionism  have  new 
nd  powerful  champions  on  the  European  continent,  and  that  is 
ot  good  news  for  global  prosperity. 

Unfortunately,  things  don't  look  any  better  on  the  other  side 
f  the  Atlantic.  China-bashing  and  the  threat  of  imposing  arbi- 
rary  trade  barriers  against  that  country  look  to  be  entrenched  in 
imerican  politics.  Furthermore,  not  even  relatively  minor  U.S. 
rade  partners  are  safe  from  protectionist  lobbies.  To  curry  favor 
/ith  Congress  the  proposed  U.S.  trade  deals  with  Peru  and 
'anama  have  been  imbued  with  labor  standards  enforceable  by 
rade  sanctions— a  protectionist  artifice  hotly  discussed  and  ulti- 
nately  rejected  by  the  WTO's  members  a  decade  ago.  Despite  that 
infair  concession,  Congress  is  still  dragging  its  feet  in  approving 
hose  deals  and  appears  close  to  killing  the  trade  agreements  with 
outh  Korea  and  Colombia,  not  to  mention  how  it  trashed 
omprehensive  immigration  reform  earlier  this  summer. 

Doha  Debacle — Deja  Vu 

)n  a  global  scale,  the  worst  blow  to  the  future  of  open  markets 
esides  in  the  latest  collapse  of  the  Doha  Round  negotiations.  For 

II  practical  purposes  this  took  place  on  June  21  in  Potsdam,  Ger- 
nany,  when  a  ministerial  meeting  among  the  so-called  G-4  (the 
J.S.,  the  EU,  India  and  Brazil)  that  was  supposed  to  provide  the 
ssentials  for  a  broader  deal  among  the  entire  WTO  membership 


broke  down  abruptly  and  acrimoniously.  Although  the  round  is 
not  yet  formally  defunct,  its  successful  conclusion  looks  more 
remote  than  ever.  For  one  thing,  congressional  authority  for  Presi- 
dent Bush  to  negotiate  trade  deals  expired  on  June  30,  and  congres- 
sional leaders  wasted  no  time  in  making  clear  that  consideration  of 
fast-track  renewal  is  not  among  their  priorities.  Experience  tells  us 
that  no  country  will  negotiate  seriously  with  U.S.  trade  representa- 
tives in  the  absence  of  that  authority.  And  it's  more  than  likely  that 
U.S.  leadership  in  trade  negotiations  will  be  further  undermined  by 
the  new  farm  bill  that  is  expected  to  be  voted  on  in  the  fall. 

Just  as  when  the  talks  collapsed  at  the  Cancun  WTO  ministerial 
meeting  in  September  2003,  U.S.  officials  blamed  the  Potsdam  failure 
on  India's  and  Brazil's  intransigence.  It's  true  that  throughout  the 
negotiations  those  leading  emerging  countries  held  fast  to  their  highly 
defensive  positions  and  to  the  last  minute  were  unwilling  to  offer  mean- 
ingful cuts  in  industrial  tariff  ceilings.  But  the  fundamental  cause  of 
the  Doha  Round's  failure  lies  in  the  rich  countries'  refusal  to  seri- 
ously reform  their  agricultural  protectionism.  The  debacle  is  rooted 
in  the  lack  of  political  will  in  those  countries  to  dismantle  a  system 
that  costs  their  taxpayers  and  consumers  huge  amounts  of  money 
and  channels  most  of  that  money  to  only  a  small  proportion  of  rich 
producers  and  other  rent  seekers  in  the  farm  sector.  This  protection- 
ist system  severely  distorts  world  agricultural  markets  to  the  detriment 
of  poor  farmers  in  developing  countries  and  serves  as  an  argument 
for  this  group  of  countries  to  stick  to  their  own  protectionist  policies. 

The  cost  of  the  round's  failure  is  not  only  in  the  income  oppor- 
tunities lost  to  both  developed  and  developing  countries  by  not 
opening  their  markets  further  but  also,  and  more  important,  in  the 
enormous  losses  all  will  incur  if  the  round's  collapse  causes  the 
multilateral  trading  system  to  deteriorate  to  the  point  that  countries 
fall  into  a  protectionist  spiral.  Because  it  would  be  so  economically 
devastating,  this  scenario  may  appear  unlikely  even  to  those  politi- 
cians who  talk  isolationism  to  enhance  their  popularity  but,  when 
it  comes  to  the  consequences  of  closed  and  distorted  markets,  know 
better.  They  may  sincerely  believe  that  riding  the  antiglobalization 
wave  constitutes  the  best  way  to  control  and  limit  that  force's  anti- 
trade effects  while  at  the  same  time  earning  them  the  political  cap- 
ital they  need  to  pursue  other  important  structural  reforms.  That 
would  be  the  most  benign  interpretation  of  the  latest  populist 
rhetoric  heard  on  both  sides  of  the  North  Atlantic.  The  problem 
with  this  is  that  delusion  and  bad  politics  are  coming  together  as 
usual,  and  sooner  or  later  bad  politics  will  lead  to  bad  economics. 

This  may  be  the  real  and  wretched  legacy  of  this  SOS  (sum- 
mer of  setbacks)  for  open  markets.  F 
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Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  David  Malpass,  chief  economist,  Bear 
Stearns  &  Co.;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and  author, 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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The  global  enterprise  is  connected  to  thousands  of  servers 

is  connected  to  hundreds  of  storage  devices 

is  connected  to  petabytes  of  data 
is  connected  to  a  single  set  of  software  tools 

that  brings  harmony  to  data  center  complexity. 


- . 


@  2006  Symant 


c  Corporation.  All  righ] 


The  Symantec  Data  Center  Foundation  helps  you  master  complexity.  At  Symantec,  we  understand  how 
the  complexity  of  the  modern  data  center  increases  costs  and  impairs  manageability.  Thanks  to  our  Veritas  cross- 
platform  software,  this  infrastructure  solution  can  help  you  manage  the  most  complex,  heterogeneous  IT  environment 
with  a  single  set  of  tools.  The  cost  savings  can  be  dramatic.  The  same  can  be  said  for  the  impact  on  service  levels. 
Start  with  our  free  tour:  symantec.com/confidence 


Confidence  in  a  connected  world. 


^  symante 


Digital  Rules 

By  Rich  Karlgaard,  Publisher 


I 


The  Coming  Blue  State  Tax  Revolt 


THE  MEDIAN  SALES  PRICE  FOR  THE  AMERICAN  DREAM— NEW 
house,  land  included— is  $236,000,  according  to  government 
census  figures.  The  average  price — $313,000 — is  higher  than  the 
median.  Many  new  houses  are  palatial. 

In  Manhattan  you  can  pay  nearly  the  U.S.  median  new  home  price 
for  a  parking  spot.  "In  Chelsea,"  wrote  the  New  York  Times  last  month, 
"eight  people  are  vying  to  buy  one  of  five  parking  spaces  for  $225,000 
in  a  34-unit  condo  building  on  West  17th  Street.  That  translates 
into  $1,500  per  square  foot."  And,  no,  you  don't  really  own  the  land. 

Here's  a  Blue  State  irony:  In  areas  where  U.S.  real  estate  costs  are 
highest — Manhattan  or  the  tonier  parts  of  Boston,  Washington,  D.C., 
San  Diego,  Los  Angeles,  the  San  Francisco  Bay  Area  and  Hawaii — 
taxes  are  also  among  the  highest.  New  York  City  residents  face  a 
6.85%  top  state  income  tax  and  a  3.65%  top  city  tax.  High  salary 
earners  are  hit  with  a  combined  45.5%  income  tax  rate  before  they 
start  paying  sales  taxes  and  property  taxes,  which  add  14%  to  the 
cost  of  living.  Some  taxes  might  be  deductible,  but  don't  get  too  cute. 
The  dreaded  alternative  minimum  tax  will  rise  up  and  smite  thee. 

California  state  income  tax  is  a  gagging  9.3%,  and  it  kicks  in 
at  a  school  janitors  salary  of  $43,500.  California  adds  a  "mental 
health  tax"  of  1  %  if  you  make  more  than  $  1  million  a  year — a 
joke  on  dysfunctional  Hollywood,  one  supposes. 

Is  the  higher  house/tax  overhead  in  the  Blue  States  made 
bearable  by  higher  salaries?  Only  at  the  very  top.  The  average 
partner  at  Goldman  Sachs  in  Manhattan  may  pull  down  $20 
million  a  year,  but  the  average  Manhattan  income  is  only  2.0 
times  the  national  average.  That's  pretax.  Aftertax,  where  it 
counts,  Manhattan  salaries  are  only  about  1.5  times  the  national 
average.  But  median  house  prices  are  4.2  times  as  high. 

Millionaires  Cash  Out  of  California 

The  San  Francisco  Business  Times  noted  recently  that  Bay  Area 
millionaires  are  starting  to  take  their  gold  out  of  the  Golden  State. 
The  paper  writes:  "The  Bay  Area's  wealth  boom  is  producing  an 
explosion  of  millionaires— in  Nevada,  Wyoming  and  perhaps 
Canada.  Advisers  to  the  well-heeled  say  'wealth  migration- 
taking  the  money  and  running— is  behind  a  surprising  drop  in 
the  number  of  Bay  Area  millionaires." 

The  annual  loss  of  millionaires  from  the  Bay  Area— home  to 
Silicon  Valley— knocks  this  extremely  rich  and  fertile  place  down 
near  the  bottom  of  the  new  millionaire  list,  putting  it  in  the  com- 
pany of  Detroit,  Pittsburgh  and  Cleveland.  Of  course,  the  middle 
class  has  been  fleeing  California  for  years.  High  house  prices  have 
been  the  main  culprit.  Long  commutes  and  deteriorating  public 
services  play  a  part.  But  the  flight  of  millionaires  is  very  21st 
century.  The  cause?  You  guessed  it.  Taxes. 

Continues  the  San  Francisco  Business  Times:  "Tm  hearing 


from  more  California  baby  boomers,  I  need  to  get  out,'  said 
Diane  Kennedy,  a  Phoenix  accountant  and  financial  adviser  to 
the  wealthy.  'You  can  still  make  a  lot  of  money  in  California.  The 
problem  is,  then  you  have  to  pay  taxes  on  that  money,'  said 
Kennedy,  who  recently  helped  a  California  client  with  annual 
income  of  about  $1  million  save  $96,000  annually  by  making  his 
home  in  Jackson  Hole,  Wyo.  his  primary  residence. 

'"Effectively,  you  have  the  state  of  California  subsidizing  his 
relocation  through  the  tax  savings,'  Kennedy  said." 

I  love  this  story.  Not  because  of  what's  happening  to  California. 
But  because  it  proves  that  tax  rates  do  indeed  influence  behavior. 

Some  of  the  outgoing  California  millionaires  of  recent  years 
include  Netscape's  founder,  Jim  Clark,  who  moved  to  Florida,  and 
Ebay's  Pierre  Omidyar,  who  moved  to  Nevada.  More  common 
among  Cal  expats  are  small  business  owners  like  Dave  Barton,  asset 
millionaires  trying  to  live  well  on  middle-class  salaries.  I  wrote 
about  Dave's  move  from  San  Jose  to  State  College,  Pa.  (nicknamed 
Happy  Valley)  in  my  2004  book,  Life  2.0.  Dave  shut  down  his 
machine  tooling  shop  and  now  designs  tooling  configuration  soft- 
ware. We  caught  up  on  my  Forbes.com  blog  last  month. 

Wrote  Dave:  "There's  a  lot  I  don't  miss  about  Silicon  Valley 
and  California.  It  was  not  a  pro-business  climate,  but  it  was 
uniquely  pro-startup  and  pro-innovation.  It  was  in  the  air;  you 
could  literally  feel  it  on  your  skin.  That  can  overcome  a  lot.  Here 
in  flyover  country  old  money  was  made  in  low-risk,  long-held 
real  estate.  They  can't  comprehend  what  a  startup  does  and 
needs.  And  don't  get  me  started  on  the  politics. 

"But  looking  at  my  Valley  (Silicon  vs.  Happy)  comparison, 
the  raw  brain  power  is  here,  as  it  is  in  other  major  research  uni- 
versity towns,  and  it's  coupled  with  incredibly  low  costs  and  a 
high  quality  of  life.  But  the  risk  aversion  is  suffocating.  What  a 
dichotomy:  Our  cost  structure  in  the  boonies  is  so  low  we  could 
handle  much  more  risk,  but  there  isn't  the  will." 

Good  analysis.  Would  you  prefer  low  costs  or  an  innovative 
culture?  People  pay  a  higher  price  to  live  in  Manhattan  and  the 
Bay  Area.  Both  teem  with  cultural  richness,  creative  people,  capi- 
tal and  confidence.  But  with  a  cheap  dollar  kicking  everyone— 
janitors  included — into  higher  tax  brackets,  what  kinds  of  compa- 
nies can  operate  there?  Google  can  live  in  Silicon  Valley  and 
Goldman  Sachs  in  Manhattan,  for  now,  because  each  company 
yanks  in  more  than  $1  million  per  employee.  But  what  if  your 
company's  revenue-to-employee  number  is  $500,000?  $250,000? 

Markets  decide  house  prices.  People  decide  tax  rates.  I  have  a 
hunch  we'll  see  a  Blue  State  tax  revolt  soon.  F 
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Read  Rich  Karlgaard's  daily  blog  at 
http://blogs.forbes.com/digitalrules  or  e-mail  him 
at  publisher@forbes.com. 
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Dutch  Treat 

For  all  the  hand-wringing  about  the  trade  deficit — 
$310  billion  for  the  year  through  May,  mostly  attributable 
to  imports  from  China,  Japan  and  Canada — the  U.S.  still 
enjoys  a  trade  surplus  with  a  majority  of  the  world's 
countries.  As  measured  by  the  Commerce  Department,  116 
nations  out  of  230  take  more  than  they  sell.  No.  1,  from  the 
Yankee  view:  tiny  Netherlands,  at  $8  billion,  followed  by 
smaller  Hong  Kong  (still  counted  separately)  with  $5  billion 
and  Australia  $4  billion.  Even  oil-exporting  United  Arab 
Emirates  buys  more  by  $3  billion.  — W.P.B. 


Long  ride:  Walter  J.  Zabie. 


Informer  

INFORMER@FORBES.COM 

Does  Age  Take  a  Toll? 

Since  the  end  of  April 
Cubic  Corp.,  which 
pulls  in  $821  million 
of  revenue  from  an 
incongruous  mix  of 
fare-collection  ma- 
chines and  combat- 
training  simulators, 
has  seen  its  shares  rise 
60%  to  $32.  That  has 
given  a  nice  $130 
million  bump  to  the 
net  worth  of  boss  and 
40%  owner  Walter  J. 
Zable,  who  founded  the  San  Diego  company  in  1951.  Possibly 
fueling  the  increase:  speculation  about  a  sale  of  the  company  This 
year  Zable  axed  the  presidents  job  at  each  division  in  favor  of 
what  was  described  as  a  more  centralized  approach.  Then  there's 
Zable's  age,  92,  which  raises  estate-planning  issues.  A  Cubic 
spokesman  says  no  sale  is  in  the  works  and  that  Zable  still  puts  in 
a  full  day  on  the  job.  —  William  P.  Barrett 

Those  Meanies  at  the  SEC 

In  two  years  the  price  of  gold  has  risen  60%.  But  shares  of  Sea- 
bridge  Gold  have  jumped  1,375%  to  $28,  producing  a  $980  mil- 
lion market  cap.  In  its  18  years  of  existence  Seabridge  has  had 
four  more  names  than  ounces  of  the  yellow  stuff  that  it  sold.  The 
Toronto  firm,  which  has  nine  employees,  says  it's  looking  in 
Canada,  Mexico  and  the  western  U.S.  Boss  Rudi  P.  Fronk 
describes  the  strategy  since  1999  as  acquiring  properties  when 
gold  prices  are  depressed.  At  some  point,  he  says,  rather  than 
mine,  Seabridge  will  sell  the  real  estate,  maybe  to  a  mining  giant. 
Fronk  estimates  Seabridge  now  has  32  million  ounces  of  gold  in 
the  ground,  one  ounce  for  every  1.25  shares.  But  he  says  U.S. 
Securities  &  Exchange  Commission  rules  forced  the  company  to 
state  in  a  recent  filing  that  it  "has  no  known  reserves."   —  W.P.B. 


Goodwill  Huntsman 

The  pending  $10.6  billion  deal  by  Leon  Black's  Apollo  Group  to 
buy  Huntsman  Corp.  promises  a  big  score  for  little-known  hedge 
fund  operator  David  J.  Matlin.  In  2002  when  the  then  private 
flagship  chemical  business  in  Utah  of  Forbes  400  member  Jon  M. 
Huntsman  encountered  financial  trouble  from  rising  material 
costs,  MatlinPatterson  Global  Opportunities  Fund  acquired 
some  of  the  troubled  debt  at  a  discount  and  used  that  leverage  to 
gain  roughly  half  of  the  shares.  Estimated  total  investment: 
$500  million.  Counting  the  $150  million  taken  out  from  Hunts- 
man's 2005  initial  offering,  MatlinPatterson  stands  to  walk  away 
with  $2.25  billion.  — Phyllis  Berman 

A  Macro  Tax  Bill 

The  Internal  Revenue  Service  says  early  Yahoo  executive  Elizabeth 
Collet  Funk,  who  promotes  $100  microfinance  loans  for  Third 
World  entrepreneurs,  used  a  sham  tax  shelter  in  2000  and  owes 
$25  million  in  back  taxes,  penalties  and  interest.  In  a  U.S.  Tax 
Court  lawsuit  Funk,  38,  of  San  Francisco,  denies  liability.  Her  peti- 
tion says  she  paid  $2  million  to  BDO  Seidman  for  a  plan  that  used 
foreign  currency  options,  loans  and  partnerships.  The  feds  say  her 
phony  losses  helped  reduce  $42  million  of  taxable  income  to 
$10  million.  In  their  pleading,  lawyers  for  Funk  acknowledge  the 
Harvard  M.B.A.'s  financial  sophistication  but  said  she  relied  on 
other  professionals  for  tax  advice.  — Janet  Novack 


Don't  Read  This  Table  If  You're  Dining 

Well-publicized  recent  problems  with  some  food  imports  from  China  to  the  U.S.  almost  pale 
next  to  what  the  Chinese  themselves  have  had  to  endure  domestically.     — Russell  Flannery 


CITY 


PRODUCT 


HEALTH  CONCERN 


Beijing 


duck  eggs 


laced  with  cancer-causing  dye 


Beijing 


tofu 


cooked  in  ferrous  sulfate  and  ammonium  bicarbonate 


Nantou 


rice  wine 


made  with  rotting  rice  full  of  carcinogen  aflatoxin 


Qingdao 


honey 


spiked  with  an  additive  for  adhesives 


Shanghai 


seafood 


steeped  in  formaldehyde  to  improve  color 


Shenyang 


sea  slugs 


soaked  in  hydrogen  peroxide  to  reduce  odor 


Wuhan 


bamboo  shoots 


bleached  with  sulfur  and  sodium  hydroxide 


Source:  Chinese  news  media  i  sports. 
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^m "Jj^P  * "^SBf"*^^'  The  SRT  engineers  set  out  to  create  a  wolf  In 

•■^^^        ^|^r  sheep's  clothing  and  ended  up  with  nothing 

SHORT   DF  THE  FASTEST  VEHICLE   IN   ITS   CLASS*;  A 
VERSATILE  MASTERPIECE  CAPABLE  OF  TRAVELING  FROM 
D-6D  JVlPH    IN   UNDER   FIVE  SECONDS  -  WET  OR  DRY. 

Behold  the  Jeep  Grand  Cherokee  SRTB.®  With 

AN     ACTIVE     FULL-TIME    TRANSFER    CASE,  ITS 
4-WHEEL-DRIVE    SYSTEM    HAS    BEEN    FORTIFIED  TP 
HANDLE  ALL  42D  HORSEPOWER  OF  ITS  6.1-LITER  SRT 

H  EM  I®  VB.  On  ZD-inch  forged  aluminum  wheels, 
this  beast  can  dig  its  claws  into  the  tarmac 
with  a  vigor  unlike  any  other,  rain  or  shine. 
Welcome  to  world  class.  Visit  drivesrt.com 


JQIN  THE  PDWER  ELITE 


Jeep  . 


'Based  on  2CD7  Automotive  News  Segmentation. 
Jeep,  HEMI  and  SRTB  are  registered  trademarks  of  DaimcerEhrysler  Corporation. 


On  My  Mind 


By  Amity  Shlaes,  author,  The  Forgotten  Man:  a  New  History  of  the  Great  Depression  (HarperCollins,  $27),  a 
Bloomberg  columnist  and  a  fellow  in  economic  history  at  the  Council  on  Foreign  Relations. 


House  of  Cards 


How  bad  could  today's  real  estate  collapse  get?  It  pays  to  look  at  its  forerunner, 

during  the  Depression. 


IN  JUNE  2007  BANKS  REPOSSESSED  624 
homes  in  the  San  Francisco  Bay  Area. 
That  was  up  from  39  repossessions  in 
June  of  last  year.  As  disturbing  as  that 
increase  is,  the  repo  business  still  falls  far 
short  of  where  it  was  75  years  ago.  Dur- 
ing the  Great  Depression,  in  Cleveland, 
Indianapolis  and  Birmingham  half  of 
mortgage  holders  were  in  danger  of  los- 
ing their  homes.  A  survey  of  22  cities 
found  that  at  least  two  in  ten  home  mort- 
gage holders  were  having  trouble  making 
payments.  People  were  outraged  by  the 
situation,  and  they  let  their  elected  officials 
know  it.  In  Sonoma  County,  Calif.  1,000 
farmers  gathered  on  the  courthouse  steps 
in  Santa  Rosa  to  blockade  the  sheriff's 
sale  of  the  house  of  an  elderly  minister. 
"A  slaughtering  of  urban  real  estate  val- 
ues," is  how  one  witness  described  the 
nationwide  crisis. 

Roosevelt  responded  to 
homeowners'  predicament  by 
loosening  credit,  lending  to  farm- 
ers and  rescuing  banks  that  held 
homeowners'  savings.  States  for 
their  part  moved  to  ease  the 

burden  on  debtors  by  loosening  contracts.  Minnesota,  for 
example,  passed  a  law  that  required  creditors  to  wait  two  years 
after  a  landowner  defaulted  before  foreclosing. 

Most  important,  the  President  reflated  the  dollar  by  delink- 
ing it  from  gold.  As  part  of  this  monetary  shift  the  government 
invalidated  the  gold  clause  in  contracts,  the  promise  that  private 
businesses  or  government  made  to  pay  their  obligations  in  gold 
if  asked. 

We  tell  ourselves  that  a  real  estate  slaughter  of  Depression-era 
magnitude  can  never  happen  again.  Most  people  still  tend  to 
regard  their  homes  as  solid  investments.  But  there  are  several 
reasons  to  suspect  that  a  residential  real  estate  collapse  is  more 
than  a  remote  risk. 

The  first  is  that  people  are  buying  more  housing  than  they 
can  afford.  Even  in  the  terrible  days  of  the  1 930s  many  home 
buyers  had  only  small  mortgages.  They  borrowed  20%  of  the 
price  of  their  homes  for  a  five-year  period,  and  still  lost  their 
homes  when  the  downturn  came.  By  contrast,  in  these  good 


One  witness  described  the 
crisis  as  "a  slaughtering  of 
urban  real  estate  values." 


times,  many  borrowers  are  already 
underwater.  Some  borrow  too  much  at 
the  outset.  Others  refinance  their  home 
mortgages  to  sustain  a  credit  card  habit. 
The  adjustable- rate  mortgage  encourages 
unwise  borrowing.  We  treat  real  estate  as 
an  entitlement. 

But  the  larger  reasons  to  worry  about  real 
estate  are  systemic.  Trillions  in  debt  securi- 
ties are  bought  and  sold  by  Fannie  Mae  and 
Freddie  Mac,  two  mortgage  giants  conceived 
in  the  New  Deal.  The  pair  are  nominally  in 
the  private  sector.  But  Washington  would 
doubdess  rescue  them  if  they  failed,  and  that 
collapse  would  make  the  savings-and-loan 
crisis  of  the  late  1980s  look  mild. 

Part  of  our  vulnerability  comes  from 
homeowners'  assumption  that  interest  rates 
will  stay  low.  A  bad  assumption.  The  Fed- 
eral Reserve,  more  worried  about  inflation 
than  depression,  is  likely  to  raise  rather  than 
to  cut  rates.  Another  threat  is  that 
foreigners,  now  kindly  swallowing 
Treasury  paper,  will  regurgitate  it, 
forcing  interest  rates  up  no  matter 
what  the  Fed  does. 

How  will  the  government 
respond  in  the  next  liquidity  crisis?  Will  it  bail  out  Fannie  and 
Freddie  at  taxpayer  expense?  Will  it  tear  up  contracts?  Will  it 
impose  a  moratorium  on  mortgage  foreclosures?  Currently  law- 
makers in  30  states  are  working  on  some  form  of  legislation  to 
shelter  borrowers  from  the  promises  they  made.  The  proposals 
mostly  focus  on  "predatory  lending."  But  some  dismemberment 
of  contract  rights  is  the  next  step. 

The  popular  view  of  Roosevelt  is  that  he  saved  capitalism  for 
the  propertied  classes,  even  though  they  despised  him.  The  truth 
is  more  nuanced.  The  New  Dealers  were  correct  in  recognizing 
that  the  U.S.  was  experiencing  deflation.  But  their  cure  was  as 
bad  as  the  disease.  Their  lack  of  respect  for  private  property  itself 
prolonged  the  downturn.  Capital  went  "on  strike,"  as  Roosevelt 
put  it.  Companies  refused  to  invest  in  new  machinery.  Because  ot 
FDR's  misguided  efforts  the  Depression  persisted  and  deepened 
in  1937  and  1938,  with  close  to  two  in  ten  again  unemployed.  It 
a  real  estate  crash  is  around  the  corner,  the  consequences  will 
stretch  beyond  losses  to  a  few  homeowners.  F 
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When  it  comes  to  luxury  performance  cars,  people  who  know  are  stepping  up 
to  quiet,  smooth-riding,  Yokohama  ADVAN  tires.  We  guarantee  you'll  love  them. 


Please  call  the  ADVAN  Premium  Service  Team  at  877-ADVAN77  to  find  out 
more  or  visit  us  now  at  yokohamatire.com/advan. 


Follow-Througl 
Bridging  the  Gap 


Could  two  private  bridges  be  better  than 
one?  That's  the  wager  being  made  by 
Manuel  (Matty)  Moroun,  the  reclusive 
owner  of  the  Ambassador  Bridge,  a  pri- 
vate span  that  links  the  Detroit  area  with 
Canada.  Moroun  recently  hired  a  p.r.  firm, 
and  he's  launched  an  advertising  cam- 
paign to  promote  plans  by  his  Detroit 
International  Bridge  Co.  to  build  a  second 
crossing  right  next  to  the  Ambassador, 
which  carries  25%  of  all  trade  between  the 
U.S.  and  Canada.  Moroun  has  already 
sunk  $500  million  into  buying  and  razing 
houses  in  Detroit  and  Windsor,  Ont.,  and 
intends  to  lay  out  another  $500  million  on 


construction.  To  finance  the  project, 
he  wants  a  Michigan  economic  devel- 
opment agency  to  act  as  his  surrogate 
in  selling  $1  billion  in  tax-exempt 
bonds.  Taxpayers  wouldn't  be 
on  the  hook  for  this  debt. 

Construction  could  begin 
early  next  year,  and  the 
bridge  could  be  finished  in 
2010.  Moroun  is  racing  to 
head  off  plans  for  a  separate 
government-operated 
bridge  planned  for  2013  but 
currently  languishing  in  a 
binational  study  committee. 
One  wrench  in  Mo- 
roun's  works:  Detroit 
automakers  are  lobbying 
hard  for  a  publicly  owned  bridge. 

— Joann  Muller 

JUNE  23,  2003 

Bitter  Pill 

We  wrote  about  a  tiny  company  in  Alpharetta, 
Ga.  that  hoped  it  had  invented  a 
billion-dollar  heart  pill.  AtheroGenics  was 
about  to  start  a  $40  million,  4,000-patient  trial 
of  a  drug  designed  to  prevent  heart  attacks 
by  reducing  inflammation  in  arteries. 
AstraZeneca  signed  up  to  copromote  it, 
paying  AtheroGenics  $50  million  up  front 
and  promising  $  1  billion  if  the  drug  worked. 
But  earlier  this  year  the  big  trial  came  up 


negative,  and  revealed  side  effects  like 
elevated  liver  enzymes  and  an  increased  risk 
of  hospitalization  due  to  heart  failure. 
AstraZeneca  pulled  out  of  the  deal, 
AtheroGenics  points  out  that  the  drug  did  cut 
cardiac  death  and  also  seemed  to  prevent 
diabetes.  It  plans  to  begin  a  study  of  the  drug's 
effect  on  diabetes  in  the  third  quarter. 
AtheroGenics  shares,  which  were  at  $  1 3  when 
our  story  ran  and  rose  as  high  as  $35,  now 
sit  at  $2. 

—Matthew  Herper 

JUNE  19,  2006 

In  the  Driver's  Seat 

A  year  ago  we  outlined  AutoZone's 
efforts  to  restart.  At  $90,  shares  at 
America's  largest  car  parts  retailer  had 
stalled  for  two  and  a  half  years,  while  the 
stock  of  its  two  smaller  competitors  had 
gained  50%  in  the  same  time.  Since  our) 
story  AutoZone's  share  price  has  zoomed 
50%  to  $135,  thanks  to  the  addition  of 
200  new  stores,  for  a  total  of  4,000 
nationwide.  There's  more  merchandise 
on  the  shelves,  and  sales  are  holding 
steady.  Chief  William  Rhodes  has  also 
renegotiated  vendor  contracts  to  get! 
a  higher  margin  on  sales.  Expect 
continued  growth  at  the  Memphis 
company.  AutoZone  is  aiming  for  6,000 
U.S.  stores. 

— David  Gelles 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES  |  AUGUST  5, 1922 

Stealing  a  Holiday  Vacations  are  granted  to  enable 

workers  to  get  themselves  into  better  physical  and  mental 
condition  to  grapple  with  the  work  lying  ahead  of  them. 
Therefore,  when  a  salaried  employee  who  has  been  with  a 
concern  only  a  short  time  is  given  a  vacation  with  full  pay  in 
advance,  and  does  not  return,  it  is  the  same  as  stealing. 

30  YEARS  AGO  IN  FORBES  |  NOVEMBER  1, 1977 

Heavy  Metal  Alcan  has  always  had  trouble  turning  its 
rock-bottom  energy  costs  into  superior  profitability.  Even  today 
it  is  just  65%  integrated,  compared  with  Alcoa's  85%.  This 
hurts,  since  aluminum-fabricating  profits  per  pound  can  be 
double  those  of  ingot  production.  Factor  in  Alcan's  slightly 
higher  transportation  costs  and  the  lower  productivity  of  its 
older  Canadian  plants,  and  for  years  the  benefits  of  its  cheap 
energy  have  been  gobbled  up. 


Australia's  Rio  Tinto  has  made  a  friendly  $38.1  billion  takeover 
bid  for  Alcan. 

25  YEARS  AGO  IN  FORBES  |  JANUARY  4, 1982 

Liz,  Tailor  In  the  six  months  since  Liz  Claiborne,  Inc.  went 
public — the  first  major  apparel  company  in  eight  years  to  do 
so — its  stock  has  climbed  to  around  $30  from  its  offering  price 
of  $19  a  share.  What's  more,  even  with  the  overall  slump 
among  retailers  who  sell  Liz  Claiborne's  clothes,  Claiborne 
itself  reported  a  65%  rise  in  net  earnings  for  the  first  three 
quarters  of  1981.  "The  Liz  lady  still  works  for  a  living," 
explains  Liz  Claiborne,  an  energetic  woman  who  creates  her 
designs  in  a  modern  workroom  on  Broadway.  "She  hasn't 
been  laid  off  from  her  executive  job,  and  she  needs  and  buys 
clothing." 

Founder  Claiborne  passed  away  in  June.  In  July  the  company 
said  it  may  shed  16  of  its  apparel  brands.  . 
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northwesternmutual.com 
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Outfront 


HEALTH  CARE  GAMES 


Slicko 


Michael  Moore's  got  it  wrong.  The  problem  with  health  insurers  isn't  that  they 
reject  too  many  claims  but  that  they  pay  too  many  |  By  Neil  Weinberg 


M  N  HIS  SENSATIONALIST  DOCUMEN- 

I  tary  Sicko,  Michael  Moore  slams 
I  health  insurers  for  being  too  chintzy 
I  in  paying  claims.  Not  yet  available 
I  for  viewers:  a  feature  film  exposing 
the  insurers  for  being  too  generous.  But 
that  is,  in  fact,  a  big  problem  for  corpora- 
tions that  cover  their  employees'  health 
costs,  albeit  not  a  problem  that  tugs  at  the 
heartstrings. 

When,  you  ask,  would  an  insurer  ever 
be  liberal  in  its  payments?  Answer:  when 
it's  paying  with  someone  else's  money. 
Many  corporations  self- insure  for  medical 
coverage,  using  the  insurance  company 
only  to  process  the  bills. 

Look  at  a  suit  filed  by  AutoNation 
against  UnitedHealthcare  in  a  Florida 
federal  court  last  August.  The  nation's  top 
car  retailer  charged  UHC  with  paying  for 
services  not  covered,  failing  to  collect 
copayments,  miscalculating  benefits  and 
paying  claims  for  thousands  of  ineligible 
people.  All  told,  AutoNation  claims 
the  overpayments  cost  it  in  excess  of  $10 
million  over  18  months.  UHC  settled  the 
suit  late  last  year  for  undisclosed  terms. 
Both  firms  declined  to  elaborate. 

"The  types  of  errors  in  this  lawsuit  are 
exactly  what  we  find  all  the  time,"  says 
Matthew  Dubnansky,  an  accountant  and 
partner  with  Baltimore,  Md.  health  care 
auditor  TMDG  LLC. 

UHC  says  its  claims-payment  accuracy 
exceeds  99%.  But  Jeffrey  Barber,  a  medical 


claims  auditor  with  Accu-Rate  in  El  Paso, 
Tex.  (which  gets  paid  for  finding  over- 
charges), argues  that  excessive  and  unjus- 
tified costs  consume  as  much  as  20%  of 
health  care  spending.  Over  the  past  seven 
years  he  has  dug  through  hundreds  of 
corporate  and  municipal  plans  and  says 
on  balance  they're  a  little  better  than 
Medicare  Part  A,  in  which  an  audit  shows 
overcharges  for  hospitalizations  billed 
on  a  pay-per-service  basis  gobbled  up 
16.4%  of  spending,  or  $13.6  billion,  in 
fiscal  2004. 

Among  the  excessive  and  bogus  bills 
Accu-Rate  has  uncovered:  an  $89,000 
night  in  a  hospital  for  a  patient  who  wasn't 
even  admitted;  a  hip  replacement  expensed 
to  the  wrong  person;  and  bills  for  workers 
in  Iowa  charged  to  a  firm  whose  employ- 
ees are  all  in  New  England.  When  Accu- 
Rate  audited  the  plan  of  Springfield, 
Mass.,  it  found  the  city  severely  lacking  in 
spending  controls  and  paying  bills  for  250 
ineligible  people.  (Springfield's  personnel 
director  did  not  respond  to  requests  for 
comment.) 

Companies  employing  more  than  half 
of  private-sector  workers,  as  well  as  many 
states  and  cities,  self-insure.  That  means 
the  employers  and  their  workers  kick  in 
the  cash  used  to  pay  claims.  If  costs  go  up, 
they're  the  ones  on  the  hook  to  pay  more. 
Typically,  employers  hire  a  UHC,  Blue 
Cross  Blue  Shield  affiliate  or  someone  else 
to  handle  the  paperwork. 


The  problem  of  overcharging  such 
plans  is  costing  publicly  listed  companies 
so  dearly  that  Barber  says  it's  given  birth 
to  a  new  hedge  fund  strategy  (none  of 
whose  practitioners  want  to  be  identified): 
buy  into  firms  with  poor  medical  cost 
controls  and  boost  their  earnings — and 
share  prices — simply  by  cutting  the  waste. 
"A  lot  of  employers  have  absolutely  no 
controls  over  health  care  spending  or  any 
idea  whether  the  claims  they're  paying  are 
for  their  own  employees,"  Barber  says. 

Complexity  accounts  for  part  of  the 
problem.  Billing  specialist  CorVel,  for 
example,  counts  9  million  rules  govern- 
ing workers'  compensation  claims.  Such 
rules  cover  everything  from  dialysis 
reimbursement  rates  to  copays  for  office 
visits,  and  little  mistakes  add  up.  One 
administrator  failed  to  levy  a  $15  copay 
fee  on  50,000  appointments,  costing  the 
plan  an  extra  $750,000,  auditor  TMDG 
found.  "Administrators  won't  tell  clients, 
but  when  we  push  them  they'll  admit 
some  plans  are  unadministrable,"  says 
TMDG's  Dubnansky. 

Even  employers  who  try  to  keep  tabs  on 
costs  face  daunting  challenges.  The  typical 
explanation  of  benefits  may  tell  a  patient  he 
is  receiving  a  50%  break  on  lab  tests.  The 
information  might  make  its  recipient  feel 
good,  but  it  is  useless  in  deciphering  whether 
the  charges  are  appropriate  or  how  much  the 
administrator  actually  paid  the  provider. 
Often  the  employers  sponsoring  such  plans 
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Outfront 

fare  little  better  in  uncovering  what  those 
charges  really  bought.  One  bare-bones 
hospital  bill  FORBES  reviewed  listed  items 
such  as  "Med-Sur  Supplies:  $28,265.92." 

And  if  employers  want  to  audit  bills, 
their  hands  are  often  tied.  A  Blue  Cross 
&  Blue  Shield  of  Massachusetts  contract 
rest ric Is  audits  to  150  claims  and  states 
that  any  troubling  trends  discovered 
cannot  be  used  "to  calculate  the  financial 
impac  t  ol  errors  in  a  population  of  claim 

payments"  meaning,  don  I  even  think 
about  extrapolating  the  cost.  The  carrier 
says  that  it  pays  over  99%  of  claims 
accurately,  that  its  audit  sample  size 
is  big  enough  to  produce  statistically 
significant  conclusions  and  thai  il  it  is  in 
error  il  makes  health  plans  whole. 

When  auditors  asked  UHC  to  disclose 
how  much  (  iranston,  R.I.  was  paying  lor 
llic  services  the  city  was  underwriting,  a 

Room  to  Improve 

Good  luck  trying  to  decipher 
a  hospital  bill.  Here,  the  qty 
cost  of  a  bed  jumped 
fourfold  for  the  same 
patient. 
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company  official  e-mailed  back  that  "the 
hospital  contracts  we  have  negotiated  are 
proprietary — no  fee  information  will 
be  provided,"  according  to  an  e-mail 
supplied  by  Barber.  UHC  says  it  provides 
hospital  fee  information  during  audits  it 
supervises  in  its  own  offices. 

Administrators  who  discover  over- 
payments often  fail  to  pursue  refunds 
for  self-insured  plans.  Dubnansky 
recalls  a  case  in  which  an  employee  ran 
up  a  $95,000  hospital  bill  after  he  left 
his  company.  The  employer  informed 
the  insurance  company,  but  the  latter 
si  HI  made  no  ef  fort  to  recoup  the 
money.  Dubnansky  says  it's  not  in 
its  interest  to  do  so.  Some  service  agree- 
ments are  cost-plus  arrangements,  so 
the  higher  the  bills  the  higher  the  fees, 
forcing  providers  to  pay  back  plans 
also  angers  doctors  and  hospitals, 
which  then  get  stuck  playing  debt  col- 
lector. Some  Blue  Cross  Blue  Shield 
contracts  state  that  they  will  not 
pu rsue  "retro-termination" 
payments,  or  those 
made  in  error  to 
cover  patients  whod 
become  ineligible, 
Dubnansky  says. 

I  [ospitals  are 
accessories  to  over- 
charges, too.  When 
they  are  double-paid 
by  two  plans,  each  thinking 
it  is  the  primary  carrier,  for 
example,  they  often  keep  the  cash  unless 
someone  demands  il  bac  k. 

The  game  gets  more  sinister  still.  In  a 
criminal  probe  that  could  have  national 
implications,  Barber  says  the  FBI  has 
interviewed  him  about  a  midweslern 
hospital  that  tripled  its  "usual,  customary 
and  routine"  prices  so  it  could  claim  to 
be  granting  big  discounts— and  still 
gouge  self-insured  plans.  UHC  and 
Vnthem  Blue  Cross  &  Blue  Shield  paid 
$125,000  and  $25,000,  respectively,  last 
year  to  settle  charges  by  the  Ohio 
Department  of  Insurance  that  they  paid 
consultants  inappropriate  compensation 
to  win  business.  It's  hard  to  imagine  a 
health  insurer  that  gets  a  contract 
through  possible  fraud  would  be  espe- 
cial lv  diligent  in  tracking  claims.  F 


Wiki-Patents 

It  takes  the  U.S.  Patent  &  Trademark 
Office  up  to  four 
years  to  process 
patent  applica- 
tions. With  just 
900  reviewers 
handling  40,000 
tech  applications 
a  year,  its  debatable 
whether  staffers  can  thoroughly 
research  prior  inventions  that  could 
block  the  issuance  of  new  patents. 

Now  some  industry  heavyweights 
are  putting  their  chips  on  a  test  of  a 
Wiki-style,  Web-based  public  review 
of  patent  applications.  The  program  is 
the  brainchild  of  IBM  and  New  York 
Law  School  prof  Beth  S.  Noveck. 
Hewlett-Packard,  General  Electric 
and  Red  Hat  each  put  in  $50,000  to 
help  fund  the  voluntary  pilot.  Any 
registered  specialist  can  opine  about 
whether  an  application  contains  an 
idea  that  is  really  new,  but  govern- 
ment reviewers  retain  the  final  say. 

Fox  in  the  henhouse?  Some 
inventors  are  suspicious.  Among  their 
fears:  Engineers  who  get  a  sneak  peek 
at  inventions  might  be  able  to  quickly 
design  around  them,  so  their  employ- 
ers won  t  have  to  license  the  technology. 
"Its  really  about  finding  sneaky  ways 
around  new  patents  before  they  hit 
the  market,"  says  George  Margolin, 
77,  who  holds  26  patents. 

Ivan  Godard,  chief  executive  of 
Out-of-the-Box  Computing,  an  East 
Palo  Alto,  Calif,  chip  developer,  isn't 
too  worried.  His  firm  plans  to  run  25 
applications  through  the  test.  He 
figures  the  public  vetting  will  put  the 
company  in  a  stronger  legal  position 
should  any  firm  refuse  to  pay  royal- 
ties and  sue  to  invalidate  its  patents. 

— Matthew  Swibel 


COMMON  ERRORS  THAT  DRIVE  UP 
COSTS  FOR  SELF-INSURED  PLANS 

•  Paying  for  ineligible  patients 

•  Paying  for  services  not 
covered  by  plan 

•  Duplicate  payments  for 
service 

•  Failure  to  obtain 
preauthorizations 

•  Failure  to  conduct  medical 
necessity  reviews 

•  Failure  to  charge  copayments 
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Make  The  Strip  your  next  acquisition. 

Introducing  Vdara  at  CityCenter™  On  The  Strip.  Adjacent 
to  Bellagio.  Offering  unparalleled  service  and  amenities  in  a 
stylish  non-gaming  environment.  Own  yours  today. 

And  own  your  piece  of  The  Strip. 

Limited  first  phase  units  just  released. 


CONDO  HOTEL 

Studio,  suite  and  penthouse  floor  plans. 

From  $600,000. 

Now  accepting  appointments  at  our 
Residential  Sales  Pavilion 
1-866-726-7171  •  citycenter.com 

An  MGM  MIRAGE®  development. 


Property  Report  required  by  Federal  law  and  read  il  before  signing  anything.  No  Federal  agoncy  has  judged  the  merits  or  value,  II  any,  of  this  property.  No  statement  should  bo  relied  upon  except  as  expressly  sot  forth  In  the  Properly  Report  or  the  Nevada  Public 
atcment.  This  is  ncithor  an  offer  to  soil,  nor  a  solicitation  bf  offers  to  buy.  any  condominium  units  in  those  slates  where  such  oilers  or  solicitations  cannot  bo  mode.  WARNING:  THE  CALIFORNIA  DEPARTMENT  OF  REAL  ESTATE  HAS  NOT  INSPECT  t  u,  EXAMINED. 
EO  THIS  OFFERING.  This  condominium  project  does  not  discriminate  on  the  basis  of  race,  color,  religion,  national  origin,  sex,  disability  or  familial  status. 


itectural  renderings,  specifications,  pricing  and  locations  aro  subject  to  change  without  notice.  0  2007  Project  CC,  LLC.  Unauthorized  use  is  strictly  prohibited. 


High  School  Musical,  a 
$100  million  hit  for  Disoi 


Bop  to  the  Top 

How  the  Disney  Channel,  longtime  laggard  to 
Nickelodeon,  grew  into  the  most  potent  marketing 
platform  in  Hollywood  |  By  Dorothy  Pomerantz 


CONOR  KIDD,  15,  OF  RICHMOND,  VA. 
has  big  plans  for  the  premiere  of  the 
sequel  to  High  School  Musical  on  the 
Disney  Channel  on  Aug.  17.  He  will  host  a 
party,  complete  with  a  theme  cake,  for  25 
fiendishly  devoted  fans.  Kidd  has  watched  the 
original  low-budget  TV  movie  120  tunes.  He 
owns  every  poster,  the  DVD  and  the  sound- 
track; he  has  appeared  in  a  stage  version  at 
high  school;  and  he  saw  die  real  cast  perform 
live  in  concert.  "To  me,  High  School  Musi- 
cal isn't  just  a  film,"  he  says.  "Its  a  shining 
beacon  of  hope." 

It  is,  at  least,  for  Walt  Disney  Co.  High 
School  Musical  2  will  showcase  the  market- 
ing muscle  of  the  Disney  Channel,  which 
has  emerged  as  arguably  the  most  potent 
promotional  platform  in  I  lollywood.  Its  an- 
nual revenue  now  nears  $1  billion. 

The  first  film,  about  a  high  school  bas- 
ketball star  who  falls  in  love  with  a  girl  and 
is  torn  between  his  on-court  duties  and  his 
secret  yearning  to  sing  duets  with  her,  was 
seen  by  170  million  people  around  the 
world.  It  cost  only  $4  million  to  make,  and 
transfixed  fans  have  spent  $500  million  on 
8  million  DVDs,  7  million  CDs  and  620,000 
concert  tickets.  In  the  U.S.  2,000  high 


schools  have  licensed  a  stage  version,  and 
in  100  countries  kids  know  all  the  words 
(in  English)  to  "Gefcha  Head  in  the  Game." 

That  hit  and  other  shrewd  moves  have 
let  the  Disney  Channel,  a  longtime  also-ran 
in  kid  TV  behind  Viacom's  Nickelodeon, 
mount  a  serious  challenge.  Nick  still  gets  33% 
more  viewers  per  day  (1.6  million  to  1 .2  mil- 
lion for  Disney),  but  Disney  now  is  the  num- 
ber one  basic  cable  channel  in  prime  time 
among  "tweens,"  ages  9  to  14.  In 
five  years  its  ratings  have  risen 
13%  a  year,  while  Nickelodeon's 
have  been  flat.  Cable  systems 
now  pay  8 1  cents  a  month  per 
home  for  the  Disney  Channel, 
twice  the  price  Nick  charges, 
according  to  SNL  Kagan  media 
research.  (Nick  reaches  91  mil- 
lion homes  to  Disney's  88.4 
million.) 

Launched  in  1983  as  a  pay  channel,  Dis- 
ney showed  ancient  films  such  as  Old  Ycllcr 
and  reruns  of  The  Mickey  Mouse  Club.  By 
1990  it  had  only  4  million  paying  subscribers, 
while  Nick,  because  it  was  a  basic  cable  out- 
let, reached  more  than  50  million  homes.  In 
1995  Disney  dropped  the  pay-channel  ap- 


Even  karaoke:  Rich  Ross 
works  synergy  magic. 


proach  to  turn  the  outlet  into  a  basic  cable 
service.  Nick  veteran  Anne  Sweeney  joined 
a  year  later  to  broaden  the  audience.  "I 
thought,  'When  we  grow  up,  I  want  us  to  be 
a  park,'"  says  Sweeney,  49.  "I  want  people  to 
have  that  lasting  feeling  of  wonderment." 

By  1997  the  Disney  Channel  had  27  mil- 
lion basic  subscribers  and  revenue  of 
$370  million,  up  13%  in  two  years.  But 
Sweeney  and  others  decided  the  service 
would  eschew  ads — a  source  of  half  a  bil- 
lion dollars  in  annual  revenue  for  Nick  at 
the  time— to  win  over  parents.  Instead  it  let 
a  few  sponsors  pay  to  promote  their  brand 
names  only,  in  ten-second  spots. 

Sweeney  also  drew  a  bead  on  kids  ages 
9  to  14  in  prime  time,  who  were  underserved. 
"They  were  too  old  for  Nick  but  too  young 
for  MTV,  so  that  was  our  market,"  she  says. 
She  green-lighted  shows  like  That's  So  Raven 
and  Lizzie  McGuire,  and  by  2001  Disney  was 
getting  a  million  viewers  per  night.  In  2004 
Sweeney  tapped  another  Nick  alum,  Richard 
Ross,  to  run  the  channel,  which  had  grown 
to  84  million  homes  and  monthly  fees  of  76 
cents  per  home,  making  Disney  the  fourth- 
most-expensive  basic  cable  station  after 
ESPN,  Fox  Sports  and  TNT. 

Ross,  45,  helped  turn  High  School  Musi- 
cal into  a  phenomenon.  A  startling  7.8  mil- 
lion kids  watched  the  premiere  on  a  Friday 
night  (Jan.  20,  2006),  rivaling  top-rated 
prime-time  shows  on  the  major  broadcast 
networks.  He  quickly  reached  out  to  Disney 
execs  at  four  units  (studio,  consumer  prod- 
ucts, theme  parks,  home  entertainment). 

"I  was  able  to  go  to  all  the 
heads  of  the  divisions  here  and 
around  the  world.  As  many  peo- 
ple as  I  was  calling  were  calling 
me,"  he  says.  Together  they 
rushed  out  board  games,  karaoke 
DVDs,  concert  DVDs,  dolls,  din- 
ner plates,  a  line  of  novels — even 
High  School  Musical  panties,  all 
of  which  produced  $100  million 
in  operating  income  for  Disney. 
The  sequel's  push  began  weeks  ago.  A 
video  featuring  pro  baseball  players  and  the 
single  "I  Can't  Dance"  plays  at  stadiums 
nationwide.  An  Internet  poll  attracted  45 
million  votes  from  viewers  eager  to  rule  on 
ten  things  to  air  in  the  movie.  People  mag- 
azine devoted  a  special  issue  to  it,  and  a  bill- 
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board  is  set  for  Times  Square.  Brace  for  plugs 
on  7  million  packages  of  Dannon  yogurt  and 
a  back-to-school  promo  at  Wal-Mart.  "It's 
about  ubiquity,"  Ross  says. 

The  first  films  unexpected  success  has  fed 
other  Disney  shows.  Hannah  Montana, 
which  stars  the  daughter  of  country  crooner 
Billy  Ray  Cyrus  as  a  high  school  pop  star  who 
hides  her  real  identity,  was  the  second-most- 

COMEBACK 


watched  show  on  cable  the  week  of  June  24. 
When  Miley  Cyrus'  album  was  released  in 
July  on  Disney's  Hollywood  Records  label,  it 
shot  to  number  one  on  the  charts,  outselling 
Kelly  Clarkson. 

Now  Disney's  Ross  aims  for  more  an- 
imation. Phineas  and  Ferb,  created  by  two 
former  writers  for  The  Simpsons  and  aimed 
at  tweens,  will  air  right  after  the  sequel's  pre- 


miere. Internationally,  more  local  produc- 
tions are  on  the  way.  Italy  has  a  huge  hit] 
in  Quelli  dell  'inter vallo  ("Those  at  Recess"), 
a  six-minute  sitcom  that  airs  between 
shows.  Disney  channels  in  the  U.S.,  France! 
and  the  U.K.  are  airing  local  versions.  "TheF 
Disney  Channel  is  the  strongest  driver  this 
company  has,"  Sweeney  says.  "It's  there 
every  day."  F 


shelved  it;  an  agent,  then  a  producer,  tried  t( 
revive  it.  "They  always  make  you  believe 
things  are  going  to  happen,"  he  says. 

His  cartoon  gig  ended  in  1974,  and  Big- 
gers,  dreading  it,  moved  back  to  New  York 
to  work  in  ads,  then  at  NBC  in  promotions. 
In  1982  he  returned  to  the  Cape  to  write  full- 
time,  living  on  an  inheritance.  In  1985  a  pro- 
ducer was  keen  on  his  book  about  17th- 
century  witches  in  New  England,  but  that 
faded.  In  1995  Biggers  made  a  few  million 
dollars  selling  his  interest  in  Underdog  to 
Saturday  Night  Live  producer  Lome 
Michaels  (General  Mills  owned  the  series, 
Biggers  had  rights  to  the  character).  Hej 
would  churn  out  eight  novels  from  1982  on, 
but  no  publisher  bought  them.  The  manu- 
scripts are  piled  on  a  shelf  in  his  seaside  home. 

In  2003  Biggers  got  a  surprise  phone  call 
from  a  rookie  filmmaker  in  Los  Angeles,  Kurt 
Burk  While  waiting  at  a  taco  stand,  Burk  had 
wandered  into  a  used  book  store  and  picked 
up  a  copy  of  Biggers'  The  Man  Inside.  "It  had 
these  surreal  but  hopeful  stories  I  had  always 
wanted  in  my  films,"  says  Burk,  who  fancies 
the  twisted  flicks  of  David  Lynch.  "I  felt  like 
it  had  been  written  just  for  me." 

Burk,  who  co-owns  One  Brick  Films  with 
partner  Mark  J.  Melchiori,  persuaded  Biggers. 
to  sell  him  the  film  rights  to  all  his  novels  and 
all  future  writing.  "I  felt  from  his  passion  and 
enthusiasm  that  he  would  actually  doi 
something  with  the  stories,"  Biggers  says. 

Burk  wrote  a  screenplay  for  Biggers'  novel 
A  Woman  Called  Job  and  raised  $500,000  to 
shoot  it  The  crew  took  no  cash  up  front,  hop- 
ing to  get  paid  if  Burk  could  line  up  a  dis- 
tributor for  the  movie  at  film  festivals  in  the 
fall.  Biggers  sat  in  on  the  shooting  near  his 
home  a  few  weeks  ago,  offering  advice  on: 
narrative  suspense.  Says  Biggers:  "I  had  heard 
'no'  so  many  times  that  making  a  movie  was 
just  a  romantic  dream."  F 


Have  No  Fear 

A  real  underdog  finally  has  his  day  |  By  Evan  Hessel 


ONE  DAY  A  FRUSTRATED  NEW  YORK 
adman  quit  his  job  on  the  General 
Mills  account  to  create  cartoons  for 
TV.  The  year  was  1960  and  one  of  his  shows, 
Underdog — about  a  pusillanimous  pup  who 
doubles  as  a  superhero — was  an  instant  hit. 
Thus  did  W.  Watts  Biggers  embark  on  a  47- 
year  writing  career,  one  so  full  of  disappoint- 
ment and  failure  that  it  stands  out  even  in 
an  industry  as  cruel  and  competitive  as 
show  biz. 

He  went  on  to  write  every  script  and  pro- 


duce all  1 30  episodes  of  Underdog,  which  ran 
for  seven  years  on  NBC  and  CBS  and  for  three 
decades  in  reruns  in  dozens  of  countries. 
The  money  helped  put  his  two  kids  through 
college  while  he  devoted  himself  to  writing 
fiction.  He  spent  up  to  ten  hours  a  day  scrib- 
bling surreal,  hyperimaginative  historical 
tales  onto  yellow  legal  pads. 

And  then,  nothing.  But  Biggers  suddenly 
is  a  bit  hot  in  Hollywood — finally,  at  age  80. 
Disney  is  releasing  Underdog  as  a  live-action 
film  in  thousands  of  theaters  on  Aug.  3.  The 
film  uses  his  orig- 
inal theme  music, 
and  he  will  be  at 
the  New  York  pre- 
miere. Near  his 
home,  on  Cape 
Cod,  a  mystical 
love  story  he 
penned  in  2004 
has  been  filmed 
by  an  indie  crew. 
And  he  just  sold 
rights  to  his  other 
works.  "You've  got 
to  believe  that  if 
you  work  hard 
and  have  hope, 
people  will  eventu- 
ally  love  your 

stuffT  he  says. 

After  he  quit  to  make  Underdog, 
Biggers  wrote  a  first  novel  (The  Man 
Inside).  It  was  published  in  1968  to  lit- 
tle notice.  A  studio  optioned  then 


Hot  at  80  years 
old:  writer  W. 
Watts  Biggers.  The 
original  Underdog 
(top)  and  as  seen 
in  the  new  movie. 
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UUlliUIH 

BITTER  MEDICINE 

What  Would 
Hippocrates  Do? 

Web  sites  give  patients  the  chance  to  siam  doctors. 
It's  not  easy  for  the  doctors  to  fight  back. 

By  Claire  Cain  Miller 

Says  RateMDs.com  cofounder  John 
Swapceinski,  "Patients  are  ultimately  the 
customer,  and  they're  paying  for  a  service, 
and  they  can  decide  whether  or  not  they  're 
satisfied." 

Physicians  are  not  happy.  They  complain 
that  the  sites  are  unethical  and  defamatory. 
One  particularly  offensive — if  not  libelous — 
poster  accused  a  doctor  of  being  a  "con- 
firmed thief,  and  I  suspect  more  nefarious 
behavior  lurks  in  his  past." 

Revolution  Health  defends  review  sites: 
"You  rate  hotels  and  restaurants.  Why  not 
doctors  and  hospitals?"  Unfair  comparison, 
says  Davidson.  Customers  are  qualified  to 
judge  whether  a  dinner  tasted  good,  but  "if 
a  doctor  decides  a  drug  or  X  ray  is  necessary, 
the  client  doesn't  have  the  formal  training 
to  assess  whether  that  was  a  good  decision." 
Also  unfair:  Doctors  can  post  rebuttals 
(though  most  don't),  but  even  if  they  did, 
federal  privacy  rules  would  prevent  them 
from  discussing  a  particular  case. 

Doctors  who  contact  lawyers  hear  the 

WHEN  SAN  FRANCISCO  ALLERGIST  JEFFREY 
Davidson  looked  himself  up  online  last  year, 
he  was  stunned  to  find  negative  reviews  writ- 
ten by  a  few  of  his  patients.  One  called  him 
"patronizing,"  another  "unprofessional,"  and 
a  third  complained  that  the  office  staff  was 
"too  young."  "The  things  people  have  writ- 
ten about  me  and  my  staff  are  false  and  un- 
believable," Davidson  complains. 

People  used  to  find  doctors  through 
physician  referrals  and  suggestions  from 

friends.  Now  they  log  on  to  Web  sites  where 
consumers  can  rate  and  rant — anonymously. 
RateMDs.com  averages  1,000  new  reviews  a 
day  and  has  seen  its  page  views  increase  eight- 
fold in  the  past  year.  The  Web  site  Yelp,  where 
people  can  review  anything  with  an  address, 
says  doctors  are  in  the  top  ten  search  queries 
it  gets,  right  after  brunch  and  massage.  AOL 
cofounder  Steve  M.  Case  added  a  doctor- 
review  feature  to  Revolution  Health,  a  med- 
ical information  site  he  launched  in  April. 

3  T.  Rowe  Price  funds  on 
SmartMoney's  "Best  35"  list. 
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same  advice:  Ignore  the  reviews.  Federal 
law  gives  Web  site  owners  immunity  for 
comments  posted  on  their  sites,  says 
Thomas  R.  Burke,  a  partner  at  Davis  Wright 
Tremaine.  And  writers  are  safe  as  long  as 
they  word  their  comments  as  opinions  or 
hyperbole.  "This  doctor  killed  two  patients 
last  week"  is  libelous  (unless  its  true);  "This 
doctor  has  the  bedside  manner  of  an 
orangutan"  is  not.  RateMD's  Swapceinski 
says  he  has  deleted  a  review  at  a  doctors 
request,  but  only  if  the  review  accuses  the 
physician  of  illegal  activity,  or  if  he  or  she 
can  prove  it  is  untrue. 

Davidson  has  no  way  to  measure  how 
many  prospective  patients  have  been 
turned  away  by  critical  online  reviews,  but 
plugging  his  name  into  Google  produces 
an  entry  that  says,  "I  had  a  horrible  experi- 
ence here  and  will  never  go  back." 

Davidson  is  trying  to  exploit  the  same 
technology  by  running  his  own  Web  site,  and 
other  doctors  are  doing  the  same  by  adver- 
tising on  doctor-review  sites.  Davidson  (who 


gets  positive  reviews, 
too)  says  he  asks  patients 
to  contact  him  privately 
about  their  complaints 
instead  of  posting  them. 

Doctors  say  that  the 
Internet  has  forced  them 
to  manage  their  images 
instead  of  spending  time, 
say,  reading  medical 
journals.  The  review 
process  could  affect  how 
doctors  interact  with 
patients — putting  more 
emphasis  on  making 
sure  patients  like  them 
than  on  assessing  med- 
ical problems  and  how 
to  fix  them. 

Reviews  cut  both 
ways.  Michael  Reid,  a  Bay  Area  allergist,  loves 
the  sites,  having  doubled  the  number  of  new 
patients  he  sees,  thanks  to  positive  reviews 
and  a  $500-a-month  ad  on  Yelp.  Manhattan 


Patronizing?  Dr.  Jeffrey  Davidson  says  the  Web  reviews  are  wrong. 

ob-gyn  Natalia  Meimaris  says  she  pays  close 
attention  to  online  reviews  and  has  made 
many  changes  based  on  them,  such  as  report- 
ing test  results  to  patients  more  quickly.  F 
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THE  ART  OF  HEDGING 


Beached 


A  hedge  fund  ventures  into  fine  art  looking  for  big 
returns  but  finds  losses  and  scandal  |  By  Nathan  Vardi 


DESPERATE  TO  SHOW  DECENT  RE- 
turns,  hedge  funds  dip  into  exotic  as- 
sets—and dig  up  trouble.  Philip  Mil- 
ton and  his  brother,  Alan,  who  run  SageCrest 
II  out  of  Greenwich,  Conn.,  make  most  of  their 
money  by  making  short-term  loans  to  corn- 
banks  ■■^■■■■■■■■■■H 
won't  deal  with  and  to 
plaintiffs  in  slip-and- 
fall  lawsuits.  Perilous, 
perhaps,  but  nothing 

compared  with  their  jfa>   ..  ..  » 
adventures  in  the  art  ! 
world  Thanks  to  dab-  ** 

bling  in  early  Ameri-    Stranded:  Sanford  Robinson  Gifford's  1878  work. 

can  painting,  their  hedge  fund  is  now  mired 
in  litigation,  trying  to  get  back  $40  million  it 
claims  its  owed;  the  art  dealers  it  partnered 
with  have  drawn  the  attention  of  the  U.S.  At- 
torney for  the  Southern  District  of  New  York 
SageCrest,  a  $750  million  hedge  fund  (so 
says  Morningstar),  hopped  into  the  art  game 
with  Ian  Peck,  who  makes  loans  secured  by 
art  Starting  in  2003  SageCrest  lent  at  least  $37 
million  to  Peck,  who  then  lent  $20  million  to 
Berry- Hill  Galleries  of  New  York  City,  run  by 
James  Hill  and  his  cousin  Frederick  SageCrest 


later  lent  $8.5  million  to  an  outfit  set  up  by 
Andrew  Rose,  who  worked  for  Peck  until  part- 
ing, unamicably,  in  late  2004.  Court  files  say 
Rose  lent  the  $8.5  million  to  Coram,  an  out- 
fit set  up  by  the  Hills,  to  buy  George  Bellows' 
"Kids"  and  44  other  oils  from  Berry- Hill. 

As  an  agent  for 
Coram,  Rose  con- 
signed to  Christie's 
the  44  paintings  plus 
Sanford  Robinson 
%  Clifford's  "Fire  Island 

Beach,"  owned  by 
Berry-Hill.  Accord- 
ing to  Christie's,  Rose 
claimed  the  art  belonged  to  a  divorcing  cou- 
ple who  each  planned  to  bid  At  the  May  2005 
sale  Christie's  put  up  43  oils  and  disclosed  that 
"a  party  with  financial  interest"  might  bid. 

Berry-Hill  and  Rose,  supposedly  acting  on 
behalf  of  the  divorcing  couple,  bid  on  27  paint- 
ings, submitting  the  highest  bid  on  2 1  of  them, 
says  Christie's,  raising  suspicions  among  ob- 
servers. In  court  documents,  Christies  says  it 
became  concerned  that  Rose  or  Berry-Hill 
may  have  engaged  in  a  "deception  and  effort 
to  manipulate"  prices  in  order  to  set  new 


benchmarks  for  works  they  could  resell. 
Christie's  claims  that  Rose,  after  being  con- 
fronted, admitted  the  art  did  not  belong  to  the 
couple  but  was  owned  by  Coram.  Christie's 
canceled  the  sales  made  to  Rose  and  the  Hills. 

The  botched  auction  has  led  to  a  legal  free- 
for-all.  Peck  sued  Rose  for  wrongfully  inter- 
fering with  his  Berry-Hill  business  and  went 
after  the  Hills  to  recoup  his  $20  million.  Berry- 
Hill  and  Coram  filed  for  Chapter  1 1  in  2005. 
Peck  later  settled  with  the  Hills  after  his  loan 
was  repaid.  SageCrest  is  still  on  the  hook  for 
much  of  its  art  loans — 5%  or  so  of  its  total  as- 
sets. Most  of  what  Peck  recovered  from  Berry- 
Hill  is  in  a  court-ordered  holding  account  He 
refuses  to  release  the  cash  to  the  hedge  fund, 
saying,  "SageCrest  was  part  of  the  conspiracy 
to  defraud  us."  Nonsense,  says  SageCrest, 
which  claims  Peck  defaulted  on  his  loans  in 
August  2006  and  sued  him  in  January,  say- 
ing he  owed  $40  million.  Rose  limps  away  with 
a  $5.2  million  repayment  of  the  original  $8.5 
million  loan  and  a  $4.8  million  IOU  from  the 
Hills.  He  sued  Christie's  in  March  over  pay- 
ments in  the  canceled  auction;  Christie's 
countersued  for  fraud.  "We  don't  think  Rose 
did  anything  wrong,"  says  his  lawyer. 

No  one  is  saying  how  widely  the  U.S.  At- 
torney has  cast  his  net  since  he  subpoenaed 
records  related  to  the  Christie's  auction.  James 
Hill  pleaded  the  Fifth  hundreds  of  times  in  a 
late  June  deposition  in  a  civil  case.  "I  won't 
comment,"  he  says.  "I  am  sick  of  this  scenario." 

What  did  the  Milton  brothers  know  about 
the  scandal?  "SageCrest  had  no  involvement 
in  the  Christie's  auction,"  says  its  attorney.  F 


Chasing  Elephants 


Andrew  Stern  (right),  head  of  the  1.8  million  Service 
Employees  International  Union,  helped  bring  unions  to 
Wal-Mart  stores  in  China.  Now  he's  trying  to  persuade 
GOP  presidential  candidates  to  pay  attention  to  his  unions 
300,000  self-identified  GOP  members.  Not  so  easy.  He's 
launched  a  newsletter  for  Republican  members  and  formed 
a  Republican  advisory  board  to  work  on  voter  registration 
and  campaigns.  Yet  not  a  single  leading  GOP  candidate  has 
agreed  to  participate  in  the  unions  "Walk  a  Day  in  My 
Shoes"  stumpfest,  in  which  contenders  accompany  an  SEIU 
member  to  work  and  then  dish  policy  over  a  meal.  (Most 
of  the  Democratic  candidates  are  doing  so.)  At  a  New 
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Hampshire  rally  for  Republican  Mike  Huckabee  of 
Arkansas,  13  Republican  SEIU  members  wearing  the  unions 
purple  T  shirts  almost  got  thrown  out 
"We  have  a  lot  of  work  to  do 
before  Republicans  think 
they  get  a  fair  shot  at  an 
institution  like  this,"  says 
Stern.    —Matthew  Swibel 


nJerry Flint 


Stop  Bashing 
The  MPGs 


PEOPLE  PUT  AUTOMAKERS  INTO  TWO  CAMPS  FOR 
fuel  efficiency:  one  saint  (Toyota,  for  its  Prius 
hybrid)  and  many  sinners  (including  all  three 
Detroit  companies).  Most  of  the  car  companies  are 
sitting  on  their  hands,  the  complaint  goes,  crying 
when  anyone  asks  them  to  get  more  mileage  out  of  cars. 

Not  true.  The  car  companies  are  beginning  to  make 
fuel-saving  technology  a  standard  feature.  They  are  also  pushing 
more-radical  projects  that  could  change  our  world.  But  even  if 
those  radical  dreams  fail,  we're  going  to  see  serious  improve- 
ments in  fuel  economy  soon,  from  things  like  these: 

Slicker  transmissions.  Most  of  us  have  four-  or  five-speed 
automatics  in  our  cars.  The  higher  the  number,  the  better  the  fuel 
economy  and  the  smoother  the  shifting.  Well,  six-speeds  are 
becoming  common — saving  probably  4%  to  7%  over  a  four- 
speed— and  I  expect  to  see  transmissions  with  seven  and  eight 
speeds  moving  out  of  the  luxury  class. 

Better,  there's  another  transmission,  using  a  so-called  dual 
clutch,  now  found  in  Volkswagens  and  soon  to  come  to  Chrysler 
cars.  It  acts  like  a  manual  in  saving  5%  to  10%  in  fuel,  but  it  works 
like  an  automatic  as  far  as  drivers  are  concerned. 

Start/stop  systems,  a.k.a.  mild  hybrids  or  starter  generators. 
These  cut  off  the  engine  when  you  are  stopped  at  a  traffic  sig- 
nal. Saves  fuel  in  city  driving.  I  predict  these  will  be  common  in 
a  few  years. 

Cylinder  cutoffs.  These  enable  a  V-8  to  run  on  four  cylinders 
when  it  doesn't  need  to  deliver  a  lot  of  power.  That  saves  fuel  in 
highway  cruising.  Cutoffs  are  on  a  few  vehicles  now,  like  the 
Chrysler  300,  but  will  become  common,  especially  on  V-6 
engines  that  will  cruise  on  three  cylinders.  Chrysler  says  they  will 
save  6%  to  8%  in  fuel. 

Computer  controls  that  monitor  fuel  use,  the  variable  valve 
systems,  are  becoming  more  sophisticated,  and  new 
engines  are  being  designed  for  these  systems.  They 
were  developed  by  the  Germans  and  Japanese  but 


are  now  coming  into  our  Detroit  cars. 

Hybrids.  General  Motors  and  Chrysler  will  have  hybrid 
engines  on  some  of  their  biggest  SUVs  this  fall,  and  the  use  of 
hybrids  will  spread.  They're  expensive,  but  prices  will  come  down 
with  manufacturing  experience.  More  likely,  higher  gasoline 
prices  will  be  their  sales  strength. 

Diesel  engines.  These,  common  in  European  cars,  slice 
around  13%  off  your  carbon  footprint.  GM,  Ford  and  Chrysler  all 
promise  to  start  using  diesels  by  2010  on  large  pickups,  the  Ford 
F-150s,  Chevy  Silverados  and  Dodge  Rams.  American  con- 
sumers bought  next  to  no  diesel  vehicles  last  year.  The  diesel 
won't  get  the  whole  market,  because  it's  an  expensive  engine — 
I'm  guessing  $3,000  to  $5,000  more.  Honda  says  it  will  have  a 
diesel  for  small  cars  in  a  couple  years  that  will  meet  our  pollution 
rules  without  costly  add-ons.  That  would  be  a  breakthrough. 

It  takes  time,  years,  to  get  production  up  on  new  transmis- 
sions and  engine  modifications  for  millions  of  cars.  They  start  on 
a  few  models  and  spread.  That's  the  way  the  auto  industry  works. 
There  are  efforts  to  give  gasoline  engines  diesel-like  fuel 

economy  (25%  to  30%  better). 


Carmakers 
aren't  sitting  on 
their  hands. 
They're  starting 
to  make 
fuel-saving 
technology 
standard. 


Ford  says  it  will  have  such  an 
engine,  with  two  turbochargers, 
on  a  new  Lincoln  at  the  end  of 
this  year. 

The  more  far-off  dreams 
include  efforts  to  build  a  plug- 
in  hybrid,  which  could  let  you 
do  your  commuting  and  shop- 
ping without  consuming  any 
gas  while  still  having  the  gaso- 
line engine  for  long  trips.  With 
one  of  these  you  could  drive 
100  miles  for  every  gallon  of  gas 
you  buy.  Hydrogen  fuel  cell  cars 
might  be  practical  in  a  few  decades.  If  the  hydrogen  came  from  a 
nuclear  plant  or  windmill,  it  would  spare  the  atmosphere. 

What  about  putting  today's  cars  on  the  South  Beach  diet, 
lightening  them  by  hundreds  of  pounds  and  going  to  smaller 
engines?  That  would  work,  for  sure,  but  no  one  goes  that  way,  not 
in  Detroit,  Wolfsburg  or  Toyota  City.  Buyers  won't  accept  a 
smaller  version  of  the  car  they  have.  If  a  car  is  going  to  be  smaller, 
it  must  be  something  new.  Thus  Honda  brings  in  a  small  model 
called  the  Fit  instead  of  making  its  Civic  smaller.  GM  seems 
happy  getting  its  smallest  cars  from  Korea,  and  Chrysler  talks 
about  building  one  in  China.  Ford  seems  to  want  to  build  one  in 
its  Brazilian  plants. 

Detroit  needs  to  do  a  better  job  of  trumpeting  its  environ- 
mental successes.  Does  anyone  remember  the  Mobil  Economy 
Run?  It  was  a  race,  sponsored  by  the  old  oil  company,  in  which 
the  winner  was  the  vehicle  that  got  the  most  miles  per  gallon.  It 
was  last  seen  in  1967.  Maybe  it's  time  to  start  it  up  again.  F 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
industry  since  1 958.  Visit  his  home  page  at  www.forbes.com/flint. 
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Hamsters  spend  their  lives  running  in  place 


They'll  never  get  where  they  want  to  be. 

But  you  can.  With  proven  performance  management  software  from  SAS. 
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Minding  the  Store 

The  fortunes  of  retailers  can  turn  on  a  dime.  We  offer  some  unusual  metrics  for 
investors  to  stay  a  step  ahead  |  By  Jack  Gage 


■  NVESTORS  MULLING  RETAIL  STOCKS  HAVE  WELL-ESTAB- 
I  lished  metrics  to  look  at,  among  them  inventory  turnover 
I  (cost  of  sales  divided  by  inventory),  same-store- sales  growth 
I  (the  change  in  sales  for  stores  open  at  least  one  year)  and 
^1  sales  per  square  foot.  But  the  better  known  a  financial  meas- 
ure is,  the  more  likely  it  is  to  be  fully  incorporated  in  the  stock 
price.  What  about  the  less-well-traveled  statistics  for  this  indus- 
try? In  this  installment  of  our  Beyond  the  Balance  Sheet  series  we 
offer  several  nontraditional  ways  of  comparing  retailers.  Says  Marc 
Bettinger,  an  analyst  with  the  Stanford  Group,  a  Miami  investment 


bank,  "You  don't  take  gross  margin  or  same-store  sales  at  face  value. 
You  have  to  look  at  what  is  making  them  tick." 

Start  with  gross  margins.  Higher  is,  in  the  first  analysis,  better: 
A  billion  dollars  of  sales  at  jeweler  Tiffany  &  Co.  (gross  margin, 
55.4%)  is  worth  more  to  its  owners  than  the  same  volume  at 
discounter  Costco  (gross  margin,  12.2%).  But  there's  another  side 
to  the  story.  Most  retailers  are  in  a  position  to  boost  their  profits, 
at  least  in  the  short  term,  by  widening  the  gross  margin — jacking 
up  prices,  that  is.  It  may  take  a  while  for  the  uncompetitive 
pricing  to  take  its  toll  in  customer  departures.  So,  look  twice  at 
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companies  whose  gross  margins  are  widening.  They  may  be 
sacrificing  long-term  growth  for  a  short-term  profit  advantage. 

During  the  October  2006  quarter  Wal-Mart  posted  a  gross 
margin  of  23.7%,  its  highest  in  four  years.  But  that  Christmas 
shopping  season  Wal-Mart  slashed  prices  on  toys,  flat-screen 
televisions  and  other  electronics  as  it  warred  with  Target  and 
Costco.  During  the  last  two  months  of  2006  Wal-Mart's  margin 
slipped  and  its  shares  dropped  10%. 

Which  retailers  have  margins  that  may  have  peaked?  J.Crew 
has  raised  prices  and  shifted  its  focus  from  being  a  purveyor  of 


bargain  apparel  to  selling  $265  Versailles  dresses.  The  strategy 
has  helped  widen  the  $1.2  billion  (sales)  retailer's  gross  margin 
by  two  percentage  points  in  the  past  year  and  its  stock  has  dou- 
bled to  $54.  Put  J.Crew  now  competes  with  the  likes  of  Coldwater 
Creek  and  Ann  Taylor  Stores,  which  have  considerably  higher 
gross  margins.  What  if  they  defend  their  turf?  J.Crew  is  a  Wall 
Street  darling,  as  you  can  see  in  its  high  enterprise  multiple, 
defined  as  the  ratio  of  enterprise  value  (market  value  of  common, 
plus  debt,  minus  cash)  to  Ebitda  (earnings  before  interest,  taxes, 
depreciation  and  amortization).  Perhaps  too  much  of  a  darling. 


Business  Humming 


COMPANY 

 CAPITAL  EFFICIENCY  

LASTEST1     %  CHANGE2 

ENTERPRISE 
MULTIPLE3 

JC  PENNEY 

16 

23% 

8 

SAFEWAY 

111 

15 

8 

GAMESTOP 

34 

14 

14 

RADIOSHACK 

16 

11 

11 

FAMILY  DOLLAR  STORES 

,  18 

-  7 

9 

Buyer's  Remorse 

TARGET 

213 

-11% 

10 

OFFICEMAX 

72 

-12 

11 

SHERWIN-WILLIAMS 

293 

-15 

12 

AUTONATION 

55 

-18 

7 

MACY'S 

76 

-21 

9 

'Gross  income  for  trailing  four  quarters,  divided  by  inventory  net  of  payables.  2From  previous 
quarter.  sMarket  value  plus  debt,  less  cash,  divided  by  earnings  before  interest,  taxes,  depreciation 
and  amortization.  Sources:  AG.  Edwards;  Reuters  Fundamentals  via  FactSet  Research  Systems. 

Other  People's  Money 

Smart  retailers  put  only  a  little  of  their  own  capital 
on  the  shelves. 


Lease  Trouble  Ahead?  Light  on  Leases 


When  operating  leases  are  added  to  their  balance 
sheets — a  possible  requirement  by  next  year — the 
companies  in  the  top  table  retain  their  handsome 
return-on-asset  numbers,  but  those  in  the  table 
below  take  a  big  hit. 


LATES1 

12  MONTHS 

OPERATING 

ROA 

LEASES 

ENTERPRISE 

COMPANY 

ROA1 

ADJUSTED2 

(SBIL) 

MULTIPLE3 

HOME  DEPOT 

9.5% 

8.2% 

$9.1  . 

8 

LOWE'S 

10.0 

8.5 

1.9 

8 

NORDSTROM 

12.1 

10.9 

0.7 

10 

O'REILLY  AUTOMOTIVE 

8.9 

7.5 

0.4 

11 

WAL-MART  STORES 

7.9 

7.4 

10.4 

9 

...  ; 

Heavy  Lease  Load 

DICK'S  SPORTING  GOODS 

6.6% 

2.6% 

S2.8 

9 

KOHL'S 

12.4 

6.4 

8.8  11 

PETSMART 

11.4 

5.9 

2.0 

10 

WALGREEN 

11.6 

4.7, 

26.5 

13 

WHOLE  FOODS  MARKET 

8.9 

2.8 

4.8 

13 

Net  income  divided  by  total  assets.  'Net  income  divided  by  sum  of  total  assets  and  operating  leases. 
^Market  value  plus  debt,  less  cash,  divided  by  earnings  before  interest,  taxes,  depreciation  and 
amortization.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

56      FORBES      AUGUST  13,  2007 


Fat  and  Happy 

Beefy  gross  profits  per  employee  give  these  outfits  room  to 
absorb  higher  potential  health  care  costs. 

Clean  Bill  of  Health 


GROSS If, 

ICOME 

COMPANY 

PER 
EMPLOYEE 
(STHOU) 

LATEST 
12  MOS 
($MIL) 

ENTERPRISE 
MULTIPLE1 

ABERCROMBIE  &  FITCH 

$266 

$2,266 

7 

CHICO'S  FAS 

192 

1,006 

10 

WILLIAMS-SONOMA 

185 

1,484 

7 

TIFFANY  &  CO 

170 

1,513 

14 

TRACTOR  SUPPLY 

141 

778 

11 

'Market  value  plus  net  debt,  divided  by  earnings  before  interest,  taxes,  depreciation 
and  amortization.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 

The  converse:  A  retailer  whose  profits  are  disap- 
pointing but  whose  gross  margin  has  narrowed  may  be 
a  bargain.  In  the  table  on  page  58,  we  show  five  retailers 
whose  gross  margins  are  narrowing,  suggesting  that 
their  strategy  is  to  steal  shoppers  away  from  the  compe- 
tition, and  we  show  those  whose  margins  are  widening, 
which  could  come  back  to  haunt  them.  Other  things 
(notably,  price/earnings  multiples)  being  equal,  you  are 
probably  better  off  with  the  former. 

Chico's  FAS,  a  $1.7  billion  (sales)  retailer  of  women's 
apparel,  has  seen  its  gross  margin  drop  3.4  percentage 
points  in  the  past  year  as  its  store  count  increased  to  930 
from  763.  Why?  The  new  stores  have  had  difficulty  build- 
ing traffic  and  have  sold  more  marked-down  goods  to 
move  the  inventory.  The  company  recently  began  mar- 
keting a  new  underwear  line  and  is  planning  to  slow  down 
its  rate  of  expansion.  If  Chico's  can  get  the  necessary  traf- 


fic to  boost  sales  per  square  foot  back  to  its  2006  peak  of 
$1,028,  a  case  can  be  made  that  the  company's  current 
earnings  are  understated.  On  Wall  Street  this  company 
is  cheap;  the  enterprise  multiple  is  only  ten. 

The  Stanford  Group's  Bettinger  likes  $1.3  billion  (sales) 
Urban  Outfitters,  which  operates  207  lifestyle  stores  with 
the  Urban  Outfitters,  Anthropologic  and  Free  People 
brands.  Urban's  gross  margin  has  decreased  2.7  percent- 
age points  the  past  year,  stunting  earnings  growth.  Bet- 
tinger says  the  company  stumbled  with  fashion  last  year, 
finding  itself  too  far  ahead  of  the  trend  toward  wider  tops 
and  tighter- fitting  bottoms  for  women,  which  started  in 
Europe  two  years  ago.  "The  company  has  excellent  man- 
agement and  is  in  a  good  position  to  rebound  with  its 
product  mix,"  he  says.  Last  seen  at  $22,  the  stock  is  off 
5%  this  year.  Bettinger  says  the  stock  is  worth  $29. 

Here's  an  unconventional  way  to  look  for  unrealized 


E-tailing  2.0 


These  online  retailers  have  plenty  of  visitors  but  relatively  little  sales  to  show  for  it.  Once  they  figure  out  how  to 
turn  traffic  into  purchases  their  sales  should  increase  dramatically. 


feb  Gems 


VISIT  TIME 

VISITOR 

PER 

HOURS 

ENTERPRISE 

COMPANY 

PURCHASE1 

(MIL) 

MULTIPLE2 

OVERSTOCK.COM 

137 

16 

NA 

AMAZON 

121 

175 

24 

STAPLES 

118 

15 

9 

BARNES  &  NOBLE 

108 

14 

5 

OFFICE  DEPOT 

65 

13 

10  . 

'Visitor  minutes  and  purchases  as'determined  by  annualizing  the  latest  month. 
'Market  value  plus  debt,  less  cash,  divided  by  earnings  before  interest,  taxes, 
depreciation  and  amortization.  Sources:  Nielsen  NetRatings  via  NetView  and 
MegaView  Online  Retail;  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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Less  Might  Be  More 

Low-margin  companies  (top  table)  can  grow;  those  with  high  margins 
(bottom  table)  tempt  competitors  to  steal  away  customers. 

Low  Margins,  High  Hopes 


COMPANY 
CHICO'S  FAS 
URBAN  OUTFITTERS 
GAP 

FOOT  LOCKER 
WILLIAMS-SONOMA 


Passing  the  Buck 


GROSS  MARGIN  

LATEST  1-YEAR  {ENTERPRISE 
12  MONTHS  CHANGE1  MULTIPLE2 

55.2%       -3.4  10 

36.9         -2.7  15 


potential  among  online  retailers:  Check  out  the  amount  of  time 
visitors  spend  on  their  sites,  in  relation  to  the  number  of  sales.  (Visit 
minutes  and  transaction  volume  statistics  are  tracked  by  Nielsen 
NetRatings.)  There  is  huge  variation  in  the  numbers:  Ebay  logs 
a  purchase  for  every  8  minutes  visitors  spend  on  its  site,  while 
Overstock.com,  an  off-price  vendor,  gets  only  one  sale  per  137 
minutes.  On  the  theory  that  getting  the  eyeballs  is  half  the  battle, 
you  might  bet  on  the  laggards  like  Overstock.  Any  gain  in  sales 
per  hour  of  eyeballing  would  translate  into  more  revenue,  with  only 
slightly  higher  overhead  costs.  This  is,  to  be  sure,  a  risky  bet,  since 
Overstock  is  a  moneyloser.  But  it  spent  $68  million  on  advertis- 
ing last  year.  If  visibility  is  an  asset  on  the  Web,  this  outfit  may  yet 
prove  its  perennial  short-sellers  wrong.  The  table  on  the  previous 
page  shows  e-tailers  with  the  potential  to  turn  window  shoppers 
into  spenders. 

Inventory  turnover  is  one  of  the  classic  measures  of  retailing 


success:  The  higher  the  number,  the  bette 
since  that  means  the  retailer  is  getting  mor 
mileage  out  of  the  assets  it  has  tied  up  on  ifl 
shelves.  But  Robert  F.  Buchanan,  an  analyj 
at  A.G.  Edwards,  has  a  different  take  oi 
turnover.  He  asks:  Shouldn't  there  be  a  wa 
to  give  credit  to  store  owners  who  get  theii 
suppliers  to  finance  their  inventory?  So  on  hi 
retailing  scorecard  accounts  payable  an 
subtracted  from  inventory.  What's  left  is 
measure  of  how  much  capital  the  store  ha 
sitting  on  its  shelves.  Then  Buchanan  divide 
this  number  into  gross  profit  to  arrive  at  a  turnover-lik 
number  that  we'll  call  "capital  efficiency."  What's  importan 
is  not  just  the  capital  efficiency  but  whether  that  number  i 
improving.  "I  liken  this  ratio,  along  with  same-store  sales,  tc 
taking  a  retailer's  blood  pressure,  pulse  and  heart  rate,"  say] 
Buchanan.  "When  these  are  healthy,  it's  time  to  at  leas 
consider  opening  new  stores." 

By  Buchanan's  yardstick  J.C.  Penney  looks  good,  improv 
ing  its  capital  efficiency  from  13.1  in  the  12  months  leading 
up  to  the  January  quarter  to  16.1  in  the  period  ending  in 
April  (see  top  table,  p.  56).  Buchanan  also  likes  Costco,  whose 
capital  efficiency  is  so  good  that  it  can't  be  measured.  At  Costco 
payables  (as  of  its  May  quarter)  were  greater  than  inventory 
meaning  the  $64  billion  (sales)  wholesaler  is  selling  goods  be 
fore  it  has  to  pay  for  them.  That  nifty  arrangement  makes  up 
for  Costco's  slim  profit  margins. 

Instead  of  chasing  after  retailers  using  the  old  standby 
of  return  on  assets,  consider  a  variation:  Go  for  companie 
whose  ROA  measures  will  remain  unscathed  if  and  when 
rulemakers  lower  the  boom  on  lease  accounting.  Currenl 
accounting  rules  allow  retailers  that  sign  certain  long-term 
leases  to  omit  the  leased  property  from  their  balance 
sheets.  (The  basic  rule  is  that  omission  is  acceptable  if  the 
lease  term  is  less  than  75%  of  the  useful  life  of  the  build 
ing.)  But  the  Financial  Accounting  Standards  Board  may 
change  that  next  year.  Such  a  move  would  spell  trouble  for 
Walgreen,  the  $53  billion  drugstore  chain.  Using  current 
figures,  Walgreen's  return  on  assets  (net  income  divided  by 
assets)  is  a  handsome  12%;  under  the  proposed  rule,  it  would 
have  to  add  $26.5  billion  worth  of  leased  store  space  to  it 
balance  sheet,  sinking  its  ROA  to  5%.  In  contrast  the  ROA  fori 
Nordstrom  and  O'Reilly  Automotive,  which  have  only  modest 
doses  of  leases  that  would  be  affected,  would  barely  budge. 

Here's  one  last  score  for  retailers  you  might  not  have  thought 
about:  the  affordability  of  health  insurance.  Employers  that  already 
cover  their  employees  will  (if  past  trends  continue)  confront  big 
cost  increases;  those  that  don't  provide  wide  coverage  may  be  forced 
by  state  or  federal  legislation  to  do  so.  Retailers  whose  sales  per 
employee  are  high  are  better  able  to  withstand  these  cost  pressures. 
The  top  table  on  page  57  lists  some. 


For  more  information  on  the  companies  included  in  this  Beyond 
the  Balance  Sheet  and  past  stories  in  this  series,  please  visit 
wvvw.forbes.com/bbs/. 
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Beyond  the  Balance  Sheet 


Less  Might  Be  More 

Low-margin  companies  (top  table)  can  grow;  those  with  high  marg 
(bottom  table)  tempt  competitors  to  steal  away  customers. 

Low  Margins,  High  Hopes 


GROSS  MARGIN 

LATEST  l-YEAR 

ENTERPRISE 

COMPANY 

12  MONTHS  CHANGE1 

MULTIPLE2 

CHICO'S  FAS 

55.2%  -3.4 

10 

URBAN  OUTFITTERS 

36.9  -2.7 

15 

GAP 

35.0  -1.4 

8 

FOOT  LOCKER 

26.3  -0.9 

6 

WILLIAMS-SONOMA 

39.6  -0.7 

7 

Passing  the  Buck 

MEN'S  WEARHOUSE 

44.2%  3.3 

9 

J  CREW 

42.0  2.1 

20 

AMERICAN  EAGLE  OUTFITTERS       44.0  1.8   7 

DICK'S  SPORTING  GOODS   29.3  1.0  12 

KOHL'S  34.0  0.9  \0 

'Percentage  points.  'Market  value  plus  net  debt,  divided  by  earnings  before  interest,  taxes, 
depreciation  and  amortization.  Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 


potential  among  online  retailers:  Check  out  the  amount  of  time 
visitors  spend  on  their  sites,  in  relation  to  the  number  of  sales.  (Visit 
minutes  and  transaction  volume  statistics  are  tracked  by  Nielsen 
NetRatings.)  There  is  huge  variation  in  the  numbers:  Ebay  logs 
a  purchase  for  every  8  minutes  visitors  spend  on  its  site,  while 
Overstock.com,  an  off-price  vendor,  gets  only  one  sale  per  137 
minutes.  On  the  theory  that  getting  the  eyeballs  is  half  the  battle, 
you  might  bet  on  the  laggards  like  Overstock.  Any  gain  in  sales 
per  hour  of  eyeballing  would  translate  into  more  revenue,  with  only 
slightly  higher  overhead  costs.  This  is,  to  be  sure,  a  risky  bet,  since 
Overstock  is  a  moneyloser.  But  it  spent  $68  million  on  advertis- 
ing last  year.  If  visibility  is  an  asset  on  the  Web,  this  outfit  may  yet 
prove  its  perennial  short-sellers  wrong.  The  table  on  the  previous 
page  shows  e-tailers  with  the  potential  to  turn  window  shoppers 
into  spenders. 

Inventory  turnover  is  one  of  the  classic  measures  of  retailing 


success:  The  higher  the  number,  the  better, 
since  that  means  the  retailer  is  getting  more 
mileage  out  of  the  assets  it  has  tied  up  on  its 
shelves.  But  Robert  F.  Buchanan,  an  analyst 
at  A.G.  Edwards,  has  a  different  take  on 
turnover.  He  asks:  Shouldn't  there  be  a  way 
to  give  credit  to  store  owners  who  get  their 
suppliers  to  finance  their  inventory?  So  on  his 
retailing  scorecard  accounts  payable  are 
subtracted  from  inventory.  What's  left  is  a 
measure  of  how  much  capital  the  store  has 
sitting  on  its  shelves.  Then  Buchanan  divides 
this  number  into  gross  profit  to  arrive  at  a  turnover-like 
number  that  we'll  call  "capital  efficiency."  What's  important 
is  not  just  the  capital  efficiency  but  whether  that  number  is 
improving.  "I  liken  this  ratio,  along  with  same-store  sales,  to 
taking  a  retailer's  blood  pressure,  pulse  and  heart  rate,"  says 
Buchanan.  "When  these  are  healthy,  it's  time  to  at  least 
consider  opening  new  stores." 

By  Buchanan's  yardstick  J.C.  Penney  looks  good,  improv- 
ing its  capital  efficiency  from  13.1  in  the  12  months  leading 
up  to  the  January  quarter  to  16.1  in  the  period  ending  in 
April  (see  top  table,  p.  56).  Buchanan  also  likes  Costco,  whose 
capital  efficiency  is  so  good  that  it  can't  be  measured  At  Costco 
payables  (as  of  its  May  quarter)  were  greater  than  inventory, 
meaning  the  $64  billion  (sales)  wholesaler  is  selling  goods  be- 
fore it  has  to  pay  for  them.  That  nifty  arrangement  makes  up 
for  Costco's  slim  profit  margins. 

Instead  of  chasing  after  retailers  using  the  old  standby 
of  return  on  assets,  consider  a  variation:  Go  for  companies 
whose  ROA  measures  will  remain  unscathed  if  and  when 
rulemakers  lower  the  boom  on  lease  accounting.  Current 
accounting  rules  allow  retailers  that  sign  certain  long-term 
leases  to  omit  the  leased  property  from  their  balance 
sheets.  (The  basic  rule  is  that  omission  is  acceptable  if  the 
lease  term  is  less  than  75%  of  the  useful  life  of  the  build- 
ing.) But  the  Financial  Accounting  Standards  Board  may 
change  that  next  year.  Such  a  move  would  spell  trouble  for 
Walgreen,  the  $53  billion  drugstore  chain.  Using  current 
figures,  Walgreen's  return  on  assets  (net  income  divided  by 
assets)  is  a  handsome  12%;  under  the  proposed  rule,  it  would 
have  to  add  $26.5  billion  worth  of  leased  store  space  to  its 
balance  sheet,  sinking  its  ROA  to  5%.  In  contrast  the  ROA  for 
Nordstrom  and  O'Reilly  Automotive,  which  have  only  modest 
doses  of  leases  that  would  be  affected,  would  barely  budge. 

Here's  one  last  score  for  retailers  you  might  not  have  thought 
about:  the  affordability  of  health  insurance.  Employers  that  already 
cover  their  employees  will  (if  past  trends  continue)  confront  big 
cost  increases;  those  that  don't  provide  wide  coverage  may  be  forced 
by  state  or  federal  legislation  to  do  so.  Retailers  whose  sales  per 
employee  are  high  are  better  able  to  withstand  these  cost  pressures. 
The  top  table  on  page  57  lists  some.  F 


For  more  information  on  the  companies  included  in  this  Beyond 
the  Balance  Sheet  and  past  stories  in  this  series,  please  visit 
www.forbes.com/bbs/. 
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DIY  Home  Security 

Here's  a  simple,  low-cost  way  to  keep  an  eye  on  your  house. 

By  Daniel  Lyons 


SUMMER  SOON  WILL  DRAW 
to  a  close  and  you'll  be  shut- 
tering the  lake  house.  Maybe 
you'd  like  to  keep  an  eye  on 
the  place  because  you're  para- 
noid or  nostalgic  or  both.  An  easy  way  to 
do  this  is  a  simple  system  from  WiLife,  a 


tiny  company  in  Draper,  Utah.  Using 
low-cost  cameras  hooked  to  a  personal 
computer  with  an  Internet  connection, 
WiLife  offers  reliable  video  surveillance 
that  is  a  bargain  compared  with  the 
offerings  from  central  monitoring 
services  like  ADT. 


WiLife  makes  three  cameras:  one  for 
outdoors,  one  for  indoors  and  a  third  dis- 
guised as  an  alarm  clock  The  first  two  cost 
$300.  The  clock  spy  cam  is  $330  and  has 
been  a  hot  seller.  WiLife  also  sells  a  Night- 
Vision  kit  that  lets  its  indoor  cameras  cap- 
ture footage  in  the  dark.  You  can  mount  the 
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cameras  with  a  suction  cup  or  with  a  few 
screws.  After  the  first  camera,  additional 
ones  start  at  $230;  you  can  have  a  total  of 
no  more  than  six.  So  a  maxed-out  six-cam- 
era setup  comes  to  $1,480. 

A  four-camera  system  from  home 
security  company  ADT  would  be  more 
expensive.  This  company  (part  of  Tyco 
International)  won't  quote  prices  for 
multicamera  systems,  but  it  confesses 
that  a  single  camera  costs  $699  to  $1,700, 
plus  installation  fees  and  a  $35-per- 
month  charge  for  hooking  your  house  to 
its  central  monitoring  service.  ADT  dings 
you  another  $10  a  month  if  you  want  to 
view  your  feeds  over  the  Internet. 

WiLife's  do-it-yourself  installation 
starts  by  having  you  load 
software  onto  your  Win- 
dows PC  (there's  no  sup- 
port for  Macs).  You  plug 
WiLife's  video  receiver 
into  the  wall  and  con- 
nect it  via  USB  cable  to 
your  PC.  Plug  the  cam- 
eras into  any  power  out- 
let in  the  house  and  they 
begin  sending  video  to 
the  receiver.  WiLife's 
products  use  a  technol- 
ogy called  HomePlug, 
which  sends  video  sig- 
nals over  the  electrical 
wires  in  your  house. 
One  snag  is  that  gear 
plugged  into  power 
strips  won't  work.  You 
have  to  plug  directly  into 
an  outlet.  The  system 
works  best  in  buildings 
10,000  square  feet  or 
less,  though  for  most  people  that's  not  a 
problem. 

WiLife  captures  a  constant  stream 
from  all  your  cameras  and  can  record 
and  store  footage  continuously  or  only 
when  a  camera  detects  motion.  From 
your  PC  at  home  you  can  view  all  of  the 
camera  feeds  at  once  or  bounce  around 
from  one  to  the  next  like  a  security 
guard.  You  can  also  set  up  the  software 
to  send  you  an  e-mail  alert  with  a  video- 
clip  attached  when  it  detects  motion. 

The  WiLife  system  can  store  as  much 
video  as  you  have  hard  drive  space  for.  As 


a  benchmark,  WiLife  says,  20  gigabytes  will 
store  six  weeks  of  video  from  four  cameras. 
Once  your  space  fills  up,  older  data  get 
flushed  out  as  new  data  arrive. 

WiLife's  software  is  inelegant  but  easy 
to  understand,  with  big  buttons  and 
clearly  marked  functions.  You  can  figure 
it  out  just  by  mousing  around  a  bit.  To 
view  remotely  from  another  PC  you  need  a 
broadband  Internet  connection  at  home 
and  an  account  with  WiLife  (it's  free).  Log 
on  to  your  account  on  the  WiLife  site  from 
any  computer  and  you  can  view  your  cam- 
era feeds.  There's  no  sound,  just  silent 
video.  The  video  is  grainy,  and  the  colors 
aren't  great.  But  it's  good  enough. 

You  can  also  view  your  camera  feeds 


Snoop  kit:  A  complete 
WiLife  remote  home- 
surveillance  system 
includes  a  fake 
alarm  clock  camera 
and  indoor  and 
outdoor  cams. 


from  any  mobile  phone  that  runs  the  Win- 
dows Mobile  operating  system,  like  the 
Motorola  Q  or  Palm  Treo  700wx.  (Smart- 
phones  using  other  operating  systems,  like 
the  BlackBerry  or  other  Treos,  don't  do  live 
feeds  but  can  receive  e-mail  alerts  with 
snapshots  attached  showing  what  triggered 
the  motion  detector.) 

Installation  on  an  old  Windows  XP 
machine  was  a  snap.  I  put  one  camera  in  a 
window,  facing  out,  and  immediately  got 
a  feed.  I  tried  the  second  camera,  the 
alarm  clock  model,  in  various  locations 
around  the  house.  Each  time  I  plugged  it 


in  the  feed  would  show  up  immediately  in 
the  computer.  Opening  an  account  with 
WiLife  took  only  a  few  minutes.  Next  day, 
from  my  office  a  few  towns  away,  I  logged 
in  to  my  WiLife  account  and  found  my 
camera  feeds. 

At  first  I  could  not  view  a  constant 
stream,  only  a  time-delayed  three-minute 
snippet.  But  in  a  few  minutes  on  the 
phone  WiLife's  tech  support  guys  helped 
me  manually  configure  my  router  so  that  I 
could  see  a  constant  stream.  WiLife  says 
80%  of  customers  get  the  constant  feed 
automatically,  while  others,  like  me,  have 
to  do  some  fiddling  with  their  router.  I  set 
up  the  remote  feeds  on  a  browser  at  my 
office  and  left  it  on  all  day  so  I  could 
glance  over  and  see  live 
video  of  my  kids  running 
around  at  home. 

I  must  warn  you:  This 
becomes  addictive.  WiLife 
says  its  customers  develop 
an  emotional  connection 
with  its  product.  You  might 
install  the  cameras  at  your 
weekend  home  initially  just 
for  security  reasons,  only  to 
discover  that  you  can  now 
sit  in  your  office  and 
admire  the  view  from  your 
house  in  the  Hamptons  or 
slopeside  at  Snowbird. 
WiLife  says  55%  of  cus- 
tomers are  homeowners. 
The  other  45%  are  small- 
business  owners  who  use 
the  cameras  to  watch  their 
stores  and  offices. 

In  June  WiLife  intro- 
duced a  new  version  of  its 
software  that  runs  on  Microsoft's  Windows 
Vista  operating  system.  This  2.0  version 
boasts  a  cool  feature  that  lets  you  watch 
stored  recordings  from  a  remote  computer. 
Another  new  feature  is  a  digital  pan-tilt- 
zoom  that  lets  you  focus  in  on  any  part  of 
a  cameras  viewing  area.  WiLife  says  its  soft- 
ware runs  equally  well  on  either  Vista  or  XP, 
so  use  whichever  you  prefer. 

When  Internet  monitoring  becomes 
well  established,  who  will  pay  monthly 
tribute  to  alarm  companies?  Try  out  the 
WiLife  system.  If  you  like  it,  short-sell 
some  Tyco  shares.  F 
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Eat  Some  Ultra  Rice 

A  new  manufactured  grain  could  improve  the  lives  of  millions  in  the  developing  world. 

By  Ryan  Derousseau 


A 


BOWL  OF  RICE  IS  A  WASTED 
opportunity.  This  cheap 
source  of  energy  for  billions 
of  people  around  the 
L  world  is  not  all  that 
nutritious:  mostly  carbs,  some 
protein  and  next  to  no  iron, 
folic  acid  or  other  vita- 
mins. Unicef  says  folic 
acid  deficiency  causes 
nearly  200,000  severe 
birth  defects  a  year. 
Iron,  zinc  and  thi- 
amine deficiencies 
are  global  calamities. 
Vitamin  A  defi- 
ciency is  the  leading 
cause  of  preventable 
childhood  blindness, 
says  the  World  Health 
Organization. 

To  fight  worldwide 
malnutrition,  the  Pro- 
gram for  Appropriate  Tech- 
nology in  Health  (now  called 
PATH)  in  Seattle  has  begun  to 
disseminate  a  crafty  food  product 
called  Ultra  Rice.  It's  an  imitation  rice 
grain  made  from  rice  flour,  minerals  and 
vitamins.  PATH,  funded  heavily  ($10  mil- 
lion last  year)  by  the  Bill  &  Melinda  Gates 
Foundation,  intends  to  license  the  manu- 
facturing technique  to  rice  processors  in  the 
developing  world.  The  idea  is  that  a  food 
packer  will  toss  these  additives  into  a  sack 
of  rice  at  a  ratio  of  1  per  100  grains.  The 
mix  looks  like  any  other  batch  of  rice,  and 
consumers  cook  it  the  same  way.  The 
dosage  of  nutrients  can  be  adjusted  to  meet 
local  needs. 

The  rice  millers  can  sell  the  mixture 
for  as  much  as  they  want  in  the  private 
sector,  but  PATH's  contract  limits  the 
markup  in  government  transactions  to 


Nutrition  Facts 

Rice  is  one  of  the  world's  most  grown 
and  consumed  foods,  and  not  all  that 
nutritious.  Ultra  Rice  packs  imitation 
grains  with  nutrients  without  altering 
the  taste. 


Nonfortified 

Ultra  Rice 

.058  mg 

Zinc 

2.3  mg 

.038  mg 

Iron 

4.7  mg 

.115  mg 

Thiamine 

0.4  mg 

0  mg 

Folic  Acid 

0.13  mg 

Serving  size:  1/2  cup 

Source:  USDA. 

10%  over  costs,  plus  a  few  additional 
expenses. 

Ultra  Rice  began  as  an  idea  at 
Bon  Dente  International,  a  small 
company  in  Bellingham, 
Wash,  that  came  up  with  a 
way  to  process  broken 
rice  grains  into  extrud- 
able  pasta.  Bon  Dente 
started  mixing  in 
vitamins  during  the 
softening  process; 
the  rice  stayed 
nutritious  even 
after  it  hardened 
and  was  washed 
with  water.  The 
company  chose 
not  to  pursue  the 
idea  and  donated 
the  patent  to  PATH 
in  1998. 
The  first  trial  of 
Ultra  Rice  took  place 
among  female  factory 
workers  in  Mexico  in  2004. 
Six  months  into  the  trial,  cases 
of  anemia  had  decreased  by  80%. 
PATH  is  teaching  rice  manufactur- 
ers in  Colombia  and  Brazil  how  to  mix 
and  sell  the  product.  India  and  China, 
the  two  largest  rice-eating  countries,  will 
come  next.  With  world  rice  consump- 
tion at  418  million  metric  tons  a  year, 
the  health  impact  of  increasing  nutrients 
in  the  diets  of  those  who  lack  alterna- 
tives could  be  tremendous.  In  2001, 
three  years  after  the  FDA  enforced 
mandatory  cereal  grain  enrichment, 
recorded  cases  of  the  two  most  common 
neural  tube  defects  had  fallen  1 9%  in  the 
U.S.  Ultra  Rice  could  potentially 
decrease  the  incidence  of  these  defects 
worldwide.  F 
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Insights 


SECURE  I.D.s 

AND  THE  NET 


COUNT  ON  IT— AS  YOU'RE  READING  THIS,  SOME- 
body,  somewhere,  has  just  fired  up  a  lost  laptop,  or 
hacked  into  a  server,  that  contains  100,000  names 
and  personal  numbers.  And  sooner  or  later  one  of 
those  records  will  be  yours.  There  is  no  such  thing  as 
"proof  of  identity"  anymore,  not  for  banking,  credit,  medical 
care,  boarding  a  plane,  crossing  the  border  or  collecting  a  tax 
refund.  Not  unless  proof  is  supplied  by  technologies  that  the  pri- 
vacy police  do  their  utmost  to  suppress. 

Nothing  you  can  recite  over  the  phone,  type  on  a  keyboard  or 
seal  in  plastic  can  positively  identify  you  anymore.  Your  name 
and  numbers,  and  what  your  pooch  likes  for  breakfast,  are  all  as 
insecure  as  the  often  porous  phones,  keyboards  and  networks 
you  use  and  the  sometimes  porous  databases  in  which  the  words 
and  digits  are  stored. 

Credit  card  companies  are  probably  the  best  identity  trackers 
around.  No  surprise  there— identity  is  an  information  product, 
sold  for  profit.  Nike  manufactures  it  wholesale,  with  the  swoosh 
on  shoes;  Citibank  manufactures  it  retail.  And  unlike  the  pass- 
port office  or  the  Department  of  Motor  Vehicles,  those  compa- 
nies have  real  money  on  the  line.  In  the  manufacture  and  sale  of 
high-quality  identity,  profits  provide  stronger  incentives  than 
drunk  drivers  and  terrorists. 

So  how  does  Citi  gold-plate  your  identity?  The  plastic  and 
magnetic  strip  are  almost  irrelevant— the  Internet  economy  uses 
neither.  Your  personal  credit  swoosh  is  maintained,  instead,  by 
constantly  monitoring  your  daily  consumption  of  identity.  Citi 
updates  your  swoosh  every  time  you  use  the  card.  If  your  habits 
change  abruptly,  you  get  a  buzz  from  a  call  center  in  India. 

Then  it  gets  interesting.  The  caller  from  Bangalore  will  try  to 
check  if  you're  really  you,  but  if  you're  careful,  you'll  first  want  to 
check  if  she's  really  Citi.  She  can't  risk  telling  you  your  credit  card 
number,  and  you  won't  disclose  the  secret  answer 
to  the  dog-breakfast  question  until  you're  per- 
suaded that  she's  as  real  as  you  are.  So  she  tells  you 


Peter  Huber 


instead  that  you  ate  at  Jean  Georges  last  night,  and  then  adds  that 
she's  just  wondering  whether  that  was  also  you  trying  to  buy  four 
color  TVs  an  hour  ago  at  a  pawnshop. 

Your  Citi-swoosh  evolves  every  time  you  use  it.  The  system 
works  fast  enough  to  be  both  practical  and  secure  only  because 
almost  all  the  work  is  done  by  a  huge  digital  network,  constantly 
updated  with  new  detail  about  your  private  life.  For  the  bank  the 
real  you  is  the  person  who  knows  exactly  where  you  wined  and 
dined  last  night.  You  are  what  you  eat. 

But  the  purveyor  and  price  of  last  night's  feast  is  just  one 
more  little  record  in  your  portfolio,  and  it,  too,  can  fall  into  the 
wrong  hands.  So  to  get  even  more  secure  than  that,  identity  mer- 
chants will  have  to  correlate  and  cross-check  still  more. 

You'll  soon  be  invited  to  add  fingerprints,  an  iris  scan  and 
a  voice  print  to  somebody's  files.  Your  Social  Security  number 
or  computer  password  runs  nine  digits  or  so;  a  high-resolu- 
tion digital  bioprint  could  run  9  million.  And  the  print  never 
gets  scribbled  on  a  yellow  sticky  stuck  to  the  edge  of  your 
screen  or  handed  to  the  waitress  at  the  diner  or  recited  over  the 

phone  within  earshot  of  some- 
one else.  A  much  bigger  num- 
ber is  that  much  harder  to  steal 
or  to  crack  by  trial  and  error. 
But  to  recognize  your  eyeball 
from  its  end  of  the  line  Citi 
will  still  need  to  store  its  own 
digital  copy,  and  even  big  files 
can  go  astray.  Especially  when 
the  data  get  into  Citi's  file  only 
by  skipping  from  you  through 
the  scanner,  diner  and  online 
merchant. 

The  real  you  is  much  bigger 
than  your  eyeball.  It  includes  all 
the  snapshots,  all  the  different  records  that  mirror  your  body  or 
track  your  shopping,  savings,  debt,  deeds,  licenses,  passports, 
birth  and  death.  So  one  by  one,  the  legitimate  custodians  who 
control  all  the  checkpoints  of  life  are  going  to  ask  you  to  let  them 
network  their  various  snapshots  and  update  the  composite  you 
minute  by  minute.  The  real  McSwoosh,  the  one  and  only  you, 
will  be  the  one  that  all  the  legitimate  databases  out  there  assem- 
ble on  the  fly. 

If  you  recoil  at  the  thought,  no  problem,  just  get  to  the  airport 
two  hours  early  and  be  prepared  to  answer  frequent  calls  from 
India.  But  if  you  prefer  to  move  securely  in  the  fast  lane  of  life, 
you  have  to  embrace  your  digital  identity,  not  fight  it.  In  the  age 
of  digital  networks,  identity  can  be  secured  only  by  chopping  it 
into  pieces,  storing  the  fragments  in  lots  of  different  places  and 
continually  updating  and  sharing  them  at  Internet  speed.  You 
can't  hide,  but  you  can  run.  To  be  true  to  yourself,  that's  what 
you'll  have  to  do.  F 


For  the  bank 
the  real  you 
is  the  person 
who  knows 
exactly  where 
you  wined 
and  dined 
last  night. 
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Peter  Huber  is  a  senior  fellow  of  the  Manhattan  Institute  and  coauthor  of 
The  Bottomless  Well  (Basic  Books,  January  2C05). 
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Provide  big-company  health  coverage  without 
being  a  big  company. 


Customizing  health  plans  to  fit  employees'  needs  isn't  something  only  big 
companies  can  do.  Even  if  you're  a  small  business,  you  can  choose  from 
PPOs,  HMOs  and  CDHPs  from  Lumenos  with  EmployeeElect,  offering 
employees  one,  some  or  all  of  the  plans.  You'll  have  greater  control  over 
your  costs  too.  Add  to  this  access  to  one  of  the  country's  largest  provider 
networks*  and  you  can  do  well  by  your  employees.  And  your  business. 

For  more  information  on  our  EmployeeElect  portfolio,  just  call  your  broker. 
Or  visit  bluecrossca.com. 

V  J 


it  on  BlueCard  PPO  program.  Health  products  in  EmployeeElect  portfolio  and  dental  plans  offered  by  Blue  Cross  of  California  (BCC)  or  BC  Life  S  Health  Insurance  Company  (BCL8H).  Vision  and  Term  Life  products  offered  by 
H.  BCC  and  BCL8H  are  independent  licensees  of  the  Blue  Cross  Association  and  are  licensed  to  conduct  business  in  the  state  of  California.  ®  Registered  Marks  of  the  Blue  Cross  Association.  ©  2007  BCC 


Performance  Track  Members  reduced  water  use 
by  3,500,000,000  gallons. 

That's  A  Big  Drop  In  The  Bucket 


Performance  Track  members  are  environmental  leaders  committed  to  making  big  changes  in 
the  way  they  do  business  for  the  sake  of  putting  less  stress  on  the  environment. 
Put  your  facility  on  track— you'll  be  amazed  at  your  performance. 

Visit  us  at:  www.epa.gov/performancetrack/psa.htm 


*|  National 

Environmental 
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Environmental  Protection  Agency 


"WE'RE  IN  THE  REMODELING  BUSINESS, 

BUT  WHEN  IT  COMES  TO  SOUTHWEST 
AIRLINES,  I  WOULDN'T  CHANGE  ATHING." 


JOHN  FAIRCLOIA^H- 

President 

T^esC&om  Cnstotn  Painting  £j  Maintenance,  inc. 

CHICAGO,  ILLINOIS 


"AT  RESICOM  what  started  as  a  local  business  has  expanded  significantly.  Now  we're  traveling 
a  lot  to  improve  living  and  working  environments  for  a  variety  of  clients,  and  Southwest  helps 
us  every  step  of  the  way. 

"Southwest  offers  us  a  great  schedule  with  ontime  flights,  lots  of  nonstops,  low  fares,  and  a 
great  freguent  flyer  program.  And  SWABIZ,  their  corporate  booking  tool,  makes  it  easy  to 
book  flights  and  track  all  our  travel  itineraries  in  one  place.  What  it  comes  down  to  is,  en  route 
to  creating  better  spaces  for  our  clients,  our  favorite  place  to  be  is  on  a  Southwest  plane." 

Giving  businessmen  like  John  plenty  of  reasons  to  say  such  nice  things  about  us  is  how 
we've  become  The  Official  Airline  of  Business. 


SOUTHWEST.COM 

A  SYMBOL  OF  FREEDOM 


Are  you  noticing  more  employees  aiming  higher  in  their  professional  and  personal  lives? 

With  Kaiser  Permanente's  full  product  selection  and  unique  focus  on  wellness  and  prevention,  you 
can  help  your  workforce  achieve  good  health.  We  offer  PPO  and  POS  plans  with  a  network  of  40,000 
doctors  to  Choose  from,  in  addition  to  our  own  physicians.  Plus  Medicare  and  deductible  HMO  plans 
at  various  prices— even  HRAs  and  HSAs — can  help  you  get  the  most  out  of  your  health  care  dollars. 
Your  employees  can  find  the  know-how  and  inspiration  they  need  to  take  on  healthy  new  habits 
through  our  online  and  offline  tools  and  preventive  services,  and  that  will  keep  them  productive. 
Trust  a  single-carrier  solution  that  helps  people  reach  their  health  goals,  no  matter  how  high. 

The  Traditional  HMO  Plan  and  the  In-Network  portion  of  the  Point-of-Service  (POS)  Plans  are  underwritten  by  Kaiser  Foundation  Health  Plan,  Inc  (KFHP).  Kaiser  Permanente 
Insurance  Company  (KPIQ  underwrites  the  Out-of-Network  portion  of  the  POS  Plan,  the  PPO/Out-of-Area  Benefits,  and  the  Dental  Plan.  KPIC  is  a  subsidiary  of  KFHP 
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INVESTMENT  ADVICE  FROM  A  NAME  YOU  TRUST 
www.forbesnewsletters.com 


You  Are  Invited  to  Join  Forbes  Newsletter 
Editors  for  Three  Profitable  Days  at 
The  Money  Show  in  Washington  DC. 

September  6-8,  2007 
Wardman  Park  Marriott 

Forbes  Investment  Guru  Insights... 


Keynote  Address: 

I  Steve  Forbes 

Editor-in-Chief,  Forbes 

Disarray  in  Washington — 
What  Impact  on  Stocks  and 
the  Economy? 

September  6  •  10:45  am  - 11:15  am 

Democrats  have  the  Bush  administration  on 
defense.  Can  the  2003  tax  cuts  be  saved?  Are 
we  doomed  to  have  a  55%  death  tax?  Is  Iraq 
lost?  Will  Iran  get  the  bomb?  Will  housing 
sink  the  economy?  Can  the  GOP  win  in  2008? 
Join  Steve  Forbes  for  his  candid  views  on 
how  all  of  this  will  impact  the  economy — and 
ultimately — the  stock  markets. 


Richard  Lehmann 


>  register  visit  www.DCMoneyShow.com  or  call  800/970-4355 

Please  mention  priority  code  008831 


■  Health 


DRUGS 


The  Nicotine  Cure 

A  spinoff  from  R.J.  Reynolds  mines  its  nicotine  expertise  to  develop  a  new 

Alzheimer's  drug  |  By  Kerry  A.  Dolan 


Targacept's 
J.  Donald  deBethizy 
doesn't  smoke,  but  he 
knows  all  about  the 
benefits  of  nicotine. 


EVERY  DAY  SMOKERS  LIGHT  UP  IN 
a  quest  to  clear  their  minds  and 
focus.  It  turns  out  the  connection 
between  tobacco  and  mental 
clarity  isn't  just  a  figment. 
Research  has  shown  that  nicotine,  one  of  na- 
tures most  addictive  chemicals,  also  has 
health  benefits.  It  calms  hyperactive  people, 
peps  up  those  in  need  of  energy  and  im- 
proves cognition  in  Alzheimer's  patients.  It 
has  also  been  linked  to  a  reduced  risk  of 
Parkinson's  and  Alzheimer's  diseases. 

Nicotine  could  do  a  lot  of  good,  if  only 
the  way  most  people  consumed  it  didn't  hap- 
pen to  kill  a  lot  of  them.  Smokeless  nicotine, 
ingested  via  a  skin  patch,  is  less  than  ideal 
because  its  effects  on  the  body  are  too  broad 
to  treat  diseases  of  the  central  nervous  sys- 
tem such  as  Alzheimer's.  Nicotine  also  has 
a  nasty  trio  of  side  effects:  nausea,  increased 
heart  rate  and  elevated  blood  pressure. 

But  now  a  lot  of  progress  is  being  made 
in  designing  so-called  nicotinic  drugs  that 
do  the  work  of  nicotine  without  the  unde- 
sirable effects.  Leading  the  way  is  Targacept, 
a  company  spun  out  of  the  research  division 
of  RJ.  Reynolds  Tobacco  in  2000.  Targacept, 
in  Winston-Salem,  N.C.,  has  licensed  a 
promising  Alzheimer's  drug  to  AstraZeneca, 
which  this  summer  will  embark  on  a  500- 
patient  midstage  clinical  trial.  A  separate  400- 
patient  trial  will  begin  at  the  same  time  to 
see  if  the  drug  improves  cognitive  deficits  in 
schizophrenia  patients.  Elsewhere,  Abbott 
Laboratories  is  working  on  a  nicotinic  drug 
aimed  at  pain  relief  and  attention  deficit  hy- 
peractivity disorder.  CoMentis  has  nicotinic 
drugs  in  the  works  for  macular  degeneration. 

Targacept's  drug  is  designed  to  bind  to 
the  same  regulators  in  the  nervous  system 


that  react  to  nicotine,  the  so-called  neuronal 
nicotinic  receptors,  or  NNRs.  Researchers  at 
R.J.  Reynolds  and  elsewhere  have  spent  years 
studying  the  function  of  these  NNRs.  "Not 
many  people  get  a  target  that  you  already 
know  works  in  humans,"  says  J.  Donald 
deBethizy,  chief  executive  of  Targacept. 

Its  too  early  to  say  whether  Targacepts 
drug  will  improve  Alzheimer's  treatment,  but 
it  has  been  given  to  540  people  in  12  prior 
trials  for  indications  including  mild  cogni- 
tive impairment,  which  is  often  a  precursor 
to  Alzheimer's  and  age-associated  memory 
impairment.  "In  every  case  we  see  positive 
effects  on  cognition,"  boasts  DeBethizy. 

If  Targacepts  drug  succeeds,  it  would  be 
a  welcome  addition  to  the  existing  options 
for  treating  Alzheimer's.  There  are  nearly  27 
million  people  worldwide  with  the  disease, 


as  an  autonomous  company.  Venture  capi- 
tal firms,  including  New  Enterprise  Asso- 
ciates, Burrill  &  Co.  and  Oxford  Bioscience 
Partners,  have  supplied  $123  million  in 
funding.  Targacept  sold  shares  to  the  pub- 
lic in  April  2006,  raising  another  $45  mil- 
lion. R.J.  Reynolds  never  sold  any  of  its 
stake  in  Targacept,  but  dilution  has  lowered 
its  equity  interest  to  4%. 

Nicotinic  receptors  exist  in  a  wide 
range  of  organisms,  from  sea  slugs  to 
mammals.  In  humans  they  sit  on  nerve  cells 
throughout  the  body— in  the  brain,  heart 
and  stomach  and  on  skeletal  muscle.  In  the 
late  1800s  English  physiologist  John  Lang- 
ley  discovered  the  muscular  nicotinic  recep- 
tor when  he  tied  a  frog  muscle  to  a  round 
drum,  put  nicotine  on  the  muscle  and  saw 
it  contract.  Though  the  receptors  got  their 


vation.  "The  only  control  you  have  is  the 
amount  of  drug  you  give,"  he  says. 

Targacepts  pill  is  more  refined,  he  says, 
because  it  binds  with  a  subtype  of  neuronal 
nicotinic  receptor  situated  mostly  in  parts 
of  the  brain  that  process  sensory  informa- 
tion and  aid  in  learning  and  short-term 
memory.  The  drug  works  higher  up  the 
chemical  cascade  and  allows  the  brain's  built- 
in  regulatory  system  to  release  the  proper 
amount  of  acetylcholine.  "It's  like  the  volume 
knob  on  the  nervous  system,"  says 
DeBethizy.  "Any  overstimulating  is  corrected 
by  the  body" 

At  least  that's  the  theory.  "When  you  try 
to  design  these  compounds  for  a  certain  sub- 
type [of  nicotinic  receptor],  you're  working 
partly  in  the  dark  It's  a  hazy  area,"  says  Jerry 
J.  Buccafusco,  director  of  the  Alzheimer's 


a  number  that  will  likely 

quadruple  by  2050  a  re       T^ailli  YOU  fOT  Not  SmOkjlig  

cent  study  found.  The  ve  I  Drugs  targeting  nicotinic  receptors  are  in  the  works  for  a  wide  variety  of  diseases  and  applications.  I 

approved  drugs  for  Alz-  I  

heimer's,  including  Eisai 


DRUG  NAME/COMPANY 


AZD3480/Targacept 

and  AstraZeneca 


Tridmac/  Targacept 


Chantix/ Pfizer 


ATG003/CoMentis 


MEM  3454/ Memory 
Pharmaceuticals 


ABT-089/ Abbott 


and  Pfizer  s  Aricept  and 
Johnson  &  Johnson's  Raza- 
dyne,  are  effective  for  only 
about  half  of  patients. 
Among  that  half  the  drugs 
can  only  slow  the  progres- 
sion of  the  disease.  They 
also  have  unpleasant  side 
effects,  including  nausea 
and  insomnia.  Despite  the 
shortcomings  combined 
annual  sales  of  the  five 
drugs  exceed  $2.5  billion. 

DeBethizy,  who  has  a 
Ph.D.  in  toxicology,  joined  the  research  staff 
of  R.J.  Reynolds  in  1985.  He  and  his  col- 
leagues synthesized  every  known  nicotinic 
compound,  funded  research  at  universities 
and  published  300  reports  in  15  years  on 
how  nicotine  interacts  with  the  body.  That 
led  to  drug  development  collaborations  with 
Japan  Tobacco's  pharmaceutical  arm  and 
with  Rhone-Poulenc  (now  Sanofi-Aventis). 
Neither  partnership  led  to  an  approved  drug. 

In  the  late  1990s  DeBethizy  asked  R.J. 
Reynolds'  then  chief  executive  Andrew 
Schindler  for  more  money  to  pursue  re- 
search on  drugs  for  depression,  anxiety  and 
schizophrenia,  but  Schindler  resisted. 
Schindler  got  the  importunate  scientist  off 
his  back  in  2000  by  spinning  off  Targacept 


DISEASE 


Alzheimer's  disease  and 
schizophrenia 


Midstage  trials  begin 
this  summer 


COMMENTS 


Hoping  to  improve  cognition 
without  adverse  side  effects 


Depression 


Midstage  trials 


Positive  results  in  Nov.  2006 


Smoking  addiction 


Approved  by  FDA  2006 


$790  million  sales  in  20071 
above  expectations 


Neovascular  age-related 
macular  degeneration 


Midstage  trials 


Topical  treatment  to  stop  blood 
vessel  growth 


Alzheimer's  disease  and 
schizophrenia 


Midstage  trials 


Targets  cognitive  impairment 


ADHD 


Midstage  trials 


Bested  placebo  in  a  2006  trial 


Estimate  from  Natexis  Bleichroeder.  Sources:  Companies; 
ClinicalThals.gov;  National  Center  for  Biotechnology  Information. 
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name  through  their  association  with  ^ 
nicotine,  their  primary  function  in  the  brain 
is  to  regulate  the  release  of  a  variety  of  neu- 
rotransmitters, including  acetylcholine, 
which  aids  learning  and  memory. 

In  the  progression  of  Alzheimer's  the 
brain  suffers  a  significant  decrease  in  the  pro- 
duction of  acetylcholine.  Four  of  the  five 
drugs  approved  for  Alzheimer's  block  an 
enzyme  that  breaks  down  acetylcholine, 
indirectly  increasing  levels  of  this 
neurotransmitter.  DeBethizy  calls  this  the 
sledgehammer  approach,  because  these 
drugs  affect  such  a  broad  swath  of  the  chem- 
ical activity  throughout  the  brain.  They  often 
create  too  much  acetylcholine,  which  leads 
to  side  effects  such  as  nausea  and  excess  sali- 


Research  Cen- 
ter at  the  Medical  College  of  Georgia.  Eli  Lilly, 
Abbott  and  AstraZeneca  have  run  into 
problems  with  side  effects  in  developing  nico- 
tinic receptor  drugs. 

The  one  approved  nicotinic  receptor 
drug,  Pfizers  smoking  cessation  drug 
Chantix,  is  doing  better  than  expected,  on 
track  to  generate  $790  million  in  sales  this 
year.  Memory  Pharmaceuticals  has  a  nico- 
tinic receptor  drug  for  Alzheimer's  in  mid- 
stage  trials  that  is  probably  a  year  behind 
Targacept,  figures  Lazard  Capital  Markets 
analyst  Terence  Flynn. 

If  Targacepts  drugs  are  approved,  they'll 
be  the  best  things  ever  to  come  out  of  a 
tobacco  company.  F 
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SAFETY 


Smart  Dummies 

Carmakers  can  find  out  a  lot  about  what  happens  to  bodies  in  a  crash 
by  simulating  the  havoc  on  a  computer. 

By  Jonathan  Fahey 


THEY  REALLY  ARE  DUMB,  THOSE 
rubber-and-steel  humanoids 
with  the  blank  stares  and 
telltale  yellow-and-black 
crosshairs.  For  years  automo- 
bile manufacturers  have  strapped  crash- 
test  dummies  into  cars  and  sent  them 
hurtling  into  walls.  Other  than  a  precious 
few  secrets,  like  how  fast  a  head  plunges 
into  an  air  bag  or  how  much  force  a  taut 
seat  belt  exerts  on  an  abdomen,  the  dum- 
mies reveal  little.  They  tell  nothing  of 
what  effect  crash  forces  have  on  the  blood 


vessels,  bones,  muscles  and  ligaments  that 
are  stretched,  snapped  and  bruised  inside 
a  human  body  during  a  collision. 

This  is  a  dangerous  gap  in  our  knowl- 
edge. "We  see  fatalities  in  the  field  where 
there's  no  evidence  of  contact  with  any 
part  of  the  interior,"  says  Saeed  Barbat, 
who  runs  Ford  Motor's  passive  safety 
engineering  department. 

So,  in  an  effort  to  find  out  what 
exactly  is  going  on  and,  it  is  hoped,  make 
cars  safer,  researchers  at  universities,  hos- 
pitals and  auto  companies  around  the 


world  are  beginning  to  cobble  together  a 
new  dummy.  This  one  will  be  far  more 
complex  and  lifelike.  It  will  simulate  the 
hidden  injuries,  ones  that  involve  a  torn 
aorta,  a  bruised  kidney  or  a  brain  jostled 
inside  a  skull.  The  new  dummy  will  help 
safety  experts  decide  far  more  precisely 
how  to  prevent  injuries  and  reduce  their 
severity.  But  you  won't  be  able  to  touch 
this  smart  new  dummy.  It  will  live  entirely 
inside  a  computer. 

Last  year  nine  automakers  and  a  pair  of 
auto  suppliers,  in  a  rare  example  of  indus- 
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There's  energy 
security  in 
energy  diversity. 


There's  strength  in  numbers  and  security  in  having 
a  number  of  energy  options.  So  we've  invested 
more  than  $28  billion  over  the  last  five  years  in  U.S. 
energy  supplies,  including  solar,  wind,  hydrogen 
and  natural  gas.  In  fact,  BP  is  the  largest  investor  in 
energy  development  in  the  U.S.  We're  also  investing 
$500  million  over  the  next  10  years  to  develop 
advanced  biofuels. 
It's  a  start. 


beyond  petroleum 


2007  BP  Products  North  America  Inc. 


bp.com/us 


nnovation 


How  does  a  neck  break  in 
a  car  crash?  What  happens 
to  the  liver?  Automakers 
and  biomechanics 
researchers  are  developing 
detailed  computer  models 
of  the  human  body  to 
learn  more  about  how 
bodies  fare  in  accidents. 
Here  a  neck  reacts  to  a 
rear-end  force  of  9  g's  (top 
left).  Chest  organs 
(top  right)  and  a  rib  cage 
(bottom  right)  compress 
on  impact  from  simulated 
air  bag  or  armrest.  A  more 
detailed  look  inside  the 
pelvis  (bottom  left)  will 
help  doctors  identify 
where  hip  injuries  happen. 


try  solidarity,  formed  a  research  consortium 
with  the  goal  of  creating  a  single,  compre- 
hensive digital  human.  Elements  of  this  vir- 
tual model  have  been  in  development  for 
decades,  but  in  most  cases  the  results  have 
been  somewhat  primitive.  Creating  an  ac- 
curately complex  digital  human  will  require 
a  massive  programming  effort. 

Various  university  biomechanics 
departments  are  now  bidding  to  create 
separate  body  sections.  The  consortium 
hopes  to  have  the  first  set  of  adult  mod- 
els— three  males  and  three  females  in 
small,  medium  and  large  sizes — by  March 
201 1.  Models  of  children  will  follow. 

Carmakers  can  only  speculate  about 
how  the  digital  crash  victims  will  change 
car  design:  more  forgiving  cabins,  steer- 
ing wheels  that  slide  into  a  safer  position 
automatically.  Seat  belts  could,  in  the  100 
milliseconds  of  a  crash,  avoid  breaking  an 
old  lady's  ribs  by  calibrating  how  much 
force  to  apply  to  a  body  after  gathering 
sensor  data  on  the  car's  speed  and  decel- 
eration and  the  weight  and  position  of 
the  occupant. 


In  some  cases  engineers  know  they 
won't  be  able  to  prevent  an  injury,  but 
they  can  at  least  make  it  less  debilitating. 
Injuries  to  the  porous  part  of  the  heel  and 
the  top  of  the  shinbone  are  particularly 
hard  to  recover  from.  By  running  simula- 
tions, engineers  may  be  able  to  alter  the 
geometry  of  the  cabin  to  change  where 
contact  is  made.  "You  may  not  have  a 
choice.  You  are  going  to  break  the  leg,  but 
we  can  move  the  injury  around,"  says 
Richard  Kent,  an  assistant  professor  at  the 
University  of  Virginia's  Center  for 
Applied  Biomechanics. 

Automakers  say  they  will  continue 
using  rubber-and-steel  crash-test  dummies 
indefinitely,  but  the  virtual  dummy  offers  a 
more  flexible  and  possibly  cheaper  option. 
Current  dummies  have  70  sensors,  cost  from 
$100,000  to  $125,000  each  and  need  lots  of 
replacement  parts  after  a  collision.  General 
Motors  does  600  crashes  a  year.  Its  main 
crash-test  building  yanks  a  car  across  the 
floor  while  high-speed  cameras  record 
every  crumple.  Each  crash  costs  a  minimum 
of  $300,000. 


True,  years  of  safely  engineering  and 
seat-belt-law  enforcement  have  reduced 
road  fatalities  from  1.73  deaths  per  100 
million  miles  traveled  in  1994  to  1.47  in 
2005,  but  automakers  think  they  can  do 
better.  A  virtual  human-body  model  can 
be  crashed  any  which  way  and  put  into 
any  car,  the  geometry  and  properties  of 
which  are  already  wholly  created  on  com- 
puters. Only  recently  has  the  first  physical 
dummy  for  side-impact  crashes — the 
most  dangerous  type  of  crash— been 
approved  by  the  National  Highway  Traffic 
Safety  Administration.  And  there  is  still 
no  approved  child- size  dummy  for  side- 
impact  crashes. 

Virtual  models  can  better  approxi- 
mate varied  body  types.  Far  East  Asians 
tend  to  have  longer  torsos  and  shorter 
legs  than  Caucasians.  Older  people's 
bones  are  more  brittle.  Probability  cal- 
culations could  be  refined  to  take  into 
account  how  different  bodies  withstand 
crashes.  "This  might  not  be  all  that 
important  if  we  were  all  18-year-old 
males,  because  they  are  tough  and  when 
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Everyone  talks  about  the 
world  s  ecology  problems. 
Few  talk  solutions. 

We  do. 


they  crash  they  really  go  for  it,"  says 
Kent.  "But  your  grandma  gets  in  a  crash 
at  lOmph,  breaks  a  rib  and  dies  in  a  cou- 
ple of  weeks  from  pneumonia.  Protect- 
ing her  is  really  hard." 

Kent,  who  has  submitted  a  proposal 
to  develop  the  consortiums  chest  model, 
is  trying  to  do  just  that.  He  starts  with 
magnetic  resonance  imaging  and  com- 
puterized tomography  scans  to  create  a 
"finite  element  model,"  a  wire-frame 
mesh  to  be  filled  with  information.  He 
studies  the  material  properties  of  tissue 
and  organs  from  animals  and  cadavers  to 
assign  shape,  size,  density,  mass  and  ten 
or  more  coefficients  that  describe  how 
each  cube  of  virtual  flesh  will  deform 
when  confronted  with  a  given  force  from 
a  given  direction. 

To  get  the  functions  right  for  each 
cube,  he  also  has  to  consider  how  body 
parts  connect,  their  so-called  boundary 
conditions.  A  model  of  the  aorta  has  to 
take  into  consideration  lots  of  tiny  vessels 
coming  off  of  it,  right  down  to  vestigial 
bits  of  tissue  such  as  the  ligamentum  arte- 
riosum  that  runs  between  the  aorta  and 
the  pulmonary  artery. 

Kent  then  has  to  verify  his  model. 
Cadaver  tissue  hardens  or  softens,  and  it 
lacks  any  blood  pressure,  so  he  incorpo- 
rates information  from  animal  testing 
and  fluid-dynamic  models  used  by  heart 
surgeons.  Live  humans  are  also  used  in 
slow-speed  tests.  "The  cadaver  has  the 
right  geometry,  the  animal  has  the  right 
material  properties,  and  together,  you  get 
the  truth." 

Kent  can  compare  his  own  crash  simu- 
lations with  real- world  data  gathered  from 
a  network  of  automotive -crash  investiga- 
tors associated  with  hospitals  around  the 
country.  Kent  can  look  up  actual  crashes  to 
plot  the  so-called  crash  pulse  (the  shape  of 
a  car's  deceleration  curve)  and  the  places 
where  a  body  made  contact  with  the  vehi- 


Tale  of  theTai 


The  iconic  crash-test  dummy  has  saved 
thousands  of  lives.  The  new  digital  one 
could  save  thousands  more. 


Dumb  Dummy 

Life  span:  10  years 
Height:  4'11",  5'9",  6'2" 
Weight:  108,  172,  223 
Cost:  $100,000 
Crash-test  cost:  $300,000 
Sensors/data  points:  55-200 


Smart  Dummy 

Life  span:  Immortal 
Height:  Infinitely  variable 
Weight:  Infinitely  variable 
Cost:  $18  million1 
Crash-test  cost:  $0 


Sensors/data  points:  100,000-3  million 


'Consortium  spending. 

Sources:  NHTSA;  General  Motors. 


cle.  He  gets  detailed  medical  images  and 
photos  of  the  injuries. 

In  Kent's  aorta  model  most  of  the 
tears  are  transverse,  or  across  the  artery, 
in  a  section  called  the  isthmus,  and  they 
start  on  the  intima,  or  the  inner  layer  of 
the  aorta.  It  turns  out  that  is  what  hap- 
pens most  of  the  time  in  real  crashes. 
Two  people  in  the  car  with  Princess 
Diana  were  killed  by  torn  aortas. 


The  current  generation  of  virtual 
humans  are  laden  with  data  but  will  look 
primitive  a  few  years  from  now.  Simula- 
tions of  crashes  with  bodies  and  body 
parts  comprising  100,000  of  those  tiny 
cubes  take  computers  24  hours  to  calcu- 
late. The  goal  of  the  consortium  is  to 
build  a  body  with  1  million  to  3  million 
cubes.  Complex,  for  sure,  but  still  not 
quite  Mother  Nature.  F 
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WHEN  JOHN  JAZDCYK 
retired  in  2004  from  his 
management  job  at  a 
Green  Bay,  Wis.  Procter 
&  Gamble  plant,  he  and 
his  wife,  Susan,  debated  whether  to  move 
full-time  to  their  vacation  home  on  Lake 
Mullet  in  Cheboygan,  Mich.  Then  they 
learned  that  Michigan  exempts  $81,840  a 
year  in  private  retirement  income  per  cou- 
ple, in  addition  to  Social  Security,  from  its 
3.9%  state  income  tax.  Wisconsin,  by  con- 
trast, taxes  private  retirement  payments, 


Tax-Free 
In  the  Rust  Belt 

Looking  for  a  retirement  tax  haven?  You  might 
find  it  close  to  home  By  Ashiea  Ebeling 
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Smart  people  know 
price  isn't  everything. 

Until  you  add 
up  the  everythings. 


3  all-new  7-passenger  Hyundai  Veracruz.  Smart 
Dple  have  a  way  of  making  smart  choices.  Here's  one  to 
"isider.  The  Hyundai  Veracruz.  A  true  7-seat  interior,  with 
I  legroom  in  the  third  row.  Seats  that  fold  flat,  to  create  a 
ernous  cargo  space.  Electronic  Stability  Control  and  airbags 


All-new  Veracruz 


that  protect  all  three  rows,  standard.  A  260-horsepower  V6 
that  gets  25  miles  per  gallon  highway*  Important  touches 
like  XM  Radio**  and  available  cooled  console  storage.  Backed 
by  America's  Best  Warranty.***  Starting  at  only  $26,995.f 
Add  up  the  everythings  yourself,  at  HyundaiUSA.com. 


I  belts  should  always  be  worn.  'EPA  estimates  for  comparison,  2WD  model.  Your  actual  mileage  will  vary  with  options,  driving  conditions,  driving  habits,  and 
e's  condition.  "XM  Radio  requires  XM  subscription;  add  separately  after  first  three  trial  months.  See  dealer  tor  details.  All  fees  and  programming  subiect  to 
)e.  XM  service  available  only  in  the  48  contiguous  United  States.  ©  2007  XM  Satellite  Radio  Inc.  All  rights  reserved.  '"Hyundai  Advantage!"  See  dealer  tor 
ED  WARRANTY  details.  Limited  model  shown,  $32,995.  'MSRP  for  GLS  model.  MSRPs  include  freight;  exclude  taxes,  title,  license,  and  options.  Dealer 
may  vary.  Hyundai  and  Hyundai  model  names  are  registered  trademarks  ol  Hyundai  Motor  America,  All  rights  reserved.  ©  2007  Hyundai  Motor  America 
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as it  does  salary  and  other  income,  at 
5.6%.  "Whenever  taxes  can  be  avoided,  I 
feel  better,"  says  new  Michigan  resident 
Jazdcyk,  59. 

Accepted  wisdom:  Tax-averse  retirees 
should  move  to  Florida  or  Nevada,  which 
have  no  state  income  or  estate  taxes.  But 
what  if  you  don't  worship  the  sun  or  relish 
a  long-distance  move?  In  recent  years 
other  states,  too,  have  been  lavishing  tax 
goodies  on  retirees,  including  affluent 
ones.  With  a  little  research  you  might  dis- 
cover your  own  retirement  tax  haven  is 
close  to  home. 

Most  states  don't  tax  Social  Security 
benefits.  Three  states  with  broad  income 
taxes  (Illinois,  Mississippi  and  Pennsylva- 
nia) exempt  all  private  and  public  pension 
payouts,  including  withdrawals  from  indi- 
vidual retirement  accounts,  from  their 
taxes.  More  than  a  dozen  other  states 
exempt  some  annual  dollar  amount  of 
seniors'  income — from  private  pensions, 
IK  As  and  sometimes  other  nonwage 
sources  (see  table). 

With  all  these  special  breaks  the  best 
tax  locale  for  a  retiree  isn't  necessarily  the 
same  as  for  a  working  stiff,  particularly 
when  high  real  estate  levies  in  some 
income-tax-free  states  are  considered,  says 
Thomas  Wetzel,  president  of  Retire- 
mentliving.com,  which  tracks  taxes  by 
state.  In  addition  to  Florida  and  Nevada, 
seven  states — Alaska,  New  Hampshire, 
South  Dakota,  Tennessee,  Texas,  Wash- 
ington and  Wyoming— have  no  broad 
income  tax. 

New  Hampshire  has  no  sales  tax 
either,  which  would  seem  to  make  it  an 
ideal  New  England  retirement  retreat. 
Except  New  Hampshire  taxes  investment 
income,  as  does  Tennessee,  which  can  be 
significant  if  your  financial  assets  are 
mostly  in  nonretirement  accounts.  Worse, 
according  to  a  recent  National  Association 
of  Home  Builders  study,  New  Hampshire's 
real  estate  taxes  are  among  the  highest  in 
the  nation,  at  a  median  1.6%  of  home 
value,  double  Massachusetts'  median  rate. 

Even  if  you  are  years  away  from  hang- 


Age  Discrimination 


These  states  exempt  at  least  some  private  pension 
and  IRA  income  from  their  taxes.  Unless  otherwise 
noted,  they  don't  tax  Social  Security  payments. 


STATE 


ANNUAL  EXEMPTION 
FOR  COUPLES 


AGE 
MINIMUM 


ALABAMA 

unlimited1 

none 

ARKANSAS 

$12,000 

5972 

COLORADO 

$48,0002 

ff  Ar\  r\r\r\? 

65 
bb  to  64 

rv  r- 1  Aim  A  DC 

DELAWARE 

52b,000J 
4.0003 

cr\ 
60 

under  60 

GEORGIA 

$60,0003 

62 

HAWAII 

unlimited1 

none 

ILLINOIS 

unlimited 

none 

IOWA 

$24,000 

65 

KENTUCKY 

$82,220 

none 

LOUISIANA 

$12,000 

65 

HiADVI  A  flirt 

MARYLAND 

bb 

All           1 1/"  A  HI 

MICHIGAN 

$81 ,8404 

none 

MISSISSIPPI 

unlimited 

none 

NEW  JERSEY 

$20,0005 

62 

NORTH  CAROLINA 

$4,000 

none 

NEW  YORK 

$40,000 

5972 

OKLAHOMA 

20.0006 

none 

PENNSYLVANIA 

unlimited 

none 

SOUTH  CAROLINA 

$30,0007 
$6,000 

65 
under  65 

VIRGINIA 

24.0006'7 

65 

'For  traditional  pension  plans  only,  not  IRAs.  'Includes 
Social  Security  benefits.  3Can  also  be  used  to  shield  investment 
income.  "Beginning  at  65,  $18,255  of  the  exemption  can  be  used 
to  shield  investment  income.  5For  taxpayers  with  up  to  $100,000 
of  adjusted  gross  income  before  the  pension  exclusion.  6For 
taxpayers  with  up  to  $75,000  AGI.  'Allowed  against  any  income. 
Sources:  National  Conference  of  State  Legislatures;  CCH,  a 
Wolters  Kluwer  business. 

ing  it  up,  it  makes  sense  to  consider  taxes 
in  your  retirement  planning  now.  "If  your 
taxes  are  a  lot  lower,  your  retirement 
funds  are  going  to  go  further,"  reasons 
Don  R.  Weigandt,  60,  a  managing  director 
at  IPMorgan  Private  Bank  in  Los  Angeles, 
who  is  considering  following  the  well- 
worn  trail  to  Nevada  himself  when  he 
retires. 

Your  tax  outlook  could  affect  not  just 
how  much  you  save,  but  how.  Example:  A 
growing  number  of  workers  have  a  choice 


The  best  tax  locale  for  a  retiree  isn't 
always  the  same  as  for  a  working  stiff. 


between  contributing  pretax 
dollars  to  a  traditional  401(k) 
or  funding  a  newfangled 
Roth  401  (k).  You  put  aftertax 
dollars  in  the  Roth,  meaning 
you  get  no  deduction  now. 
But  when  you  retire,  with- 
drawals don't  count  as  taxable 
income. 

A  Roth  is  a  good  deal  for 
young  workers  whose  tax 
rates  are  likely  to  rise.  But 
what  if  you're  fiftyish,  paying 
California's  hefty  top  10.3% 
state  income  tax  rate  and 
likely  to  retire  to  a  state  that 
doesn't  tax  pensions?  In  that 
case  grabbing  the  deduction 
now,  when  your  combined 
federal -state  tax  rate  is  higher, 
probably  makes  more  sense 
than  forgoing  a  current 
deduction  to  open  a  Roth. 

There  are  other  reasons 
that  tax  planning  should  start 
well  before  you  collect  your 
gold  watch.  Stock  options 
and  deferred  compensation 
require  special  handling 
since,  if  you  move,  your  old 
state  might  pursue  you  for 
taxes  on  these — particularly  if 
that  old  state  is  New  York  or 
California. 

Do  you  hold  your  em- 
ployer's stock  in  a  workplace  re- 
tirement account?  It  may  be 
better  to  cash  out  the  stock  por- 
tion than  to  roll  it  into  an  IRA,  since  gains 
in  employer  stock  are  taxed  at  the  lower  fed- 
eral capital  gains  rate,  which  now  tops  out 
at  15%.  By  contrast,  withdrawals  from  a  reg- 
ular IRA  are  taxed  as  ordinary  income,  at  a 
federal  rate  as  high  as  35%. 

The  Jazdcyks  sold  big  blocks  of  P&G 
stock  to  take  advantage  of  this  provision 
and  made  sure  to  do  so  before  leaving 
Green  Bay.  Why?  Wisconsin  exempts  60% 
of  capital  gains  from  tax,  reducing  the 
effective  Wisconsin  tax  on  gains  to  2.6%, 
versus  the  3.9%  they  now  pay  on  long- 
term  gains  in  Michigan,  explains  the  cou- 
ple's CPA,  Stephen  Bigge  of  Virchow 
Krause  &  Co.  in  Green  Bay. 

Here  are  some  tax  issues  to  consider: 
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this  CFO  left  the  office  before  midnight. 

But  not  before  increasing  revenue  and  market  share.  IBM  consultants  offer  CFOs  a  deep  knowledge  of 
finance,  which,  coupled  with  our  process  expertise,  can  help  you  deal  with  complexity- reducing  day 
to-day  process  minutiae  so  you  can  focus  on  managing  risk  and  delivering  performance.  We've  helped 
CFOs  cut  financial  reports  by  up  to  70%.  Want  innovation  for  performance?  Talk  to  the  innovator's  innovator. 
Call  on  IBM.  To  learn  more,  or  for  our  thought  leadership  piece  on  finance,  visit  ibm.com/special/finance 


what  makes  you  special? 


Thanks  to  Congress,  your  old  high-tax 
state  can't  come  after  your  pension. 


SOCIAL  SECURITY 

Better-off  seniors  generally  pay  federal 
taxes  on  85%  of  their  Social  Security  ben- 
efits. But  only  15  states  still  tax  any  of 
these  benefits,  and  some  of  those  are 
dropping  or  cutting  their  taxes.  Wisconsin 
will  end  its  tax  next  year.  Missouri  is  phas- 
ing out  its  tax  by  2012  and  Iowa  by  2014. 
The  greediest  states?  Seven  that  follow  the 
feds  in  taxing  up  to  85%  of  Social  Security 
benefits.  Among  the  offenders  are  Min- 
nesota, with  a  top  state  rate  of  7.85%,  and 
Rhode  Island,  at  9.9%. 
PRIVATE  PENSIONS  AND  IRAS 

Good  news:  You  can  now  accumulate 
large  amounts  in  a  pretax  retirement 
account  while  working  in  a  high-tax  state 
and  then  move  to  a  state  that  doesn't  tax 
pension  withdrawals  without  worrying 


about  tax  collectors  from  your  old  state  [ 
coming  after  you.  In  1996  Congress 
ordered  states  to  stop  pursuing  most  for- 
mer residents  for  taxes  on  pensions.  This 
stops  California  from  going  after  a  former 
resident  who  is  living  in  Reno,  Nev.  when 
he  taps  an  IRA  or  draws  a  pension  from 
Procter  &  Gamble.  The  1996  law  pro- 
tected employees;  last  year  Congress 
extended  it  to  cover  former  partners  (e.g., 
lawyers  and  accountants),  too.  Warning: 
This  still  doesn't  keep  your  old  state  from 
taxing  deferred  compensation  paid  out  to 
you  in  a  lump  sum.  It  does,  however,  pro- 


tect deferred  compensation  received  in 
equal  installments  over  ten  years  or  more. 

If  you  retire  to  a  state  that  provides  a 
limited  annual  exemption  for  private  pen- 
sions, try  smoothing  out  your  income  to 
take  maximum  advantage  of  it.  New  York 
exempts  $20,000  a  year  in  pension  income 
per  person,  beginning  when  a  resident 
turns  59  lh.  An  older  New  Yorker  who  isn't 
receiving  any  other  pension  should  con- 
sider taking  out  $20,000  a  year  from  his 
pretax  IRA  and  rolling  the  money  into  a 
Roth  IRA,  suggests  New  York  estate  lawyer 
Bruce  Steiner. 
PUBLIC  PENSIONS 

Retired  government  employees  get 
even  better  state  tax  treatment  than  pri- 
vate pensioners.  In  addition  to  the  nine 
states  without  income  taxes  and  three 
that  don't  tax  any  pension  income, 
another  seven  (Alabama,  Hawaii, 
Kansas,  Louisiana,  Massachusetts, 
Michigan  and  New  York)  exempt  all  fed- 
eral, state  and  local  pensions  from  tax. 
In  fact,  only  five  states  (California,  Indi- 
ana, Nebraska,  Rhode  Island  and  Ver- 
mont) don't  provide  public  pensioners 
with  any  special  breaks. 

This  favored  tax  status  dates  back  to  a 
time  when  (unlike  today)  state  and  local 
workers  weren't  well  paid  and  received  rel- 
atively small  pensions.  Rather  than  cut 
their  own  retirees  bigger  checks,  the  states 
gave  them  tax  breaks.  But  in  1989  the  U.S. 
Supreme  Court  ruled  a  state  couldn't 
exempt  its  own  pensions  and  not  federal 
government  ones.  It's  still  legal  for  states  to 
favor  their  own  retirees  over  those  who 
worked  for  other  states,  and  a  handful  do. 
Kansas,  for  example,  gives  a  full  exclusion 
for  Kansas  pensions  but  none  for  pensions 
earned  working  for  other  states. 
OTHER  INCOME  BREAKS 

Many  states  give  old  folks  higher  stan- 
dard deductions  or  personal  exemp- 
tions— for  example,  an  extra  $4,200  per 
couple  exemption  in  Arizona  and  Michi- 
gan. Plus,  a  handful  give  seniors  large 
breaks  for  income  from  virtually  any 
investment.  A  two-year-old  break  allows 


ISLAND  SAVINGS 


Tired  of  the  cold?  Consider  an  extreme  move,  to  one  of  the  hedge  fund 
managers'  favorite  tax  havens— the  U.S.  Virgin  Islands.  You  might  be  able  to 
replace  a  combined  federal  and  state  income  tax  levy  of  25%  to  40%  with  a 
3.5%  Virgin  Island  income  tax  bill.  To  qualify  for  this  break,  you  have  to  set  up  a 
business  in  the  Virgin  Islands  and  live  there  at  least  549  days  in  a  3-year  period 
(and  at  least  60  days  for  each  of  those  years). 

If  you  do  this,  be  careful  to  follow  the  rules.  Car  dealer  James  A.  Auffenberg  Jr. 
is  awaiting  trial  for  criminal  tax  fraud.  He  says  he  lived  in  St.  Croix  and  was  eligible 
for  the  Virgin  Island  tax  breaks;  the  government  contends  he  really  lived  in 
Swansea,  III.  while  renting  out  his  St.  Croix  condo  to  the  U.S.  Coast  Guard.  In  July, 
in  a  preliminary  victory  for  Auffenberg,  a  federal  judge  agreed  to  move  his  trial  to 
the  U.S.  Virgin  Islands.  — Af. 
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^  this  house  makes  doctor  calls. 


Take  a  recognized  trend  -  the  aging  of  the  world's  population  -  apply  lateral  thinking  and 
what  do  you  get?  The  "smart  home."  IBM  is  working  with  medical  device  makers  on  a 
prototype  house  that  can  take  your  pulse,  read  your  blood  pressure  and  test  your  blood 
sugar.  It  can  even  call  your  doctor  with  updates,  before  a  change  in  condition  becomes 
an  emergency.  That  means  more  autonomy  for  aging  boomers  -  and  new  cross-industry 
business  models.  Want  innovation  for  the  future?  Talk  to  the  innovator's  innovator.  Call  on 
IBM.  To  get  "The  Future  of  the  Home"  and  other  "Future"  podcasts,  visit  ibm.com/innovation 

what  makes  you  special? 


3  a 


Georgians  62  and  older  to  exclude  from 
taxable  income  $60,000  per  couple  (rising 
to  $70,000  per  couple  in  2008)  of  interest, 
dividends,  capital  gains,  rents,  pensions 
and  annuities. 

Substantial  deductions  are  also  avail- 
able to  folks  who  contribute  to  529  college 
savings  plans,  as  many  grandparents  do. 
Deposits  in  these  plans  aren't  deductible 
on  federal  returns.  But  South  Carolina, 
West  Virginia,  New  Mexico  and  Colorado 
allow  an  unlimited  deduction — up  to  total 
taxable  income — for  contributions  to  the 
529s  they  sponsor.  (While  529s  are  mostly 
marketed  by  financial  service  companies, 
all  but  one  are  legally  sponsored  by  an 
individual  state.)  New  York  allows  couples 
a  $10,000  per  year  deduction  for  contribu- 
tions to  its  plans.  Pennsylvania  allows 
each  individual  taxpayer  to  deduct 
$12,000  per  child  a  year  in  contributions 
to  any  state's  529.  You  can  check  on  your 
own  state  at  savingforcollege.com. 
REAL  ESTATE  TAXES 

Forty  states  exempt  a  certain  amount 
of  the  value  of  a  resident's  primary  home 
from  real  estate  tax,  and  many  of  them 
provide  an  even  larger  exemption  to  old 
folks.  So,  too,  do  some  local  governments. 
(Warning:  Some  of  these  "homestead" 
breaks  aren't  automatic — you  have  to 
apply  for  them.)  While  exemptions  have 
been  growing,  they  haven't  generally  kept 
pace  with  fast- rising  assessments,  causing 
heartburn  for  real-estate-rich  seniors. 

Florida  is  the  current  center  of  retiree 
real  estate  tax  angst.  A  law  in  place  since 
1995  keeps  the  assessment  on  a  primary 
residence  (not  a  vacation  home)  from  ris- 


The  Best  Places  to  Die,  Tax-Wise  

Twenty-three  states  and  the  District  of  Columbia  (all  in  yellow)  impose  estate  or 
inheritance  taxes,  sometimes  on  relatively  small  estates.  Residents  of  the  green  states 
need  to  plan  only  for  the  federal  tax,  which  now  exempts  $2  million  per  estate. 


STATE  ESTATE  TAX 


choose  between  the  new  exemption  plan, 
which  includes  no  limit  on  annual  assess- 
ment increases,  and  the  existing  one — a 
$25,000  exemption  and  the  3%  cap. 

The  new  exemption  tilts  protection  to 
those  with  less-valuable  properties. 
"They're  saving  the  rich  people  who 
already  live  here  and  throwing  the  rich 
people  who  don't  already  live  here  off  the 
bus,"  observes  Clearwater,  Fla.  tax  lawyer 
Alan  Gassman,  who  intends  to  opt  for  the 


Twenty-three  states  impose  estate 
taxes— today.  But  the  list  is  changing. 


ing  more  than  3%  a  year.  But  that  isn't 
much  help  to  retirees  moving  to  the  state 
now  or  current  Florida  residents  who 
move,  since  houses  are  reassessed  to  mar- 
ket value  when  sold.  In  January  Floridians 
will  vote  on  a  new  scheme  that  would 
exempt  75%  of  the  first  $200,000  and  15% 
of  the  next  $300,000  of  a  primary  home's 
value  from  tax,  for  a  maximum  $195,000 
exemption.  Current  homeowners  could 


3%  cap.  Thanks  to  that  cap,  his  home., 
worth  $1  million,  is  taxed  as  if  it  were 
worth  $598,000. 
ESTATE  TAXES 

Twenty-three  states  and  the  District  of 
Columbia  impose  their  own  estate  or 
inheritance  taxes  on  money  left  to  anyone 
other  than  a  spouse  (see  map).  While  the 
federal  estate  tax  doesn't,  generally,  hit 
estates  of  $2  million  or  less,  most  of  the 


NO  STATE  ESTATE  TAX 

Source:  CCH,  a  Wolters  Kluwer  business. 

state  levies  kick  in  at  lower  levels.  Ohio, 
for  example,  exempts  just  $338,000  from 
its  estate  tax.  New  Jersey,  Rhode  Island 
and  Wisconsin  exempt  $675,000.  Nine 
other  jurisdictions,  (the  District  of 
Columbia,  Maine,  Maryland,  Massachu- 
setts, Minnesota,  New  York,  Oklahoma, 
Oregon  and  Tennessee)  exempt  $1  mil- 
lion. Pennsylvania  imposes  its  quirky 
inheritance  tax  on  every  dollar  not  left  to  a 
spouse,  with  the  rate  dependent  on  who 
gets  the  money. 

One  problem  in  deciding  where  to 
move  based  on  estate  tax — particularly  for 
youngish  retirees— is  that  this  politically 
charged  tax  is  in  flux  in  many  states,  just 
as  it  is  in  the  federal  tax  law.  Virginia's 
estate  tax  expired  in  July.  Wisconsin's 
expires  at  the  end  of  this  year.  Kansas'  tax 
is  slated  to  disappear  at  the  end  of  2009. 
Michigan  eliminated  its  estate  tax  in  1993 
in  part  to  stem  the  outflow  of  retirees. 
Now,  to  patch  a  budget  deficit,  Michigan's 
Democratic  governor  has  suggested  rein- 
carnating its  death  tax.  If  she  does,  threat- 
ens new  resident  John  Jazdcyk,  he  just 
might  move  again.  F 
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oin  me,  Pete  du  Pont,  and  a  world-class 
oster  of  experts  for  informative 
oundtables  and  hard-hitting  panels  on 
>rofit  and  politics  while  cruising  the 
ibulous  Caribbean. 


st 


Uaarten  ♦  Grand  Turk  ♦  Miami 


November  30  -  December  11,  2007 
Panama  Canal 
Crystal  Serenity 


11  spectacular  days  on 
Crystal  starting  at  just  57,490 

Cabins  sell  out 
now! 


receive  a  full-color  conference  brochure  and  to  reserve  your  cabin 
call  800/530-0770  or  visit  www.lnvestmentCruise.com. 
Please  mention  priority  code  008546 


Entrepreneurs 

SPY  SOFTWARE  » 


Prying  Eyes 

Little  Ipsotek  has  great  antiterrorism  technology. 
Is  that  enough  for  a  business?  |  By  Stephane  Fitch 


THE  FAILED  CAR  BOMBINGS  IN 
the  U.K.  last  month  gave  a  show- 
case role  to  security  technology. 
Security  cameras  recorded  men 
leaving  the  scene  of  the  two 
unexploded  car  bombs  in  London.  License- 
plate-reading  software  on  highway  cams 
helped  lead  police  to  Scotland— and  the 
fiery  auto  attack  on  Glasgow  Airport. 

Such  threats  represent  opportunity  to 
Andrew  Malim,  a  64-year-old  Brit  who  sells 
video  analytics  software  for  the  UK's  ubiq- 
uitous closed-circuit  TV  cameras.  Malim  is 
chief  executive  of  Ipsotek,  a  tiny  developer 


Camera  ready: 
Andrew  Malim, 
chief  of  Ipsotek. 


of  visual-intelligence  systems  he  picked  up 
in  late  2005  for  $660,000,  most  of  it  raised 
from  banker  friends  (Malim  himself  bought 
an  11%  share).  Since  then  he's  chalked  up 
some  nice  accounts.  In  May  he  landed  a 
contract  with  the  new  owners  of  London's 
20,000-seat  Millennium  Dome,  recently 
reopened  (under  the  name  The  02)  and  the 
future  site  of  gymnastics  and  basketball 
competitions  at  the  2012  Olympics.  His 
software  will  monitor  cameras  outside  the 
Saatchi  Gallery.  And  he  is  also  installing 
Ipsotek  software  on  cameras  at  the  Brit  Oval 
cricket  stadium,  which  seats  25,000  and 


hosts  matches  with  teams  from  Pakistan 
and  elsewhere.  Ipsotek  can  "do  for  security 
cameras  what  Dolby  did  for  hi-fi  stereo," 
says  Malim. 

Ipsotek  has  great  technology  but  is 
struggling — the  result  of  entrenched  com 
petition,  poor  marketing  and  underconfi 
dence  at  the  top.  In  his  two  previous  ven 
tures  Malim  squeezed  out  some  profits,  but 
his  timing  was  disastrous.  In  1980,  the  year 
gold  began  its  two-decade  plummet,  he 
launched  a  mining  investment  firm,  sur 
viving  by  shifting  from  commodities  trad 
ing  to  providing  venture  capital  to  small 
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WILLIE  BELL 

COURIER,  FEDEX  EXPRESS 
VIRGINIA  BEACH,  VIRGINIA 


PRECIOUS  CARGO. 
HELPING  HANDS. 
AND  A  STANDING  OVATION. 


\  bank  sent  a  package  to  the  wrong  address.  And  not 
ust  any  package.  It  contained  important  information. 
Df  course,  the  bank  tried  everything  it  could  to  retrieve 
t.  But  no  luck— the  recipient  was  never  home. 

hat's  when  FedEx  Express  Courier  Willie  Bell  learned 
)f  the  problem.  He  then  drove  to  a  neighboring  city  late 
n  the  evening  to  see  what  he  could  do.  The  recipient 
vas  home,  and  Willie  successfully  retrieved  the 


package.  He  returned  it,  and  the  entire  bank  showered 
him  with  applause. 

Willie  Bell  is  one  of  over  275,000  FedEx  team  members 
worldwide  dedicated  to  every  FedEx  experience. 


Express 

To  see  more  stories  from  around  the  world,  go  to  fedexstories.com 


No  warranties  or  representations,  express  or  implied,  are  extended.  Service  and  limits  of  liability  arc  governed  by  the  terms  and  conditions  in  the  FedEx  Sen 


lorn. 


I  Entre 


preneurs 


prospectors.  In  2000,  on  the  cusp  of  the 
dot-com  collapse,  he  founded  a  Wi-Fi 
company.  He  scraped  along  by  picking  up 
exclusive  rights  to  sell  wireless  broadband 
access  at  400  airports,  rail  stations  and 
hotels,  then  bundling  the  "hot  spot"  con- 
tracts for  sale  to  Swisscom. 

Spy  cams  are  now  hot  (see  related  story, 
p.  60).  Worldwide  sales  will  approach  $100 
million  this  year,  says  London  research 
firm  Frost  &  Sullivan,  and  rise  23%  annu- 
ally for  the  next  few  years.  But  there  are 
more  than  two  dozen  video  analytics  firms. 

Ipsotek  is  a  shrimp.  Malim  expects 
losses  in  2007  on  estimated  revenue  of  $3 
million.  That  puts  him  well  behind 
ObjectVideo  (projected  2007  sales:  $30 
million)  of  Reston,  Va.,  founded  by  scien- 
tists and  managers  from  the  U.S.  Defense 
Advanced  Research  Projects  Agency, 
which  is  monitoring  platforms  for  the  New 
York  City  subway  system;  and  Israel's  Nice 
Systems,  a  $500-million-a-year  maker  of 
digital  recording  systems  that  also  sells 
analytics  and  keeps  an  electronic  eye  on 
Paris'  Eiffel  Tower. 

Malim  charges  more  than  $2,000  per 
camera,  two  to  three  times  what 
ObjectVideo  and  other  rivals  charge  for 
their  software.  Getting  better  distribution 
would  help  him  catch  up,  but  Malim  hasn't 
sought  a  merger  partner.  No  telling 
whether  Ipsotek  can  survive  on  its  own. 
"There  will  absolutely  be  consolidation," 
says  Gavin  Long,  security  tech  analyst  at 
USBX,  in  Los  Angeles.  Security  firms  like 


By  the  Numbers 


We  See  You 

Spy  cams  may  soon  be  ubiquitous-in  the  Western  World. 


Big  Ben, 
Big  Brother? 


The  number  of  times  per  day  the 
average  Londoner  is  spotted  on  CCTV. 


The 

value  of  spy  cams  and  software  being  installed  H 
in  the  New  York  City  subway  system.  ft/tf 

 MttU 


The  percentage  of  European 
security  cams  aimed  at  preventing  violence. 


The  number  of  DVDs  needed  to  store  a 
month's  worth  of  video  from  one  camera. 


Sources:  USBX;  Center  for  Technology  &  Science;  CCTV  Image. 


grams,  like  those  that  operate  in  CCTV 
cameras,  typically  seize  on  any  object  in  a 
scene  that  moves — and  can  be  tricked  by 
flocks  of  birds,  say,  or  falling  snow— few 
can  detect  trouble  in  crowded  scenes  and  so 
don't  work  well  in  the  real  world.  Ipsotek's 
software  also  tracks  motion  but  then  takes  a 
crucial  second  step:  It  seeks  out  the  edges  of 
objects  and  performs  calculations  based  on 
how  the  outline  of  an  object  moves  (or 
remains  static)  against  the  background.  In 
this  way  it  can  spot  a  man  running  in  front 
of  rustling  tree  or  detect  an  abandoned 
backpack  on  a  busy  train  platform. 


"Only  a  fool  thinks  the  industry  will  be 

won  by  the  best  technology/' 


ADT  and  Chubb  and  big  camera  makers 
like  Panasonic,  Philips,  Sony  and  Siemens 
will  focus  on  but  a  few  vendors.  Their  dis- 
tribution clout  will  likely  determine  which 
software  packages  win  in  the  end.  Says 
Long:  "Only  a  fool  thinks  the  industry  will 
be  won  by  the  best  technology." 

Still,  Ipsotek  is  banking  on  its  sophisti- 
cated software,  develor.  .  over  nine  years 
with  $10  million  (mo  K.  and  Euro- 

pean Union  grants)  n  University 

researchers  Sergio  VV  oghos  A. 

Boghossian.  While  mo  tics  pro- 


This  spring  Malim  began  raising  $4 
million  in  the  hopes  of  adding  ten  or  so 
salespeople  and  tech  supporters  to  that 
group  of  five  and  recently  hired  away 
ObjectVideo's  leading  sales  guy  in  the  U.K. 
But  Malim  himself  is  not  well  known  in  the 
security  industry,  and  that  is  an  obstacle  in 
his  efforts  to  persuade  Philips,  Sony  or 
Panasonic  to  offer  a  line  of  cameras  pre- 
loaded with  Ipsotek  software.  (Siemens 
already  owns  an  Atlanta  video  analytics 
software  company,  VistaScape  Security 
Systems.)  The  most  natural  partner  maybe 


Philips;  Ipsotek's  software  is  configured  to 
run  on  Philips'  Trimedia  video  chip,  which 
performs  50  billion  operations  per  second 
—ninefold  faster  than  the  Texas  Instru- 
ments chip  popular  among  Ipsotek  rivals. 

Malim  also  has  something  else  working 
in  his  favor:  camera-mad  Britain.  Ever  since 
the  terrorist  attacks  by  the  Irish  Republican 
Army  in  the  1980s  and  1990s  the  island  is 
an  incubator  of  CCTV  technology.  Its  4  mil- 
lion security  cameras  are  five  times  as 
numerous  per  capita  as  those  in  the  U.S. 
and  40  times  as  plentiful  per  square  mile. 

Perhaps  Ipsotek  can  focus  on  the  high 
end  of  the  market  and  leave  the  mass  con- 
tracts to  others.  Install  Ipsotek  software  in 
5%  of  the  security  cameras  in  the  U.K., 
Malim  says,  and  there's  $400  million  in 
sales.  Ipsotek  is  one  of  just  two  British  ana- 
lytics companies  in  a  position  to  bid  for  the 
software  contract  for  the  security  cameras 
at  the  2012  Olympics,  Malim  believes.  "For 
the  first  time  in  my  life,"  he  says,  "I  feel  I  am 
in  exactly  the  right  place  at  precisely  the 
right  moment." 

Still,  he  frets,  Ipsotek  should  be  raising 
$  1 0  million  in  its  next  financing  round.  To 
bring  in  that  kind  of  cash,  he's  considering 
stepping  aside.  Says  he,  adding  cheer  to  a 
stiff  upper  lip:  "The  board  thinks,  and  I 
think,  too,  we're  going  to  need  a  chief  exec- 
utive with  a  real  record  of  growing  a  tech- 
nology company  like  this  to  full  scale."  F 
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understanding  it. 


Some  perceive  risk  as  a  problem.  But  at  UBS  Global  Asset  Management,  we  see  it  as 
the  first  step  to  delivering  fresh,  leading-edge  investment  solutions.  It's  why  we  have 
an  extensive  network  of  risk  management  specialists  collaborating  around  the  world. 
The  insights  they  provide  help  us  assess  and  manage  risk  across  asset  classes  at  every 
level:  country,  currency,  industry,  sector  and  security.  This  integrated  global  view  helps 
us  meet  your  risk/return  objectives.  For  the  confidence  of  knowing  you're  backed  by 
the  global  understanding  necessary  to  manage  assets,  talk  to  us.  You  and  us. 

To  learn  more  about  UBS  Global  Asset  Management, visit  www.ubs.com 


Global  Asset 
Management 


)  UBS  2007.  All  rights  reserved. 
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The  art  of  the  diamond  deal: 
Laurence  Graff 
in  his  London  office. 
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How  a  poor  boy  from 
London's  East  End 
became  the  most  exclusive 
diamond  merchant  you've 
never  heard  of. 

By  Susan  Adams 


JONAIRE  LAURENCE  GRAFF,  THE  MAN  JEWELRY 
business  insiders  call  the  new  Harry  Winston,  swears  this  story 
is  true:  A  woman  and  her  husband  walk  into  Graff's  shop 
on  London's  swanky  New  Bond  Street  and  ask  to  see  the  stun- 
ning diamond-and-ruby  necklace  in  the  window.  Its  the 
woman's  birthday  and  hubby  wants  to  buy  her  a  bauble.  At 
$2  million,  however,  he  feels  the  price  is  too  steep.  Instead 
he  offers  $  1  million  and  exits  the  store,  giving  the  jeweler  24 
hours  to  cash  the  check  Later  that  day  the  lady  returns  with 
a  second  man,  her  lover.  He,  too,  admires  the  necklace  but 
finds  the  price  too  high.  Another  $1  million  check  is  writ- 
ten and  left  on  Graff's  desk  The  dapper  jeweler,  ever  dis- 
creet and  always  the  consummate  salesman,  breathes  no  word 
of  the  birthday  girl's  earlier  visit  to  his  store.  Later  she  returns 
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La  Favorite: 
50-carat  emerald 
cut,  D  flawless. 


Romancing  the  Stones 

Graff's  signature:  big  rocks  in  settings  designed  to  showcase  the  gems. 
All  pieces  shown  here  approximate  the  actual  size  of  the  jewelry. 


Rojtman  diamond,  yellow 
cushion  cut,  107  carats. 
Surrounded  by  pink 
diamonds. 


The  Princess  Rose 
diamond,  pink, 
pear  shape, 
13  carats. 


Multicolored  diamo 
necklace,  267  carat 
sold  to  an  Asian  elk 
in  2006 for  $30  milli 


once  more  to  scoop  up  her  present,  and  presumably  tells  each 
of  her  benefactors  that  he  has  gotten  a  bargain  from  the  jew- 
eler. Graff  cashes  both  checks. 

It  has  the  flavor  of  a  very  tall  tale.  Why  does  Graff  tell  it? 
It  adds  to  the  mystique  and  drama  that  define  his  business, 
the  upper  tier  of  jewelry  retailing.  The  69-year-old  Laurence 
Graff  climbed  from  scrubbing  toilets  in  a  Hatton  Garden  work- 
shop to  the  helm  of  a  worldwide  brand  with  1 5  stores  in  the 
globes  wealthiest  spots,  from  Monte  Carlo  to  Dubai  to  Moscow. 
Behind  this  retail  chain  is  a  wholesale  buying  operation:  Graff 
Diamonds  International  is  vertically  integrated,  taking  stones 
from  the  rough  shapes  that  come  out  of  the  mine  to  the  dis- 
play case.  He  sells  stones  of  the  greatest  weight  and  highest 
quality  and  claims  an  average  transaction  price  of  $400,000. 
By  that  score  he  seems  to  easily  surpass  such  classic  outfits  as 
Cartier,  Winston,  Van  Cleef  &  Arpels  and  Tiffany. 

Graff  knows  how  to  cultivate  his  customers.  He  once  sailed 
out  to  meet  Oracles  Larry  Ellison,  yacht  to  yacht,  in  the  Mediter- 
ranean to  deliver  a  cache  of  diamonds  Ellison  had  requested. 
Saudi  Prince  Turki  bin  Abdul  Aziz,  the  Sultan  and  Queen  of 
Brunei,  Oprah  Winfrey,  Elizabeth  Taylor,  even  soccer  star  David 
Beckham  and  wife,  Victoria,  all  count  themselves  among  Graff  s 
longtime  clients.  Donald  Trump  bought  Melania's  12-carat  emer- 
ald-cut diamond  engagement  ring  from  Graffs  Madison 
Avenue  salon  in  2004  for  a  reported  $1  million.  "Laurence  is  a 


$  w%  n 


spectacular  jeweler,"  pronounces  Trump.  "The  quality  of  his 
stones,  the  quality  of  the  service  and  the  reputation  are  the  top." 

Graff  shares  quite  a  few  of  Trumps  traits:  charming  and  out- 
rageously self-promoting,  blunt  and  full  of  braggadocio,  obsessed 
with  superlatives.  (He  is  about  to  release  a  glossy  $150  coffee 
table  tome,  about  himself,  entitled  The  Most  Fabulous  Jewels  in 
the  World.)  "I'm  a  complete  thoroughbred  in  the  business,"  pro- 
claims the  trim,  nattily  attired  jeweler  (suits  custom-made  in 
Milan;  monogrammed  bespoke  shirts),  with  no  trace  of  irony. 

Graff  also  possesses  Trumps  knack  for  making  money.  He's 
probably  worth  some  $2.5  billion,  including  homes  in  Geneva 
(his  legal  residence),  London,  New  York  and  Cap  Ferrat  in  the 
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A  piece  of  rough  like  the  Lesotho  Promise  offers  great 
opportunity  but  also  great  risk.  A  complicated  stone  with  many 

internal  "inclusions,"  or  flaws,  it  is  being  cut  into  multiple 
diamonds  to  retain  its  D  color,  the  best,  and  its  flawless  quality, 
the  highest  rating  for  a  white  diamond. 
When  the  work  is  completed  this  fall,  Graff  expects  the  stone 
will  yield  23  jewels  that  will  fetch  at  least  $30  million.  The 
prices  below  come  from  diamond  industry  sources. 

603-CARAT  ROUGH 

$12.4  million 

THIS  ROUGH  WILL  YIELD  THESE  FINISHED  DIAMONDS 

75-CARAT  PEAR  SHAPE 

$10.5  MILLION,  $140,000 /CARAT 
50-CARAT  HEART  SHAPE 

$6.3  MILLION,  $125,000 /CARAT 
27-CARAT  ROUND  CUT 

$3.2  MILLION,  $120,000 /CARAT 
22-CARAT  EMERALD  CUT 

$2.4  MILLION,  $1 10,000  /  CARAT 
(2)  7-CARAT  ROUND  CUT 

$1  3  MILLION,  $95,000  /  CARAT 
5-CARAT  ROUND  CUT 

$350,000,  $70,000  /  CARAT 
(2)  4-CARAT  ROUND  CUT 

$400,000,  $50,000  /  CARAT 
(2)  4-CARAT  PEAR  SHAPE 

$320,000,  $40,000  /  CARAT 
Plus  12  more  ranging  in  weight  from  1  to  3  carats,  totaling 
25  carats.  $750,000,  average  $30,000  /  carat 
TOTAL:  $25.5  MILLION 


King^fBling 

south  of  France;  a  new  150-foot  Feadship  yacht;  a  Global 
Express  XRS  plane;  a  winery  and  vineyard  in  Stellenbosch,  the 
Napa  Valley  of  South  Africa;  and  a  modern  and  contemporary 
art  collection  worth  $250  million. 

To  be  sure,  sellers  of  luxury  goods — from  yachts  to  art, 
watches  and  real  estate — have  had  little  trouble  raking  in  fat  prof- 
its since  2000,  a  period  during  which  the  affluent  have  been  awash 
in  money.  Graff"  rode  that  luxury  boom  at  his  Graff  Diamonds 
International  (he  owns  100%),  where  sales  jumped  from  $90  mil- 
lion in  2000  to  $400  million  in  2006,  while  aftertax  profit  grew 
from  $11  million  to  $48  million. 

What  distinguishes  Graff  from  the  likes  of  Cartier  and  Van 
Cleef  is  a  decision  he  made  a  decade  ago.  Wanting  to  expand 
globally  and  needing  a  steady  supply  of  diamonds,  especially 
bigger  stones,  in  1998  he  bought  a  51%  controlling  stake  in  a 
Johannesburg  diamond  wholesaler  and  manufacturer,  South 
African  Diamond  Corp.  (Safdico).  Other  retailers  buy  and  sell 
finished  diamond  jewelry  Graff's  wholesale  business  allows  him 
to  cut  out  the  usual  middlemen— the  brokers,  polishers  and  man- 
ufacturers who  each  take  their  slice  as  a  rough  stone  moves  up 
the  jewelry  chain. 

Through  Safdico,  Graff  now  buys  half  of  his  uncut  diamonds 
from  the  South  African  mining  behemoth  De  Beers  (Safdico 
is  one  of  93  sightholders,  or  wholesalers  who  are  permitted  to 
buy  rough  diamonds  from  De  Beers).  On  the  manufacturing 
rung  he  employs  370  cutters  and  polishers  in  South  Africa  and 
Mauritius,  who  handle  smaller  goods,  and  19  master  craftsmen 
in  Antwerp  and  New  York,  who  work  on  the  larger  diamonds. 
He  makes  all  his  own  jewelry,  in  his  London  and  New  York 
workshops.  (De  Beers  has  developed  its  own  retail  brand  in  con- 
junction with  luxury  conglomerate  LVMH  Moet  Hennessy  Louis 
Vuitton,  but  it's  not  competing  with  Graff  at  the  highest  end 
of  the  price  spectrum.) 

This  pipeline  is  especially  helpful  to  Graff  with  big  stones, 
his  specialty.  Gross  margins  at  branded  jewelry  retailers  like 
Tiffany  and  Cartier  hover  at  roughly  50%  for  diamonds  up  to 
around  5  carats.  For  bigger  stones,  where  the  per-carat  price  is 
much  higher,  those  margins  get  squeezed  below  20%.  "When 
you  sell  a  big  stone  worth  $2  million  or  $3  million,"  explains 
diamond  analyst  Martin  Rapaport,  "you  can't  mark  them  up  that 
high.  The  person  buying  that  stone  is  going  to  be  smart  and  a 
serious  handler." 

Indeed,  on  very  large  stones  of  20  carats  and  up  it  may  make 
sense  for  a  jeweler  to  take  no  profit:  The  monster  pieces  draw 
attention  to  the  brand.  A  50-carat  flawless  diamond  of  the  high- 
est clarity  might  wholesale  for  $100,000  a  carat,  or  $5  million, 
and  sell  at  retail  for  not  much  more  than  that.  There  is  still  money 
to  be  made  on  the  very  large  pieces,  however,  by  someone  who 
buys  rough  and  takes  on  the  labor  and  risks  of  chopping  up  the 
rock  (see  box,  left). 

A  publicly  traded  entity  like  Tiffany  has  to  concern  itself  with 
inventory  turnover;  Graff  cavalierly  maintains  a  huge  inventory 
of  diamonds,  with  a  retail  value,  he  estimates,  of  $1.5  billion. 
The  stockpile  enables  Graff  to  construct  jewelry  made  up  of  mul- 
tiple rare  diamonds,  like  the  $30  million  necklace  he  sold  late 
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last  year  that  could  be  worth  20%  less  if  each  of  the  diamonds 
were  sold  on  its  own. 

These  two  factors— bulging  inventory  and  vertical  integra- 
tion—help explain  why  Tiffany's  net  profit  margin  sits  at  9.6% 
while  Graff  puts  his  at  12%. 

Graff  can  count  one  potent  rival,  the  Israeli  Lev  Leviev  (see 
FORBES,  Sept.  15,  2003),  who  has  set  up  a  diamond  operation 
even  more  vertically  integrated  than  Graff's.  Leviev  owns  mines 
and  mining  interests  (in  Africa  and  Russia),  as  well  as  manufac- 
turing and  wholesale  operations.  Now  he  seems  to  be  gunning 
for  Graff  at  the  retail  level.  Leviev's  sumptuous  first  store,  in  Lon- 
don on  Old  Bond  Street,  sits  a  stones  throw  from  Graffs  on  New 
Bond  Street,  and  his  second,  in  Manhattan,  will  be  less  than  a 
block  from  Graff's  new  boutique  on  Madison  Avenue.  Graff  is 
dismissive.  "I  don't  think  he's  a  potential  competitor,"  he  sniffs. 
"He  doesn't  have  a  clue  what  the  retail  business  is  all  about." 

Graff  grew  up  on  Commercial  Road  in  London's  gritty  East 
End,  where  he  spent  his  first  seven  years  living  in  a  single  room 
with  his  Jewish  Rumanian  immigrant  mother,  behind  the  cor- 
ner sweet  shop  his  Russian  father  opened  just  before  leaving 
to  fight  in  World  War  II.  At  age  14,  in  1952,  he  was  getting  such 
poor  marks  in  school  that  his  family  urged  him  to  drop  out 
and  start  a  trade.  Graff's  first  job:  apprentice  (which  included 
scrubbing  floors  and  toilets)  to  a  jeweler  named  Schindler  in 
London's  Hatton  Garden,  historic  center  of  the  city's  diamond 
and  jewelry  trade.  He  was  fired  just  three  months  later  but  got 
another  job  where  he  learned  how  to  repair  rings  and  make 
small  pieces  of  jewelry. 

When  that  business  folded  a  few  years  later,  Graft,  now  18, 
convinced  an  older  man  to  take  him  on  as  an  apprentice  in  a 
new  venture.  Soon  the  two  men  owed  their  suppliers  $6,000,  and 
Graff  says  he  talked  his  senior  colleague  into  letting  him  take 
over  the  debt — and  the  business.  By  the  time  he  was  22  years 
old  Graff  had  wheeled  and  dealed  his  way  to  a  solvent,  one-man 
enterprise.  At  age  24  he  opened  up  two  small  jewelry  shops. 

But  Graff  couldn't  convince  London's  top  jewelers  to  buy  his 
competent  but  lackluster  designs.  He  decided  to  hit  the  road. 
With  $  1 ,000  worth  of  diamond  jewelry  in  a  black  leather  brief- 
case, Graff  stopped  at  Robinsons  department  store  in  Singapore. 
He  ended  up  landing  a  jewelry  exhibit  there  every  other  month. 
"All  of  a  sudden  I  was  selling  $10,000,  $20,000  worth  of  dia- 
monds at  a  time,"  he  recalls. 

He  also  made  an  important  contact  in  Singapore,  the  then 
prince  of  Brunei  and  his  wife,  formidable  collectors  of  art  and 
jewelry.  They  became  lifelong  clients,  as  did  dozens  of  moneyed 
Malaysians,  Indians  and  Chinese.  The  Brunei  connection 
proved  extremely  valuable.  For  a  period  of  two  decades  start- 
ing in  1966,  Graff  says,  he  traveled  to  Brunei  as  frequently  as 
once  a  month  to  visit  with  the  royal  family,  who  brought  him 
along  to  polo  matches  and  gave  him  an  Aston  Martin  to  tool 
around  the  kingdom.  With  him  at  all  times  was  a  briefcase  loaded 
with  diamond  jewelry. 

By  the  1970s  the  Middle  East  was  awash  in  oil,  and  Graff's 
Arab  clients  were  jetting  to  London  to  spend  their  cash.  Graff 
became  their  point  person  there.  "If  they  needed  a  doctor,  I  found 


Best  Friends 


Stars  in  the  Graff  orbit:  (top  to  bottom)  Melania  Trump, 

Imelda  Marcos,  the  Queen  and  Sultan  of  Brunei, 
Victoria  Beckham,  Naomi  Campbell,  Elizabeth  Hurley. 


them  a  doctor.  If  they 
needed  a  car,  I  found 
them  a  car.  The  Saudi 
princesses  would  go 
shopping,  and  then 
they'd  come  to  my 
office  to  change  into 
their  new  clothes." 

Graff  closed  his 
two  small  shops  and  in  1974  opened  up  a  big- 
ger one  close  to  Harrods.  One  lucky  day  Saudi 
Prince  Turki  bin  Abdul  Aziz  walked  in  unan- 
nounced and  "bought  out  the  entire  shop," 
Graff  recalls,  "including  the  largest  diamond  I 
had  in  stock,  which  was  14  carats." 

Of  course  Graff  would  still  travel  when  a 
deal  was  to  be  made.  In  the  early  1980s,  after 
seeing  a  Graff  exhibition  in  Hong  Kong,  a  lady- 
in-waiting  to  Imelda  Marcos  invited  Graff  to 
the  Malacariang  Palace  for  an  audience  with  Madame  Marcos. 
At  the  end  of  Graff  s  week  in  the  Philippines  Mrs.  Marcos  bought 
three  storied  gems  that  he  had  carried  to  Manila,  for  a  total  of 
$10  million.  Among  them:  the  42-carat  Emperor  Maximilian, 
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Rock  stores:  Graffs  U.S. 
chief,  Henri  Barguirdjian, 
Francois  Graff  and  Laurence 
Graff  in  Las  Vegas  (top), 
the  New  Bond  Street  store 
in  London  (left)  and  the 
New  York  store. 


named  for  the  Austrian  archduke  who,  leg- 
end has  it,  was  wearing  the  diamond  around 
his  neck  in  a  pouch  when  he  faced  a  Mexi- 
can firing  squad  in  1867.  Graff  bought  it  at 
a  Christies  auction  in  1982  for  $726,000. 

By  the  early  1990s,  with  oil  money 
tapering  off  and  the  Sultan  of  Brunei  cutting 
back  on  his  jewelry  purchases,  Graff  decided 
his  shop  near  Harrods  needed  an  upgrade. 
Graff  relocated  to  New  Bond  Street  in  the  tony  Mayfair  neigh- 
borhood— and  went  on  a  real  estate  shopping  spree.  He  now  says 
that  his  commercial  real  estate  in  London  is  worth  $500  million. 

America,  where  half  the  worlds  diamond  jewelry  is  bought, 
was  Graff's  next  big  move.  Competitors  Cartier  and  Van  Cleef 
had  both  been  swallowed  up  by  corporate  conglomerate 
Richemont.  The  top  diamond  jewelry  brand  in  America,  Harry 
Winston,  had  descended  into  chaos  after  its  founder  died  in  1978 
and  sons  Ronald  and  Bruce  engaged  in  a  nasty  legal  battle  that 
crippled  the  business.  "There  was  really  a  vacuum  at  the  top  of 
the  pyramid,"  recalls  Frenchman  Henri  Barguirdjian,  50,  who 
runs  the  U.S.  operations.  "All  of  our  competitors  had  neglected 
that  end  of  the  market." 

Starting  in  2001  Graff  opened  stores  in  New  York, 
Chicago,  Las  Vegas  (in  Steve  Wynn's  casino)  and  in  Bal  Har- 
bour and  Palm  Beach,  Fla.  In  addition,  he  cut  a  deal  with  Saks 
Fifth  Avenue  to  build  three  in-store  boutiques,  in  New  York, 
Atlanta  and  San  Antonio,  and  to  sell  Graff  jewels  at  Saks  stores 
in  five  other  cities.  Graff  clients  enjoy  a  range  of  perks  you  won't 
get  at  Kay  Jewelers.  In  June,  for  instance,  Graff  paid  to  send  a 
burly  bodyguard  along  with  an  American  client  who  flew  to 
London  to  attend  a  function  where  she  planned  to  wear  a  mul- 
timillion-dollar piece  of  Graff  jewelry. 


Graffs  one  U.S.  misstep:  a  failed  attempt  to  open  a  store  in 
Beverly  Hills.  Wynn  caused  problems,  Graff  says,  because  the 
contract  between  them  gave  Wynn  a  partnership  interest  in  any 
store  within  a  radius  of  the  Wynn  casino,  which  included  Los 
Angeles,  until  September  2008.  (Wynn  declined  to  comment.) 
Graff  wound  up  dropping  his  Rodeo  Drive  plans,  losing  $1  mil- 
lion on  the  deal. 

Barguirdjian  says  each  of  the  U.S.  stores  has  turned  a  profit 
within  a  year  of  opening.  Graffs  800-square-foot  Manhattan 
store,  the  busiest  in  the  U.S.,  grossed  $65  million  last  year.  A 
spokesman  for  Harry  Winston  declined  to  answer  questions, 
but  two  sources  in  the  jewelry  business  say  sales  at  Winston's 
Fifth  Avenue  store  last  year  were  60%  of  Graff's  in  New  York. 

Graff  still  controls  virtually  every  aspect  of  his  business,  in- 
cluding marketing.  Graff  wrote  the  ad  copy  nine  months  ago 
for  a  $30  million  267-carat  multicolored  diamond  necklace:  "It 
took  Graff  and  nature  one  million  years  to  create  this  necklace." 
An  Asian  client  acquired  the  piece  shortly  after  the  ad  appeared. 
If  Graff  buys  a  stone  that  has  no  name  or  legend  attached?  No 
problem,  says  Francois  Curiel,  international  head  of  jewelry  and 
chairman  of  Christies  Europe.  Graff  will  simply  christen  it:  the 
Graff  Blue,  the  Graff  Orange,  etc.,  branding  the  gems  and,  Graff 
hopes,  increasing  their  value. 

Over  the  years  Graff  has  brought  three  family  members  into 
the  business,  including  son  Francois,  43,  who  holds  the  num- 
ber two  slot  at  Graff  Diamonds,  and,  Graff  says,  will  eventually 
take  the  top  job.  (Francois  French  mother,  Anne-Marie,  has  been 
married  to  Graff  for  45  years;  the  couple  has  two  other  children.) 

This  fall  Graff  will  open  stores  in  Hong  Kong,  Tokyo  and 
Geneva,  double  the  size  of  his  flagship  store  in  London  and 
undertake  construction  on  a  new  4,200-square-foot  Manhat- 
tan boutique  on  Madison  Avenue. 

At  the  same  time,  Graffs  Safdico  wholesale  business  is 
expanding,  constructing  diamond  factories  and  an  office  park 
that  will  eventually  employ  several  hundred  workers  in 
Botswana.  Graff  says  he  wants  to  further  extend  his  vertical  reach 
into  mining.  Last  year  he  failed  in  his  attempt  to  buy  a  control- 
ling stake  in  the  Letseng  mine  in  the  mountain  kingdom  of 
Lesotho.  Graff  rues  the  lost  opportunity,  since  just  weeks  later 
the  603 -carat  Lesotho  Promise  was  unearthed  there,  the  fifteenth- 
largest  rough  ever  discovered.  Graff's  Safdico  ended  up  buying 
the  stone  in  October  2006  for  $12.4  million.  He  thinks  he  can 
double  that  investment. 

Graff  says  he's  not  interested  in  selling  out,  even  at  a  time 
when  private  equity  firms  like  Ronald  Burkle's  Yucaipa  are 
investing  in  British  jewelers  Garrard  and  Stephen  Webster.  "In 
my  thinking,  I'm  just  starting  out,"  Graff  says.  And  he  has  no 
taste  for  going  public.  He  did  that  in  1973,  selling  a  third  of  the 
company,  but  decided  he  hated  dealing  with  shareholders  and 
a  board.  By  1978  he  had  bought  back  all  the  shares. 

For  now  Graff  stands  alone  in  his  domination  of  jewelry's 
upper  reaches.  Observes  Christie's  Francois  Curiel:  "The  Jacques 
Arpels,  Harry  Winstons  and  Gerard  Boucherons  are  long  gone 
from  the  business.  Where  else  can  a  customer  walk  in  and  see 
the  man  behind  the  brand?"  F 
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Private  investment  in  the  Peruvian 
economy  is  growing  at  a  rate  of  20%, 
boosted  by  favorable  business  condi- 
tions and  the  expected  ratification  of  a 
free  trade  agreement  with  the  U.S. 

President  Alan  Garcia  says  that  an 
increase  in  domestic  consumption, 
together  with  rising  foreign  investment, 
will  result  in  economic  growth  of 
between  7%  and  8%  this  year. 

The  trade  deal  with  the  U.S.  is  expect- 
ed to  create  thousands  of  jobs  in  the 
unregistered  sectors  of  the  economy  and 
provide  the  basis  for  long-term  stability 
in  the  region. 

Peru  has  Latin  America's  fifth-largest 
population,  and  has  enjoyed  consistent 
growth  since  1992,  a  record  unmatched 
by  neighboring  states.  In  the  past  few 
years,  Garcia's  right-of-center  govern- 
ment has  managed  to  subdue  the  activi- 
ties of  rebellious  left-wing  groups  that 
have  challenged  the  government's 
authority  for  decades. 

While  half  the  population  is  still  classi- 
fied as  living  in  poverty,  hopes  are  high 
that  the  free  trade  deal  will  reinforce  the 
government's  efforts  to  improve  the 
quality  of  life  throughout  the  country. 


Leading  the  Way 


Next  Steps 


In  the  past  12  years,  Peru's  banking 
sector  has  become  increasingly  com- 
petitive. However,  with  only  two  for- 
eign and  two  domestic  banks  currently 
operating  in  the  country,  financial  ana- 
lysts describe  this  Andean  nation  as 
being  substantially  under-banked. 

"This  is  still  a  relatively  small  economy 
by  global  standards,  but  we  are  enjoying 
an  extended  period  of  monetary  and 
economic  stability.  We  think  this  is  a  key 
moment  for  Peru,"  says  Raimundo 
Morales,  general  manager  of  Banco  de 
Credito  del  Peru  (BCP),  the  country's 
leading  financial  institution.  "The  chal- 
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lenge  for  all  banks  is  the  formalization  of 
an  economy  that  is  still  very  informal," 
he  adds. 

A  necessary  step  for  the  banks  is  to 
attract  the  business  of  the  estimated  8 
million  workers  who  earn  more  than  the 
minimum  wage,  but  who  do  not  have  a 
bank  account. 

According  to  Walter  Bayly,  chief  finan- 
cial officer  of  Credicorp,  BCP's  holding 
company,  the  reason  so  many  Peruvians 
don't  have  bank  accounts  has  less  to  do 
with  them  being  unaccustomed  to  using 
banks,  or  to  a  distrust  of  the  institution 
itself,  than  it  does  with  availability.  The 
country's  banks,  says  Bayly,  have  yet  to 
develop  adequate  distribution  channels 
and,  "people  are  not  willing  to  take  a 
20-minute  bus  ride  to  get  to  some  of 
our  branches." 

To  overcome  these  hurdles,  BCP  has 
appointed  merchants  in  less-developed 
areas  to  be  its  agents,  and  has  installed 
a  system  of  cashless  automated  teller 
machines  (ATMs),  many  of  which  are 
located  in  neighborhood  stores. 

"When  a  customer  selects  an  amount 
he  wants  to  withdraw,  he  passes  his 
debit  card  through  the  machine  and  out 
comes  a  voucher, "  says  Bayly.  "The  with 
drawal  is  transferred  from  the  customer'? 
account  to  the  shop  owner's  account, 
who  gives  the  customer  the  cash." 

"By  using  the  resources  of  the  mer- 
chant, the  actual  transactions  are  much 
cheaper,  and  we're  not  transporting 
money  or  carrying  significant  over- 
heads," adds  Morales. 

BCP  is  now  preparing  to  launch  what 
Bayly  describes  as  a  "true  zero-cost 
account,"  which  has  no  minimum  balanc 
and  no  monthly  fee  as  long  as  transac- 
tions are  carried  out  on  the  Internet  or 
through  the  cashless  ATMs  and  agents. 

He  believes  the  Peruvian  banking  infra- 
structure has  to  double  in  size  and  that 
its  institutions  must  invest  heavily  in  orde 
to  keep  up  with  faster-than-anticipated 
growth  in  the  sector.  ♦> 
Michael  Knipe 
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inergy  Reserves 

rhe  discovery  of  substantial  oil  and 
gas  reserves  in  the  foothills  of  the 
Andes  in  northern  Peru  offers  the 
'ospect  of  a  massive  injection  of 
?trodollars  into  the  country's  economy. 
"Within  the  next  five  years  we  will  pro- 
jce  100  million  barrels  a  day,"  says 
aniel  Saba,  president  of  Perupetro,  the 
ate-owned  company  responsible  for 
'omoting  hydrocarbon  exploration  and 
cploitation. 

Saba  says  the  renewed  and  intensified 
terest  in  the  country's  oil  resources  is 
artly  due  to  Peru's  improved  legal 
ability  and  its  growing  reputation  as  a 
)untry  worthy  of  investment. 
The  latest  discoveries  have  been  in  the 
Drth.  However,  the  Camisea  region  in 
ie  south  is  the  site  of  the  largest  natural 
as  reserve  in  Latin  America,  and  its  fields 
e  already  in  production. 
Saba  says  there  is  enough  gas  to  satisfy 
Dimestic  demand,  export  and  warrant 
ie  development  of  a  petrochemical 
dustry  with  a  potential  capacity  of  a 
illion  tons,  which  would  make  it  one  of 
ie  largest  in  the  world.  Establishing  such 
i  industry  will  require  the  government 
i  invest  in  infrastructure  and  provide  tax 
centives. 

"We  have  spoken  with  various  investors 
ho  agree  with  this  model,"  says  Saba. 
Vid  we  are  talking  about  major  invest- 
ents  of  up  to  $1  billion. "❖ 


Highways  to  Growth 

Peru's  economy  is  getting  a  much- 
needed  impetus  from  the  President's 
commitment  to  developing  the 
country's  long-neglected  infrastructure. 

The  construction  sector,  in  particular, 
stands  to  benefit.  Plans  call  for  more  than 
$800  million  in  public  and  private  funds 
to  be  spent  over  the  next  three  years  on 
highway  projects  throughout  the  country. 
Substantial  money  has  also  been  ear- 
marked for  the  construction  of  a  major 
port  and  several  liquid  natural  gas  plants. 
The  sector  expanded  by  9.1  %  in  the  first 
three  months  of  this  year  and  is  expect- 
ed to  grow  to  around  $8.5  billion  by 
2010. 

A  leading  player  in  the  building  boom 
is  Odebrecht,  a  Brazilian  conglomerate 
specializing  in  construction,  engineering, 
chemicals  and  petrochemicals.  Since  it 
began  operating  in  Peru  in  1974,  the 
corporation  has  built  highways  and 
roads,  petrochemical  and  hydroelectric 
plants,  and  dams  and  bridges. 

"Now  that  Peru  is  booming,  projects  are 
flowing  at  a  faster  pace  and  we  are  being 
rewarded  for  the  commitment  we  have 
shown  to  this  country,"  says  Jorge  Barata, 
director-superintendent  of  Odebrecht  Peru. 

However,  while  there  has  been  a  notice- 
able upswing  in  construction  activity,  low 
levels  of  investment  in  the  past,  inherent 
difficulties  of  working  in  the  Amazon  and 
the  Andes  and  a  cumbersome  project 


From  roads  to  irrigation  schemes,  from  treatment 
plants  to  sewage  systems,  tunnels  and  dams, 
Odebrecht  has  been  building  a  better  quality  of  life 
for  the  people  of  Peru  since  1979. 


ODEBRECHT 


approval  process  have  left  Peru  with  a 
staggering  infrastructure  deficit. 

"There  are  cities  like  Puerto  Maldonado, 
a  tourist  center  in  the  Amazon  basin,  and 
Iquitos,  the  largest  city  in  the  Peruvian 
rainforest  with  over  400,000  people,  that 
still  do  not  have  a  highway  linking  them 
to  the  rest  of  the  country,"  says  Barata. 
Nor  does  Peru  have  a  highway  connecting 
it  to  its  neighbor,  Brazil. 

At  least  money  is  no  longer  an  insur- 
mountable obstacle.  "With  the  economy 
booming,  there  is  adequate  financing  from 
the  local  markets,  especially  as  pension 
funds  are  highly  capitalized,"  says  Barata. 

At  present,  Odebrecht's  biggest  proj- 
ects are  related  to  the  Initiative  for  the 
Integration  of  Regional  Infrastructure  in 
South  America  (URSA),  an  ambitious  plan 
to  extend  transportation,  energy  and 
telecommunications  links  between  12 
Latin  American  countries.  ❖ 
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For  28  years  we  have  been 
working  towards  the  development  of 
the  country...  growing  together 


of  ODDortunitiesI 


a  window  of  opportunities 

We 

offer 
the  best 
alternative 
to  subscribe 
License  Contracts 
for  the  Exploration 
and  Production 
of  Hydrocarbons 

in  Peru 

Contract  Stability,  Competitive  Royc 
Huge  Natural  Gas  Potential, 
Heavy  and  Light  Oil  discoveries. 

Visit  us:  www.perupetro.com.pe 


5. 

LT'".. 

ft  - 

1 

THE  GLAD-TO-BE-GEEKY  ENGINEERS  AT 
Seagate  Technology  have  spent  years  hap- 
pily churning  out  millions  of  cheap  disk 
drives,  aiming  their  commodity  at  other 
engineers— those  at  the  worlds  major  com- 
puter makers.  But  the  disk  drive  market  is  racked  by 
lethal  price  competition  and  faces  a  longer-term 
threat:  the  rise  of  flash  memory  chips.  So  Seagate  now 
must  woo  an  utterly  different  client:  the  digital 
consumer. 

"Those  who  continue  to  live  by  the  sword  will  get 
killed  by  a  guy  with  a  gun,"  says  William  Watkins, 
chief  executive  of  Seagate  (annual  sales:  $1 1.4  billion), 
explaining  his  effort  to  remake  the  world's  largest 
drivemaker  into  an  emotive,  touchy-feely  consumer 
company. 

And  so  it  was  that  James  Druckrey,  a  recent 
Seagate  recruit  from  Gibson  Guitar,  teamed  up  with 
turtlenecked  artistes  at  Frog  Design  to  create  a  sleek 
new  look  for  a  line  of  back-up  drives  aimed  at  admen 
and  other  creative  professionals.  The  result:  a  thin, 
upright  anodized  aluminum  case  in  a  dark  color 
called  "espresso,"  with  a  yellow  light  called  "amber" 
that  wraps  around  the  drive's  edge  and  pulses  when 
turned  on. 

Druckrey  tried  to  translate  the  concept  to  befud- 
dled Seagate  scientists  and  suits.  He  talked  about  the 
"voice"  of  Seagate  and  the  "soul"  of  the  machine.  He 
showed  them  pictures  of  steak  and  kiwi  fruit  and 
talked  about  the  drive's  "warm-blooded  core."  He 
tried  to  explain  its  carefully  selected  brand  name: 
Free  Agent,  meant  to  convey  creativity,  independence 
and  action.  "They  looked  at  me  like  I  was  a  Martian," 
he  says. 

"He  was  talking  for  45  minutes  about  'design'  and 
emotion,'"  says  Watkins,  laughing.  "All  we  wanted  to 


across  and  hold  80  to  160  gigabytes — face  new  com- 
petitive pressures.  In  the  first  quarter  of  this  year  the 
industry  slashed  its  prices  on  those  drives  by  20%. 
Seagate  is  also  seeing  competition  from  flash  (see  box, 
p.  94),  These  solid-state  chips  once  were  confined  to 
cell  phones  and  other  tiny  low-storage  devices.  But  last 
month  a  rival,  SanDisk,  introduced  a  64-gigabyte  flash 
drive  for  laptops;  Intel  aims  to  produce  an  80-gigabyte 
flash  system  by  the  end  of  next  year. 

All  told,  disk  drive  sales  are  up  65%  in  four  years, 
to  $30  billion  for  2006,  but  flash  sales  have  increased 
sixfold  to  $14  billion.  Until  recently  Seagate's  corps 
largely  trashed  flash  and  dismissed  any  threat.  (And 
flash  still  costs  a  lot  more:  Gartner  analyst  John 
Monroe  says  by  year-end  2009  flash  will  cost  $1.55  per 
gigabyte,  compared  with  only  13  cents  in  a  hard 
drive.)  But  the  company  flopped  in  its  own  attempts 
to  flummox  flash  by  selling  even  tinier  drives  for 
palm-size  devices.  When  Seagate  lost  Apple's  iPod 
business  to  flash  rivals  in  2006,  "it  started  me  think- 
ing," Watkins  says.  "Maybe  we  protested  too  much." 

Around  the  same  time,  he  had  an  epiphany:  The 
hard  drive  itself  was  no  longer  the  real  point,  and 
manufacturers  were  no  longer  his  only  customers — 
instead  the  content  on  the  drives  matters,  too,  and 
gadget  consumers  are  the  next  target.  Thus  Seagate 
needed  to  conjure  up  a  new  generation  of  fat  drives 
preloaded  with  precious  cargo — all  manner  of  soft- 
ware or  thousands  of  licensed  songs  or  hundreds  of 
TV  shows  and  movies. 

"It  finally  dawned  on  me  that  moving  digital  con- 
tent would  be  the  most  important  thing  in  our  lives, 
and  if  that  were  true,  it  didn't  matter  if  it  was  a  hard 
drive  or  flash,"  the  Seagate  chief  says.  "And  I  had  a 
sudden  realization  that  no  one  around  the  table  could 
get  us  where  we  needed  to  go — including  me." 


Forest 


By  Erika  Brown 


know  was,  how  much  is  that  light  gonna  cost?"  He 
adds:  "The  whole  thing  is  so  totally  different  from 
what  we  would  do  ourselves.  Our  packaging  used  to 
be  designed  so  no  one  could  steal  it.  The  new  box 
doesn't  even  say  there's  a  3.5-inch  disk  in  there!" 

For  Seagate,  targeting  the  digital  consumer 
requires  a  personality  transplant,  now  in  midsurgery. 
Urgency  fuels  this  switch,  for  one  of  Seagate's  core 
businesses— laptop  drives  that  measure  2lh  inches 


So  Watkins  has  turned  his  company  upside  down. 
He  exhorts  his  corps  of  54,000  people  to  keep  squeez- 
ing more  costs  out  of  the  old-line  disk  business  while 
digging  deeper  into  new  terrain  such  as  services, 
branded  consumer  gadgets  and  newfangled  ways  to 
store  and  deliver  digital  fare. 

To  shore  up  Seagate's  core  business  Watkins  paid 
$1.9  billion  in  2006  to  acquire  Maxtor,  another  big 
disk  drive  maker.  In  December  the  company  pushed 
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into  services  with  the  $185  million  acqui- 
sition of  Evault,  an  Internet-based  data 
back-up  company  that  serves  small  busi- 
nesses. It  also  put  nearly  $10  million  into 
building  a  160-gigabyte  hybrid  disk-and- 
flash  drive,  which  started  shipping  in 
laptops  in  June. 

"We're  going  from  being  a  disk  drive 
maker  to  being  a  storage  solutions  com- 
pany," says  Watkins.  "The  answer  to  every 
problem  is  not  a  hard  drive."  He  directed 
every  division,  from  desktop  drives  to 
DVRs,  to  hatch  a  plan  for  flash.  The  com- 
pany also  hired  execs  with  zero  disk  drive 
experience,  raiding  consumer  companies 
such  as  Kodak,  Gibson  Guitar  and  Har- 
man  Kardon,  as  well  as— gasp! — a  chip 
company  that  makes  flash  memory.  "We 
needed  a  semiconductor  bigot,"  he  says. 

Seagate's  overhaul  also  required  a  new 
ad  approach.  In  promoting  the  sleek, 
espresso-colored  back-up  drives,  ads 
ditched  talks  of  "speeds  and  feeds"  to  tap 
peoples  fears.  One  stunt  involved  piling 
thousands  of  "lost"  CDs  on  top  of  one 
another.  Print  ads  pictured  people  com- 
posed of  puzzle  pieces,  with  parts  missing. 
The  company  is  spending  $10  million  on 
the  effort— reluctantly.  "I  could  easily 
spend  $100  million  on  a  new  technology 
risk,  but  advertising  is  hard.  We  don't 
know  how  to  do  it,  and  we  don't  know 
how  to  measure  it,"  Watkins  says. 

He  is  more  enthusiastic  about  a  new, 
supersecure  line  of  drives  known  as  FDE 
for  full  disk  encryption,  by  which  sensitive 
data  are  stored  on  hidden  tracks  outside  a 
disk's  usual  recording  area.  Seagate  will 
start  shipping  FDE  drives  to  a  major  maker 
of  notebook  computers  this  summer. 

More  importantly,  FDE's  hack-proof 
design  may  entice  content  providers  to 
join  Seagate  in  a  new  push  for  fully  loaded 
drives.  That  potentially  could  disrupt  old 
Hollywood  distribution,  mass-market 
retailing  and  digital  content  (music, 
movies  and  TV  shows,  and  software  pro- 
grams). Seagate  is  in  talks  with  software 
firms  and  producers  to  mull  possible  busi- 
ness models,  digital-rights  approaches  and 
other  issues. 

One  possibility:  Seagate  preloads  a 
drive  with,  say,  the  entire  music  library  of 
Sony  BMG,  or  every  blues  song  ever 
recorded.  Seagate  could  ship  the  drive  to  a 


PC  maker,  or  build  and  sell  its  own  exter- 
nal storage  device.  Watkins,  a  diehard 
Deadhead,  is  in  talks  to  produce  a  drive 
holding  all  the  Grateful  Dead's  tunes.  To 
grab  a  song,  a  listener  would  click  on  it 
and  get  to  it  instantly,  without  waiting  for 

Form  &  Function  

Seagate  spent  28  years  making 
utilitarian  disk  drives  for  computer 
companies.  Now  it  woos  digital 
consumers  with  shades  of  espresso 
and  amber.  The  company  is  also 
flirting  with  a  technology  called  flash. 
Keep  an  eye  out  for  new  deals. 

 Hard  Disk  

•Magnetic  head  reads  data  from  a 
spinning  platter 

•Records  new  data  faster  than  flash 

•Ideal  for  servers,  PCs,  laptops,  digital 
video  recorders 

•Can  last  40  years 

•Leaders:  Seagate,  Western  Digital, 
Samsung,  Hitachi 

Solid-State  Flash 

•Microchip-based 

•Reads  random  data  faster  than  disks 

•Ideal  for  small,  low-memory  gadgets 
such  as  mobile  phones,  cameras, 
portable  music  players 

•Costs  more  per  gigabyte  than  disks 

•Lasts  a  few  years.  Can  be  rewritten 
only  a  limited  number  of  times 

•Leaders:  Samsung,  Toshiba,  Hynix, 
SanDisk 


The  sleek  new  Free  Agent  drive  comes 
with  up  to  750  gigabytes — enough  to 
store  200  movies  or  150,000  songs. 


a  download  a  la  iPod.  Seagate  would 
charge  a  fee  and  take  a  cut.  Suddenly,  new 
would-be  rivals  emerge:  Apple  and 
Wal-Mart. 

Seagate,  whose  new-media  efforts  are 
led  by  marketing  chief  Brian  Dexheimer, 
also  wants  to  become  a  movie  house  of 
sorts.  The  film  industry  generated  $35  bil- 
lion in  sales  in  2006,  and  DVDs  were  56% 
of  that  figure,  translating  into  10  exabytes 
(a  quintillion  bytes)  of  data.  Why  spend 
money  to  package  and  distribute  all  those 
movies  individually  when  you  could  sell 
hundreds  at  a  time?  Consumers  could  buy 
Seagate  storage  devices  preloaded  with 
every  movie  ever  made  by,  say,  Walt 
Disney  Co.  Seagate  hopes  to  strike  a  deal 
with  a  big  content  company  by  year-end. 

Elsewhere,  Seagate  is  ready  with  a  new 
product  called  Dave  (digital  audio  video 
experience),  a  1.8-inch  drive  with  up  to  60 
gigabytes  of  storage  and  networking  soft- 
ware that  will  link  it  to  computers  of  all 
sizes.  Dave  would  let  a  Blockbuster  cus- 
tomer skip  a  DVD  in  favor  of  using  a  kiosk 
to  select  a  movie,  plug  in  Dave  and  down- 
load the  flick.  At  home  Dave  would  synch 
wirelessly  with  your  TV  set,  DVR  or  iPod. 
You  could  do  the  same  with  videogames. 

"Not  everyone  who  is  already  making 
money  on  content  will  continue  to  make 
money,"  says  Watkins.  "Someone  is  going 
to  lose,  whether  it's  TV  stations  or  cable  or 
Wal-Mart  or  the  DVD  companies."  That  is 
why  Seagate's  content  effort  could 
founder — Hollywood  has  a  genetic  resist- 
ance to  new  distribution  schemes. 

"The  fear  of  digital  distribution,"  says 
former  Viacom  chief  Frank  Biondi,  a 
member  of  the  Seagate  board,  "is  that 
what  was  once  called  your  library  is  now 
called  public  domain.  One  studio  head 
told  me  he  hopes  to  be  retired  before  he 
has  to  make  this  decision.  They  figure 
there's  no  hurry  because  they  can  still 
make  money  as  long  as  they  keep  their 
copyrights." 

But  as  content  goes  online,  Seagate 
stands  to  win.  Every  time  a  kid  shoots 
video  of  his  friends  skateboarding  and 
copies  it  from  his  camera  to  his  computer 
to  his  video  iPod  to  his  back-up  drive, 
Seagate  could  profit.  Each  step  will  require 
more  storage.  If  Bill  Watkins  has  his  way, 
all  those  bits  will  be  his.  F 
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Education 


Winds  of  Change: 
Principal  Gary  Robichaux  and 
MeDonogh  15  students. 


I  OR  THE  CHILDREN  OF  NEW  ORLEANS 
the  horrors  of  Hurricane  Katrina  are  hard  to 
erase,  even  two  years  later.  Michelle  Brooks,  who 
finished  eighth  grade  in  June,  vividly  recalls  the 
chaos  of  cops  and  helicopters  as  she,  her  family 
and  a  dozen  neighbors  fled  to  a  couple  of  condos 
that  belonged  to  her  mother's  employer.  Eight 
days  later  they  were  evicted  and  ended  up  in 
Houston.  Her  classmate  Brianne  LaFargue  tells  of 
how  she  and  her  family  made  it  to  Columbia, 
Miss,  and  took  over  an  abandoned  house  with  no 
power;  they  survived  for  days  on  peanut  butter 
sandwiches. 

"A  lot  of  my  friends  I  never  saw  again," 
Brianne  says. 

But  both  girls  have  reaped  the  benefits  of  a 
startling  upside  that  has  emerged  from  the  tragedy 
and  trauma:  the  new  MeDonogh  15  School  for  the 
Creative  Arts,  one  of  the  most  innovative  schools 
in  the  country.  Michelle  prefers  to  talk  about  her 
future:  "I  want  to  go  to  UCLA  or  Spelman  College 
and  become  a  general  practitioner."  Brianne  vows: 
"I  am  going  to  college  in  201 1. 1  want  to  go  to  the 
University  of  Florida  or  the  University  of  Texas 
and  become  a  genetic  scientist." 


Katrina's  Surprise 


Nicknamed  the  Little  Red  Schoolhouse  and 
perched  on  dry  land  in  the  French  Quarter,  com- 
fortably above  sea  level,  the  school  now  brims 
with  energy,  ambition  and  rising  test  scores 
among  its  420  students,  more  than  90%  of  them 
from  low-income  African-American  families. 
Remarkably,  it  thrives  in  a  still  toppled  city  in  the  midst  of  one  of 
the  worst  school  systems  in  the  nation. 

"It  took  a  hurricane  to  speed  up  and  really  jump-start  the 
reform  efforts  in  New  Orleans,"  says  Gary  Robichaux,  principal 
of  MeDonogh  15  (named  for  a  slave  owner  who  over  a  century 
ago  left  an  endowment  for  building  public  schools  in  New 
Orleans).  "Before,  we  were  tied  up  in  what  became  a  complex 
bureaucracy.  Now  we  have  the  autonomy  to  do  what  we  need  to 
get  done  to  make  our  schools  successful." 


In  the  hurricane's  aftermath, 
a  charter  school  in  New  Orleans  defies  the 
odds  and  thrives.  By  Kerry  A.  Dolan 


For  months  after  Katrina's  assault  many  children  now  under  his 
watch  showed  signs  of  post-traumatic  stress  disorder:  scared  to  leave 
their  parents,  angry  or  tearful,  unable  to  focus.  Some  relived  the  hur- 
ricane over  and  over  in  their  heads,  while  others  cowered  in  thun- 
derstorms. In  art  therapy  they  drew  pictures  of  corpses,  flooded 
houses,  lost  pets  and  people  escaping  in  boats  and  cars. 

Today  MeDonogh  15  is  more  accustomed  to  happy  hallways 
bursting  with  the  colors  of  Mardi  Gras  and  the  strains  of  adoles- 
cents playing  New  Orleans  jazz  in  the  school  band.  Student  uni- 
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Churchill  Management  Group 
5900  Wilshira  Blvd.,  Suite  600 
Los  Angeles,  CA  90036 
877-937-71 1 0  www.churchillmanagement.com 

Since  1963,  we  have  specialized  in  providing  clients 
peace  of  mind  and  prosperity  by  delivering  superior 
returns  in  favorable  market  periods  and  preserving 
capital  in  high  risk  environments. 

Anchor  Capital 
16140  Sand  Canyon  Ave.,  Suite  101 
Irvine,  CA  92618 
949-341  -0000  www.anchor-capital.com 

Independent  wealth  management  for  families, 
trusts  and  institutions  seeking  consistent  results 
and  absolute  performance. 

JDM  Financial  Group 
11301  Olympic  Blvd.,  Suite  330 
West  Los  Angeles,  CA  90064 
310-479-4122  www.jdmfinance.com 

We  specialize  in  helping  clients  make  well-informed 
financial  decisions;  our  expertise  is  in  personalized 
retirement  planning,  portfolio  management  and 
client  education. 

Weatherly  Asset  Management 
832  Camino  Del  Mar,  Suite  4 
Del  Mar,  CA  92014 
858-259-4507  www.weatherlyassetmgt.com 

We  are  an  SEC  registered  advisor  that  provides 
quality,  comprehensive  and  personalized  wealth 
management  services  to  the  affluent  client. 

CASTRO  Financial  Group,  Inc. 
501  W.  Broadway,  Suite  800 
San  Diego,  CA  92101 
877-234-4752  www.castrofinancialgroup.com 

We  are  a  global  wealth  management  company 
providing  financial  diversification;  thus  creating 
and  investing  our  client's  wealth  through 
various  means. 

Leonard  Wealth  Management 
417  Beryl  Street 
Redondo  Beach,  CA  90277 
310-697-0400 

www.leonardwealthmanagement.com 

We  provide  peace  of  mind  through  fee-only 
services,  fiduciary  responsibility,  investment 
discipline  and  personal  attention. 


Orange  Capital  Management 
333  South  Anita  Dr.,  Suite  625 
Orange,  CA  92868 
800-481 -PLAN  www.ocminc.net 

We  strive  to  lead  the  industry  in  providing 
innovative  wealth  management  strategies  and 
solutions  to  the  high  net  worth  community. 

The  Keller  Group  Investment 
Management,  Inc. 

1 8300  Von  Karman,  Suite  600 
Irvine,  CA  92612 
800-224-7931  www.kellerinvest.com 

Managing  over  $  1  Billion,  our  goal  is  simple 
-exceed  client  expectations  for  service  and 
performance  with  results  oriented  solutions  for  their 
investment  and  financial  planning  needs. 

Reed  Financial  Network 
41391  Kalmia  St.,  Suite  130 
Murrietta,  CA  92562 
951-696-6714  www.dsreed.com 

Reed  Financial  Network  provides  exit  planning 
strategies  to  business  owners  wishing  to  sell  or 
transfer  their  ownership  interests. 

Heller  Capital  Resources 
1 1 835  West  Olympic  Blvd.,  Suite  360 
Los  Angeles  CA,  90064 
310-473-5445  www.hellerfunds.com 

We  provide  comprehensive  personalized 
wealth  management  services  based  on  security, 
communication  and  trust. 

www.themostdependable.com 

TheMostDependable.com  is  a  service  of  Goldline  Research.  Go/dline  Research  uses  a  rigorous  proprietary  research 
process  to  evaluate  tens  of  thousands  of  service  providers  each  year  in  numerous  industries.  We  have  verified  the 
criteria  above  for  each  of  the  companies  represented.  The  companies  listed  above  are  listed  in  no  particular  order, 
and  we  make  no  specific  comparisons  between  the  companies  listed  above  and  any  unlisted  companies.  Goldline 
Research  is  not  affiliated  with  Forbes  Magazine. 
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Education  

forms  come  in  green  shirts  for  prekindergarten  through  first 
grade,  gold  for  second  grade  through  fourth  and  purple  for  fifth 
through  eighth  grades,  each  shirt  bearing  an  uplifting  slogan 
("No  short  cuts.  No  excuses."  "Work  Hard.  Be  Nice"). 

The  school  day  runs  extra  long,  from  8  a.m.  to  5:30  p.m.,  plus 
a  half-day  every  other  Saturday.  Discipline  is  strict,  but  classes  are 
livened  up  with  clapping  and  chanting— "Read,  baby,  read!"  Stu- 
dents go  home  with  two  hours  of  homework  each  day,  and  they 
can  call  their  teachers'  cell  phones  with  any  questions.  The  heavy 
emphasis  on  reading  is  leavened  with  daily  creative  arts  classes 
that  include  French  and  jazz  band.  Good  behavior  earns  the  kids 
"paycheck  points,"  which  add  up  to  such  rewards  as  invites  to  a 
school  dance  or  a  trip  to  SeaWorld  in  San  Antonio. 

In  just  one  year  since  opening  in  August  2006  McDonogh  15 
students  have  made  great  strides.  About  85%  of  kids  grades  three 
through  eight  began  the  school  year  two  or  more  grade  levels 
behind,  on  one  reading  evaluation.  Now  all  but  29  children  are  at 
grade  level  or  better.  In  September  2006  the  reading  skills  of 
McDonogh  15's  eighth-graders  were  better  than  only  22%  of 
eighth-graders  nationwide,  and  now  they  read  better  than  41%. 
The  class'  math  scores  soared,  from  the  21st  percentile  in  Sep- 
tember 2006  to  the  80th  percentile  in  May  2007,  meaning  they 
now  outscore  80%  of  the  nation's  13 -year-olds.  Other  grades 
posted  equally  impressive  improvements. 

It  is  a  surprising  departure  from  a  deplorable  history.  The 
school  district  in  New  Orleans  was  failing,  financially  and  educa- 
tionally, even  before  Katrina  struck  on  Aug.  29,  2005.  It  ranked 
second  to  last  in  the  state,  and  some  high  schools  had  twelfth- 
grade  dropout  rates  approaching  40%.  A  school  corruption  probe 
that  began  in  2003  brought  convictions  of  23  people  on  charges 
of  kickbacks  and  fraud,  including  a  former  school  board  head, 
two  teachers  and  a  contractor. 

In  the  hurricane's  aftermath  the  state  took  control  of  107  of 
the  city's  128  schools.  Now,  in  what  some  are  calling  a  grand 
experiment,  31  of  the  58  public  schools  that  have  reopened  in 
New  Orleans  are  operating  as  charter  schools,  freeing  them  from 
school  board  oversight  and  letting  them  set  their  own  curricu- 
lums  and  hire  and  fire  at  will.  In  New  Orleans  charter  schools 
now  educate  half  the  city's  27,000  students,  a  larger  portion  than 
anywhere  else  in  the  country.  Nine  more  charter  schools  have  the 
go-ahead  to  open  in  the  fall. 

"It's  a  stunning  transformation  of  public  education,  given  that 
there  was  nothing  there  to  begin  with  that  could  provide  a 
model,"  says  Jeanne  Allen,  president  of  the  Center  for  Education 
Reform  in  Washington,  D.C. 

McDonogh  15  is  one  of  55  public  charter  schools  that  make 
up  a  nationwide  network  known  as  KIPP  ("Knowledge  Is  Power 
Program"),  dedicated  to  serving  low-income  and  minority  stu- 
dents with  a  rigorous  curriculum.  It  was  founded  in  1994  by 
Michael  Feinberg  and  David  Levin,  who  had  spent  two  years 
working  in  the  Teach  For  America  program.  Since  then  Gap 
founders  Doris  and  Donald  Fisher  have  donated  $45  million. 

KIPP  school  principals  spend  a  year  in  training,  taking  sum- 
mer classes  at  a  partnership  between  Stanford's  business  and  edu- 
cation schools  and  working  stints  at  KIPP  schools.  All  KIPP 


schools  have  longer  school  days  and  most  have  some  kind  of  pay- 
check system  for  motivating  students,  and  all  are  staffed  largely 
by  young,  nonunion,  still  motivated  teachers. 

The  journey  to  McDonogh  15  began  with  a  phone  call. 
Robichaux,  now  45  and  a  longtime  Louisiana  educator,  had 
become  the  principal  of  KIPP  Phillips  Preparatory,  a  new  public 
charter  school  that  had  opened  for  summer  school  in  July  2005 
in  New  Orleans'  poverty-stricken  Seventh  Ward.  Five  weeks  later 
Katrina  put  the  school  under  6  feet  of  water.  Robichaux  made  it 
to  Baton  Rouge  and  then  flew  to  Orlando  to  hole  up  in  a  hotel. 

A  few  days  later  Robichaux's  cell  phone  rang.  A  Phillips 
eighth-grader,  Kariem  Ramee,  had  been  evacuated  from  the  St. 
Bernard  Housing  Project  with  his  family  and  was  camped  out  in 
the  Houston  Astrodome.  "He  wanted  to  know  if  I  could  help  him 
get  into  the  KIPP  school  in  Houston,"  says  Robichaux,  who  imme- 
diately called  two  other  teachers  and  the  director  of  operations 
from  KIPP  Phillips. 

All  of  them  made  their  way  to  Houston  in  search  of  their 
KIPP  students,  combing  through  shelters  at  the  Astrodome,  the  i 
Reliant  Center  and  the  George  R.  Brown  Convention  Center. 
They  found  25  of  the  120  students  and  were  able  to  get  a  few  ot  I 
them  into  a  KIPP  school  in  Houston. 
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"It  took  a  hurricane  to  jump-start 
reform  efforts  in  New  Orleans.  Now 
we  have  the  autonomy  we  need." 


Working  with  KIPP  cofounder  Michael  Feinberg,  who  lives  in 
Houston,  Robichaux  and  his  core  staff  created  a  transitional  KIPP 
school  in  Houston  to  serve  the  New  Orleans  evacuees  until  they 
could  return  home.  They  put  it  together  in  all  of  two  weeks. 

New  Orleans  West  (NOW)  College  Prep  opened  its  doors  in 
central  Houston  on  Oct.  3,  2005  (a  week  behind  schedule  due  to 
evacuations  for  Hurricane  Rita).  It  began  with  100  students  span- 
ning kindergarten  through  eighth  grade,  but  as  more  New  Orleans 
families  heard  about  the  school,  enrollment  ballooned  to  400. 

Feinberg  worked  with  Teach  For  America  to  round  up  30 
recruits  who  had  already  committed  to  spend  two  years  working 
in  New  Orleans  schools,  most  of  them  fresh  out  of  college  with 
just  two  weeks'  experience.  Robichaux,  meanwhile,  mulled  over 
how  to  get  these  students,  and  himself,  back  home  to  New 
Orleans.  He  and  his  then  ops  director,  Jonathan  Bertsch,  began 


Sounds  of  Success:  returning  to  the  flooded 
Jazz  is  a  mainstay      dty  in  November  2005  to 

at  McDonogh  15.        ,      .  c  ,  , 

3  hunt  for  a  school  they 

could  turn  into  a  KIPP  charter. 

They  decided  on  McDonogh  15,  a  75-year- 
old  school  in  the  French  Quarter.  Robichaux 
liked  the  fact  that  it  was  on  higher  ground,  8  feet 
above  sea  level,  compared  with  4  feet  below  sea 
level  at  the  school  he  was  supposed  to  run,  KIPP 
Phillips.  McDonogh  15  also  could  draw  kids 
from  the  nearby  Iberville  Housing  Develop- 
ment, the  only  housing  project  in  New  Orleans 
that  was  open  at  the  time.  That  was  important 
to  Robichaux,  to  keep  with  KIPPs  focus  on  serv- 
ing impoverished  kids. 

In  April  2006  state  officials  cleared  the  plan 
to  form  a  KIPP  charter  school  at  McDonogh  1 5. 
To  recruit  students  Robichaux  and  his  staff 
passed  out  fliers  in  the  Iberville  project.  Most  of 
the  teachers  at  NOW  College  Prep  in  Houston 
agreed  to  move  back  to  New  Orleans  to  join 
McDonogh  15;  50  students  returned  as  well. 

One  week  before  the  school  year  began, 
workers  finished  removing  mold  from  the 
air-conditioning  system  and  teachers  spent 
nine-hour  days  repainting  the  school  to  give  it  a 
distinctive  identity.  The  third  floor,  where  fifth- 
through  eighth-graders  have  classes,  now  sports 
a  French  Quarter-meets-Mardi  Gras  theme. 
Colorful  beaded  necklaces  dangle  from  the 
branches  of  brown-paper  trees  that  line  the 
walls,  and  old-fashioned  black  metal  street- 
lamps  line  the  hallway.  Throughout  the  school 
classrooms  are  marked  with  the  year  their  stu- 
dents will  attend  college,  and  the  alma  mater  of 
each  teacher  is  painted  prominently  on  a  wall  in 
each  room. 

All  students  are  taught  what  it  takes  to  "climb 
the  mountain  to  college,"  as  another  school 
motto  puts  it.  The  results -oriented  approach  has 
attracted  much-needed  corporate  support.  McDonogh  15  spends 
$1,500  more  per  student  in  a  year  than  what  it  takes  in  from  fed- 
eral and  state  budgets.  Billionaire  Eli  Broad's  foundation  gave 
$2  million  to  fund  McDonogh  15,  a  second  school  called  KIPP 
Believe  College  Prep  and  three  new  KIPP  schools  planned  for  the 
city.  The  U.S.  Fund  for  Unicef  donated  $300,000  to  McDonogh  15. 
And  the  U.S.  unit  of  Japanese  copier  company  Konica  Minolta 
pledged  $200,000  to  McDonogh  15  to  repair  damaged  windows 
and  deteriorating  bathrooms  and  renovate  playground  equip- 
ment at  a  nearby  park. 

The  financial  help  could  produce  still  more  surprises  at 
McDonogh  15.  "These  guys  are  my  heroes — the  kids,  the  teach- 
ers," says  KIPP  cofounder  Feinberg.  "What  they  did  is  the  perfect 
example  of  what  it  takes  to  be  successful  in  education  and  why 
the  public  education  mess  can  be  fixed."  F 
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DayJet 


EDWARD  IACOBUCCI  IS  A  RENE- 
gade.  In  the  1990s  the  ex-IBM  soft- 
ware engineer  created  software  to 
let  many  computers  share  a  single 
application,  founding  Citrix  Sys- 
tems and  sparking  a  new  generation  of  client- 
server  apps.  Seven  years  ago  he  quit  Citrix 
and  went  into  seclusion.  Since  then  he  has 
spent  five  years  sequestered  inside  a  dingy 
bank  building  in  Delray  Beach,  Fla.,  eating 
bad  takeout  and  plotting  his  next  challenge. 

Iacobucci,  53,  wants  to  rock  the  world  of 
private  jets  and  commercial  air  travel  His  new 
company,  DayJet,  is  set  to  start  flights  in  late 
August,  offering  an  affordable,  on-demand 
airborne  shutde  service  to  white-collar  pro- 
fessionals weary  of  the  airlines'  overnight-stay 
requirements,  incessant  delays  and  security 
hassles.  "I  like  shaking  things  up.  DayJet  is  a 
constructive  form  of  rebelliousness,"  he  says. 
"You  might  think  I  am  crazy,  but  I  like  doing 
things  that  seem  impossible." 

He  vows  to  have  30  to  40  aircraft  and 
170  pilots  serving  up  to  10  stops  in  Florida 
and  Georgia  by  year-end.  DayJet  aims  to 
have  60  planes,  275  pilots  and  15  destina- 
tions across  the  Southeast  12  months  after 
it  starts  flying.  Two  years  out  Iacobucci  hopes 
to  have  300  jets  ferrying  2,700  people  daily 
among  70  cities  across  the  Southeast. 

To  bankroll  this  expansionism,  he  has 
raised  $68  million,  much  of  it  from  hedge 
funds,  private  equity  firms  and  individuals; 
$10  million  of  it  came  from  his  own  bank 
account  He  is  lining  up  more  than  $  1 00  mil- 
lion in  debt  to  start  the  fleet.  He  and  his  wife, 
Nancy  Lee  Iacobucci,  own  just  over  20%. 

Some  detractors,  however,  question  the 
rosy  forecast  Iacobucci  is  peddling  and  say 
DayJet  will  run  up  huge  losses.  "He  is  greatly 
underestimating  the  risks,"  says  Vaughn 
Cordle  of  AirlineForecasts,  a  consulting  firm. 
"It's  going  to  take  a  lot  of  money,  and  even 
when  he  gets  to  a  very  large  scale,  he  may  not 
have  a  viable  business  model."  Richard 
Aboulafia,  an  aviation  analyst  with  Teal 
Group,  adds:  "There's  an  awful  lot  here  that 
doesn't  make  sense.  The  one  thing  that  is  cer- 
tain is  that  this  is  going  to  lose  a  lot  of  money" 
For  years  upstarts  have  tried  to  launch 
short-hop  air  taxis,  but  they  have  found  lit- 
tle success.  American  Airlines'  retired  chief, 
Robert  Crandall,  formed  Pogo  Jet  three 
years  ago  (see  "Sky  Kings,"  FORBES,  Aug.  16, 
2004)  with  Donald  Burr,  who  had  run  now 
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A  Bus  In 

The  Clouds 

Ed  lacobucci's  DayJet  wants  to  push 
private  jet  service  beyond  fat  cats  to 
serve  the  middle  class.  Flights  on  demand 
and  fewer  hassles,  at  the  price  of 
full-fare  coach  or  less  |  By  Mark  Tatge 


defunct  People  Express  in  the  1980s.  That 
effort  remains  embryonic.  So  far  no  one 
comes  close  to  what  Iacobucci  proposes. 

Dayjet  isn't  an  airline  outright — it  has  no 
regularly  scheduled  flights,  and  you  can  order 
up  a  trip  as  late  as  four  hours  before  takeoff. 
But  Dayjet  isn't  really  a  charter,  either:  Indi- 
vidual seats  are  sold,  and  renting  an  entire 
plane  will  be  a  rarity.  A  dozen  Eclipse  Avia- 
tion planes— lightweight,  five-seat  turbofan 
jets — soon  will  begin  ferrying  passengers  in 
short  hops  among  five  backwater  cities  in 
Florida,  including  Tallahassee,  Gainesville  and 
Pensacola.  The  trips,  taking  an  hour  or  less 
to  cover  350  to  600  miles,  will  cost  $700  to 
$1,200  a  seat,  on  par  with  full-fare  coach  but 
sans  long  lines  and  crowded  terminals.  Day- 
Jet  will  use  sleepy  airfields  outside  major  cities. 


A  total  of  800  travelers  have  signed  up 
to  become  members  of  Dayjet,  agreeing  to 
pay  a  $250  fee  to  "join"  the  carrier.  Only 
members  can  order  Dayjet  flights  once  the 
site  opens  for  business.  In  addition  to  woo- 
ing weary  commercial  fliers,  Iacobucci  will 
target  drivers — business  travelers  who  make 
frequent  trips  of  several  hundred  miles  in 
their  cars.  Getting  from  Boca  Raton  to  Pen- 
sacola requires  a  backbreaking  nine  hours 
behind  the  wheel  (635  miles),  while  most 
flights  require  a  change  of  plane  in  Adanta. 
Dayjet  could  cut  that  to  two  hours  tops. 

Iacobucci  counts  52  million  business  trips 

in  the  Southeast  and  says  only  15%  of  these 

trips  are  made  by  plane.  His  target  customers 

spend  $500  to  $1,000  for  one  day  of  travel, 

without  an  overnight  stay.  The  rest  are  car 

trips,  and  the  drivers  are 
Contrarian:  r 

Iacobucci  is  bent  college-educated  sales- 
on  flooding  men,  accountants,  con- 
Florida's  skies  sultants  and  managers, 
with  light  jets.  whose  average  age  is  42 
and  whose  average  income  is  $100,000  a  year. 
He  argues  he  can  turn  a  profit  if  he  can  fly 
30  jets  carrying  150  passengers  daily.  On  a 
300-mile  flight  he'll  need  to  collect  $780  in 
revenues  to  break  even. 

Dayjet  has  ordered  700  planes,  $1  bil- 
lion worth,  with  an  option  for  700  more, 
in  a  new  class  of  aircraft  manufactured  by 
Eclipse  Aviation,  called  very  light  jets,  or 
VLJs.  He  plans  to  marry  the  technical  ad- 
vances of  Eclipse  with  complex  logistical 
software  that  will  manage  Dayjet's  passen- 
ger flow,  moving  empty  jets  to  where  they 
are  needed  most. 

The  Eclipse  jet  is  the  first  VLJ  to  be  cer- 
tified by  the  FAA.  It  costs  $1.5  million  and 
$425  an  hour  to  run,  burning  55  gallons  of 
fuel  per  hour;  by  contrast,  an  eight-passenger 
Learjet  costs  $11.5  million  plus  $1,424  per 
hour  to  fly,  burning  180  gallons  an  hour. 

That  is  because  the  Eclipse  weighs  only 
3  tons,  roughly  the  scale  of  a  sport  utility  ve- 
hicle; several  adults  can  push  it  into  a  hangar. 
It  seats  three  passengers  and  two  pilots,  with 
room  for  luggage  (but  no  toilet).  Its  ability  to 
land  on  and  take  off  from  shorter  airstrips 
makes  it  ideal  for  secondary,  uncongested  air- 
fields. "Florida  is  filled  with  these  airports," 
Iacobucci  says.  So  is  much  of  the  U.S.  The  FAA 
counts  5,000  small  general  aviation  airports, 
and  most  see  a  handful  of  flights  a  day. 

A  short  drive  from  Iacobucci's  office  in 


Defray  Beach,  an  Eclipse,  newly  painted  with 
the  Dayjet  logo's  blue-and-yellow  stripes, 
purrs  on  the  tarmac,  awaiting  passengers. 
Pratt  &  Whitney  engines  not  much  bigger 
than  a  pair  of  toaster  ovens  hang  on  the  back 
of  the  fuselage.  Iacobucci  lumbers  up  the  tiny 
stairs  and  ducks  inside,  his  curly  salt-and- 
pepper  hair  poking  out  from  under  a  dusty 
Eclipse  Aviation  cap. 

"If  you  normally  fly  a  Gulfstream,  you 
won't  like  this,"  he  says,  hunching  beneath 
low  headroom.  Inside,  the  cabin  is  roomy  and 
comfortable — so  long  as  you  stay  seated  The 
door  closes  and  moments  later  Iacobucci 
surfs  the  clouds  5,000  feet  above  Florida's  At- 
lantic coastline  (top  altitude  is  41,000  feet). 

Back  at  Dayjet  mission  control  in  Del- 
ray  Beach,  programmers  feed  thousands  of 
simulations  into  a  bank  of  computers  that 
search  for  any  holes  in  millions  of  interlock- 
ing flight  plans,  aiming  to  plug  them  before 
they  occur.  As  customers  book  flights  online, 
the  system  forwards  electronic  flight  plans 
to  Dayjet  pilots,  who  will  carry  tablet  PCs. 

Iacobucci  spent  years  developing  the  soft- 
ware, hiring  programmers  whod  worked  for 
the  Soviet  Unions  space  program  in  the  Cold 
War.  "The  reasons  the  Russians  are  so  good 
at  algorithms  is  because  their  computers  were 
so  crummy'  he  says.  "We  have  some  very 
smart  people  working  here." 

But  will  their  math  work?  Dayjet  expects 
revenue  of  $1 1 1  million  after  its  first  full  year 
and  an  operating  loss  of  $15  million,  it  says 
in  a  June  2006  prospectus.  The  average  fare 
would  be  $859  for  a  291 -mile  trip.  Iacobucci 
says  Dayjet  needs  1.3  passengers  generating 
revenues  of  $2  per  mile  flown  to  break  even. 

But  consultants  who  have  seen  Eclipse's 
business  plan  say  Dayjet's  costs  will  likely  be 
three  times  as  high — more  like  $2,400  per 
flight,  given  labor  and  pilot  costs.  "People 
say  a  lot  of  stuff— I  don't  know  where  they 
get  their  data,"  Iacobucci  counters.  Dayjet 
also  must  minimize  empty  return  trips 
(deadheading).  Most  small  operators  fly  up 
to  half  of  their  trips  without  revenue  to  po- 
sition aircraft;  Dayjet  aims  for  10%  to  20%. 

The  bigger  question  is  whether  the  air 
taxi  market  is  big  enough.  "Once  we  launch 
we  will  know  if  the  dogs  are  going  to  eat 
the  dog  food.  I  am  just  as  skeptical  as  any- 
one else,"  he  says.  "Just  about  everyone  is 
watching  us  and  wondering  if  we  are  going 
to  make  it."  'f- 
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Betting  on  a  Winner 


Investment  in  technology  by  a  Greek 
gaming  giant  will  enable  it  to  become 
an  international  player. 


Greece's  largest  listed  gaming 
company,  OPAP,  is  investing 
$227.5  million  to  upgrade 
its  technological  infrastruc- 
ture to  state-of-the-art  sta- 
tus as  it  prepares  to  celebrate  its  50th 
anniversary  next  year. 

OPAP,  the  third-largest  company  on 
the  Athens  Stock  Exchange,  is  also  inves- 
tigating opportunities  to  expand  its  gam- 
ing activities  into  the  international  arena. 

OPAP  has  a  network  of  5,000  online- 
connected  agencies  —  the  largest  in 
Greece  —  and  its  updated  technology 
will  enable  customers  to  pay  utility  bills, 
buy  tickets  for  movies  and  sporting 
events,  and  participate  in  the  company's 
gaming  competitions. 

Basile  Neiadas,  OPAP's  chief  executive, 
says  the  company's  goal  is  to  increase  its 
revenue  from  distribution  networks 
beyond  lotteries. 

International  institutional  investors  hold 
more  than  half  of  OPAP's  shares,  after  the 
gradual  privatization  of  the  company  in 
recent  years.  The  share  price  increased 
from  $27.30  on  May  12,  2006,  to  $38  at 
the  end  of  March  2007.  Total  revenue  in 
the  first  quarter  of  this  year  went  up 
10.3%  to  $1.53  billion,  compared  with 
the  first  quarter  of  2006,  while  income 
from  numerical  games  increased  by 
21.8%  to  $879.4  million.  Net  profits 
increased  by  16.9%  to  $192  million. 

Legal  gaming  is  growing  rapidly  in 
Greece,  reflecting  the  increase  in  dispos- 
able income  and  the  measures  adopted 
by  the  Greek  government  to  combat  ille- 
gal gambling. 

OPAP  is  the  country's  only  legal  gam- 
ing operator.  It  paid  $429.3  million  in 
2000  to  gain  exclusive  rights  to  operate 
and  manage  eight  existing  numerica 
lottery  and  ^ 
sporting  X* 
games, 
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as  well  as  three  new  numerical  lottery 
games,  for  a  20-year  period.  Its  monop- 
oly concession  gives  it  the  right  of  first 
refusal  to  operate  and  manage  any  new 
games  permitted  by  the  Hellenic 
Republic. 

OPAP  returns  65%  of  its  income  as 
payouts  to  lottery  and  betting  winners, 
and  for  the  fiscal  year  2006  its  share- 
holders received  a  dividend  of  $2  per 
share.  The  company  remains  cash-rich, 
but  because  of  its  monopoly  status,  it  is 
legally  constrained  in  the  way  it  can  uti- 
lize its  funds.  As  a  result,  OPAP  is  explor- 
ing the  possibility  of  expanding  its  gam- 
ing interests  abroad. 

"We  have  a  lot  of  proposals  coming 
from  various  parts  of  the  world,  even 
the  U.S.,  and  we  carefully  examine  every 
one.  An  investment  in  the  greater  region 
could  be  feasible  for  OPAP,"  says 
Neiadas.  Currently  the  company  has  1 50 
agencies  on  the  neighboring  island  of 
Cyprus. 

In  January,  OPAP  brought  the  risk 
management  of  its  flagship  betting 
game,  Pame  Stihima  (Let's  Bet),  in-house 
following  the  conclusion  of  a  seven- 
year  risk  management  contract 
with  Intralot,  a  Greek  information 
technology  company.  Pame  Stihima 
a  game  in  which  players  rely  on  a 
mixture  of  knowledge  and  luck  to 
place  fixed-odds  bets  on  the 
results  of  soccer  matches  or  /2 
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the  outcome  of  events  such  as  the 
Academy  Awards  or  the  Eurovision  Song 
Contest. 

The  risk  management  aspect  of  the 
game  involves  selecting  the  events  and 
allocating  the  odds.  Intralot  handled  this 
in  return  for  10%  of  sales,  which  had 
grown  to  approximately  $2.7  billion  by 
the  time  the  contract  ended. 

OPAP  made  a  one-time  payment  of 
$87  million  to  Intralot  for  a  six-month 
consulting  period  to  ensure  the  smooth 
transfer  of  the  required  know-how. 
"Bringing  risk  management  in-house 
will  be  very  beneficial  for  the  company 
and  its  shareholders,"  says  Nikos 
Polymenakos,  OPAP's  investor  relations 
consultant.  "From  year  one,  we  will 
have  some  serious  savings  compared 
with  the  amount  we  were  spending  on 
risk  management  previously." 

OPAP's  next  important  step  in  upgrad- 
ing its  technology  will  provide  more 
accurate  and  faster  service  for  the  oper- 
ator, agents  and  clients.  This  will  include 
the  provision  of  new  hardware  and  soft- 
ware, new  terminals  and  a  central  emerJ 
gency  facility. 
"It  will  enable  us  to  offer  Internet  and 
cell  phone  betting,  and 
give  us  interactive  television) 
and  satellite  connections  to 
offer  our  games  at  home 
and  abroad  when  and 
where  permitted,"  says 
Polymenakos. 

He  points  out  that  in 
addition  to  its  population 
of  1 1  million,  Greece 
receives  15  million  tourists  annually. 
These  visitors  do  not  frequent  OPAP's, 
agencies,  he  says,  but  there  would  be 
a  lot  of  interest  from  tourists  on  three-l 
or  four-hour  ferry  trips  if  they  could 
spend  a  few  euros  playing  games  like 
Kino,  a  fast-moving  numerical  fixed- 
odds  competition  in  which  70%  of 
the. stake  is  returned  to  players  as 
winnings.  ♦> 
Michael  Knipe 
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Hank's  Machine 


Today's  AIG  owes  a 
lot  to  Greenberg. 


He's  gone,  but  not  forgotten.  The  acrimonious  2005  departure  of 
Maurice  (Hank)  Greenberg  from  the  helm  of  AMERICAN  international 
GROUP  (70,  AIG)  obscures  the  fact  that  he  created  an  enormously  suc- 
cessful machine.  His  ouster,  after  New  York's  then  attorney  general, 
Eliot  Spitzer,  slammed  the  company  for  accounting  problems,  sparked 
legal  actions  between  Greenberg  and  AIGs  new  management. 


But  AIG  remains  lustrously  profitable.  Earn- 
ings jumped  34%  in  2006  to  $14  billion  and  29% 
to  $4.1  billion  in  the  first  quarter  of  2007,  and 
analysts  say  they  should  show  similar  gains  for 
the  second  period.  The  place  continues  to  be  very 
well  run.  AIG's  combined  ratio— which  measures 
how  much  costs,  such  as  claims,  eat  up  premium 
income — is  steadily  improving;  it  dropped  from 
0.89  to  0.875  in  the  first  quarter. 

Small  wonder.  Greenberg,  who  took 
over  in  1967,  pushed  the  insurer  into  every 
corner  of  the  globe  and  made  it  a  financial 
services  giant.  In  1992  he  reestablished 
AIG's  ties  with  China,  becoming  the  first 
Western  insurer  to  do  business  there  in 
four  decades.  To  limit  AIG's  vulnerability  to 
insurance  cycles,  he  moved  into  asset  manage- 
ment. In  1998  he  invested  in  Blackstone  Group, 
a  stake  that's  up  tenfold  since  the  private  equity 
player's  recent  public  offering,  says  A.G. 
Edwards  analyst  J.  Paul  Newsome. 

AIG's  stock  has  regained  the  ground  lost  during  the  dark  days 
surrounding  Greenberg's  exit,  when  it  fell  to  $50  per  share.  The 
stock  currently  trades  at  12  times  trailing  earnings,  slightly  above 
its  insurance  peers,  but  well  below  its  historical  multiple. 

—Carrie  Coolidge 


Food  Fight 


Wal-Mart  isn't  so  tough  after  all.  KROGER  (29, 
KR),  the  nation's  largest  supermarket  chain 
(by  sales)  after  Wal-Mart,  is  gaining  on  the 
now  faltering  giant,  which  sells  groceries 
and  everything  else.  As  Wal-Mart  scales 
back  plans  for  new  Supercenters,  Kroger 
opens  new  stores.  In  its  first  2007  quarter 
Kroger's  investments  in  capital  projects  rose 
19%  to  $556  million. 

A  new  lower-price 
scheme  and  a  rollout  of 
private  labels  have 
goosed  sales  and  pro- 
duced double-digit 
earnings  increases  last 
year— and  for  the  first 
period  of  2007.  Lehman  Brothers  ana- 
lyst Meredith  Adler  expects  even  better 
growth  ahead.  Kroger's  18  price/earn- 
ings multiple  is  in  line  with  those  of 
supermarket  rivals. 

—Alex  Davidson 


fmk 


Canadian  Club 

Canada's  largest  banks  are  doing  very  well, 
propelled  by  a  strong  oil-fueled  economy 
and  a  surging  currency,  now  at  a  30-year 
high.  But  the  one  to 
watch  is  its  second  largest 
(after  Royal  Bank  of 
Canada),  says  Blackmont 
Capital  senior  analyst  J. 
Bradley  Smith. 

BANK  OF  NOVA  SCOTIA 
(50,  BNS)  has  a  larger  global  presence 
than  the  others,  with  operations  in  40 
countries  and  big  plans  for  more  expan- 
sion. And  Scotia  has  shown  admirable 
risk-assessment  skills  by  limiting  ex- 
posure to  now  toxic  subprime  mortgage 
lending. 

The  bank's  earnings  rose  10%  last  year 
and  13%  in  this  year's  first  quarter,  allow- 
ing for  a  dividend  hike.  With  a  13  P/E,  it  is 
in  line  with  peers. 

—Peter  J.  Schwartz 


Slow  Learner 

The  APOLLO  GROUP  (62, 
apol)  has  long  been  a 
favorite  stock  in  the  for- 
profit  adult  education 
sector.  Its  well-known 
University  of  Phoenix 
schools  are  often  lauded 
for  having  the  best- 
quality  students.  And 
many  of  them  pay  their 
bills  through  their  em- 
ployers' tuition  reimbursement  programs. 

But  Trace  Urdan,  an  analyst  at  Signal 
Hill,,  sees  demographic  trouble  ahead. 
Apollo's  typical  student,  who  is  over  35,  is 
getting  harder  to  find  as  baby  boomers  eye 
retirement,  not  sheepskins.  Younger  students 
are  more  attracted  to  cheaper  junior  colleges. 
For  the  fiscal  year's  first  three  quarters,  earn- 
ings are  down  10%  to  $306  million.  Still,  the 
stock  has  climbed  by  a  third  these  past  12 
months.  Short  it.  —Michael  Maiello 
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Portfolio  Strategy 


THE  FIRST 
AND  THE  BEST 


WITH  THIS  COLUMN  I  PASS  JOSEPH  D.  GOOD- 
MB  fflff  man  to  become  the  fourth-longest-running 
■Hfl  111  financial  columnist  in  FORBES'  90-year  his- 

bUV  tory.  Joe  wrote  for  a  23 -year  stretch  that  ended 
H  aW  in  1958.  For  me,  this  lap  on  the  track  is  sweet 
and  bitter.  Sweet  because  I  relish  a  quest  to  become  FORBES' 
longest-running  columnist.  Bitter  because  I've  always  believed 
Joe  was  the  best  FORBES  columnist,  ever.  He  was  also  the  first. 
He  made  and  broke  the  mold. 

Stock  columnists  weren't  common  when  he  began  writing 
here,  three  years  away  from  the  bottom  of  the  1929-32  mar- 
ket crash.  Joe  was  way  ahead  of  his  time.  Handpicked  by  his 
friend  and  this  magazine's  founder,  B.C.  Forbes,  he  kept  up 
the  column  for  four  years  after  B.C.'s  death,  in  1954,  until  his 
own  death,  at  the  age  of  64. 

Joe  was  stunning  with  market  direction,  sector  picks,  stocks — 
and  words.  He  called  the  1937  peak;  he  envisioned  World  War  II 
well  before  it  was  in  the  market.  He  was  bullish  in  1949,  at  a  time 
when  stocks  were  very  out  of  favor  but  poised  to  quintuple  in  the 
space  of  seven  years.  In  the  June  15, 1956  issue  of  FORBES  he  nailed 
the  top  almost  perfectly,  just  a  few  months  after  its  peak.  By  early 
1958,  as  the  market  was  bottoming,  he  was  bullish  again.  When 
he  died  he  went  out  on  top,  riding  high. 

He  created  lines  that  became  famous  in  finance: 

If  your  stocks  worry  you,  sell  to  the  sleeping  point. 

Be  bullish  in  a  bull  market,  but  don't  be  either  a  bull  or  a 
bear  all  the  time. 

A  bull  makes  money,  a  bear  makes  money,  but  a  hog  makes 
nothing. 

The  market  always  does  what  it  should  do,  but  not  always  when. 

He  had  his  own  way  of  seeing  things.  He  said  that  you 
should  buy  a  stock  that  won't  go  down  in  a  bear  market  be- 
cause it  will  probably  lead  the  next  rise. 
Just  so,  he  feared  stocks  that  wouldn't  rise 
in  a  bull  market.  They  didn't  look  like 
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bargains  to  him;  they  looked  like  trouble. 

Some  pros  go  by  the  adage  "I  get  rich  selling  too  soon."  He 
worked  the  other  side  of  the  price  chart,  aiming  to  sell  two  or 
three  months  after  a  bull  market  was  over.  I  learned  from  read- 
ing Joe  not  to  precall  market  peaks — those  who  do  are  often 
run  over.  There  is  always  plenty  of  time  to  get  out. 

For  two  decades  I've  seen  Joe  Goodman  as  a  virtual 
mentor,  even  though  I  never  met  him  (and  was  8  when  he 
died).  As  I  now  outlast  him,  I  offer  five  stocks  I  hope  he  would 
have  liked  now. 

I  recommended  Canada's  Manulife  Financial  (39,  MFC), 
North  America's  second-largest  life  insurer,  at  29  in  the 
Dec.  26, 2005  issue.  It  has  been  a  laggard  while  progressing  quite 
nicely  as  a  business.  At  ten  times  my  estimate  of  2008  earnings, 
it  remains  very  affordable.  If  Manulife  doesn't  get  its  stock  up 
higher  and  fast,  it  fast  will  become  a  takeover  target. 

Amdocs  (39,  DOX)  provides  software  and  services  that 
enable  big  telephone  companies  to  handle  customer  relation- 
ships, orders  and  billings.  The  company's  services  (installa- 
tion and  maintenance,  mainly) 
relate  to  its  software.  In  the  past 
12  months  it  has  netted  $340 
million  on  $2.7  billion  in  rev- 
enue. It  is  growing  rapidly  and 
will  continue  to  do  so.  That 
makes  it  cheap  at  16  times  2008 
earnings. 

This  is  a  heck  of  a  stock 
market.  Help  the  party  along 
with  Constellation  Brands  (23, 
STZ),  the  world's  largest  wine- 
maker  and  one  of  the  most 
diversified  in  price  points.  (Products  range  from  Rex  Goliath 
Chardonnay  at  $6  a  bottle  to  Simi  Chardonnay  Reserve  at  $24.) 
Constellation  also  sells  beers  (Corona  and  Tsingtao)  and  spir- 
its (Black  Velvet  and  99  Schnapps).  It  grows  nicely  and  makes 
good  margins,  yet  sells  at  only  1.1  times  revenue  and  15  times 
2008  earnings. 

If  you  believe  as  I  do  that  the  firm  global  economy  will 
keep  oil  prices  strong  for  a  good  long  while,  then  an  integrated 
oil  firm  like  Hess  (66,  HES)  ought  to  keep  doing  well.  It  has  a 
billion  and  a  quarter  barrels  of  reserves,  refining  capacity  and 
1,350  retail  outlets  in  the  eastern  U.S.  Hess  sells  at  70%  of  rev- 
enue and  12  times  this  year's  likely  earnings. 

The  paint  and  coatings  maker  Valspar  (29,  VAL)  has  been 
around  since  1806  yet  remains  in  the  second  tier  (at  least  in 
size),  well  behind  Sherwin-Williams  and  PPG.  Maybe  200  years 
of  independence  is  enough.  It's  time  this  company  was  sold 
and  folded  into  a  bigger  company.  At  one  times  sales  and  15 
times  2008  earnings  Valspar  would  be  an  easy  and  profitable 
acquisition  for  another  paint  company  or  a  buyout  firm.  F 

Money  manager  Ken  Fisher's  latest  book  is  The  Only  Three  Questions  That  Count 
(John  Wiley,  2007).  Visit  his  home  page  at  www.forbes.com/fisher. 


Be  bullish  in 
a  bull  market 
but  don't  be 
either  a  bull 
or  a  bear  all 
the  time. 
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A.  Gary  Shilling 


THE  BEAR  BUST 


THE  BEAR  BUST  WAS  A  WATERSHED  EVENT.  IN  LATE 
June  Bear  Stearns  was  forced  to  bail  out  one  of  its 
subprime-mortgage-laden  funds  with  $1.6  billion,  and 
now  says  that  fund  and  another  are  nearly  worthless. 
That  ended  the  era  when  most  investors  dismissed  the 
cesspool  of  putrid  debt  as  tiny  and  isolated. 

Now  they  realize  the  subprime  slime  is  spreading.  From  July 
through  the  end  of  the  year  $220  billion  in  subprime  adjustable- 
rate  mortgages  will  reset  upward  from  low  teaser  rates,  with 
many  monthly  payments  increasing  by  40%  to  50%.  Since 
subprime  borrowers  already  spend  40%  of  aftertax  income  on 
housing,  they  can't  afford  the  resets.  Plus,  with  house  prices 
falling,  they  have  negative  equity  and  can  no  longer  sell  or 
refinance.  So  delinquencies  and  foreclosures,  already  leaping,  will 
get  worse  and  dump  more  houses  on  the  market. 

But  wait,  there's  more.  Speculators  are  walking  away  from 
tiny  down  payments  on  new  houses  and  condos,  forcing  builders 
to  ax  prices  and  offer  huge  concessions.  So  home  builder  stocks 
are  about  to  drop  below  book  values.  The  supply  of  existing 
homes  on  the  market,  now  equal  to  8.9  months  of  transaction 
volume,  is  headed  still  higher.  With  2  million  excess  homes  built 
during  the  1995-2005  realty  boom,  the  forecast  I  made  in  my 
June  19,  2006  column — of  a  20%  decline  in  the  nationwide 
median  sale  price  for  single-family  houses — is  probably  opti- 
mistic and  wouldn't  even  bring  prices  back  to  norms. 

After  the  Bear  Bust  junk  bonds  sank,  fear  began  to  over- 
shadow the  factors  that  had  propelled  the  high-yield  market:  the 
oceans  of  liquidity,  zeal  for  yield  and  low  volatility  that  produced 
minuscule  spreads  to  Treasurys.  The  average  junk  bond  fund  lost 
1.5%  in  June  when  investors  reversed  gears  and  pulled  $1.6  bil- 
lion from  high-yield  mutual  and  exchange-traded  funds. 

Junk  bond  buyers  forced  Thomson  Learning  to  slash  its 
buyout- related  offering  from  $2.1  billion  to  $1.6  billion  and  to 
drop  its  payment-in-kind  toggle  provision  that  would  let  Thom- 
son replace  cash  interest  payments  with  more  IOUs  if  things  went 
wrong.  U.S.  Foodservice  twice  restructured  its 
takeover-linked  financing  plans  and  left  its 
banks  with  $3.6  billion  in  potentially  lethal 
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bridge  loans.  As  more  deals  sour  in  the  wake  of  the  Bear  Bust, 
look  for  a  big  private  equity  financing,  maybe  for  Chrysler  or  First 
Data,  to  fail  and  end  the  latest  leveraged-buyout  era. 

Junk  financing  is  necessary  for  buyouts,  and  buyouts  were 
necessary  for  the  stock  market  surge  we've  had  in  the  past  year. 
Buyouts  put  cash  in  equity  owners'  hands  and  push  up  stocks  as 
they  anticipate  the  next  takeover.  But  the  game  is  ending.  Junk 
often  finances  stock  buybacks  as  well.  The  bull  market  can't 
depend  on  earnings,  now  decelerating. 

The  biggest  jolt  from  the  Bear  Bust  is  the  realization  that 
collateralized  debt  obligations — pools  of  debt  instruments, 
especially  mortgage-backed  securities— are  illiquid,  trade 
infrequently  and  are  carried  on  hedge  fund  books  at  what 
charitably  can  be  called  fuzzy  prices.  When  Merrill  Lynch 
tried  to  sell  $850  million  in  CDO  collateral  for  loans  to 
Bear  Stearns'  troubled  funds,  some  pieces  fetched  bids  of 
only  30  cents  on  the  dollar. 
Highly  prized  on  Wall  Street 
until  recently,  CDOs,  of  which 
$500  billion  were  issued  last 
year,  are  supposed  to  reduce 
risk.  But  they  have  been  vastly 
overvalued  by  highly  subjective 
and  sometimes  self-serving 
models.  This  approach  is  anath- 
ema to  the  Securities  & 
Exchange  Commission,  which 
is  investigating  CDO  prices  and 
Bear's  troubled  hedge  funds. 
Meanwhile,  investors  are  flee- 
ing, the  CDO  market  is  drying 
up,  and  their  yields  are  jumping  as  rating  downgrades  multiply. 

Speculation  has  run  rampant  in  recent  years  in  real  estate, 
commodities,  private  equity,  farmland,  the  carry  trade  (borrowing 
a  low-yield  currency,  lending  a  high-yield  currency),  emerging 
market  equities  and  debt,  junk  bonds  and  leveraged  loans.  Sub- 
prime  mortgages  are  the  first  category  to  collapse;  others  will  fol- 
low. Great  pools  of  hot  money  in  the  last  decade  ended  up  on  the 
same  side  of  the  same  trade  at  the  same  time.  When  problems 
unfold  in  one  area,  speculators  quickly  retreat  from  others  to  pre- 
serve capital. 

Look  for  U.S.  consumers  to  retrench  and  precipitate  a  big 
recession,  perhaps  by  year's  end,  as  the  home  equity  that  has  sup- 
ported their  spending  evaporates.  Weakness  will  spread  globally 
as  they  slash  their  purchases  of  imported  goods.  It's  not  too  late  to 
sell  or  short  housing- related  and  consumer-discretionary  stocks. 
Equities  in  general  are  vulnerable,  as  are  industrial  commodities, 
commercial  real  estate,  emerging  market  stocks  and  bonds,  junk 
and  CDO-related  securities  and  highly  leveraged  companies.  And 
it's  not  too  early  to  buy  my  longstanding  favorite,  Treasurys,  in 
anticipation  of  recession,  Federal  Reserve  ease  and  deflation.  F 

A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultants  and 
investment  advisers.  Visit  his  home  page  at  www.forbes.com/shilling. 


The  Bear 
Steams 

wipeoutof  two 
subprime-laced 
hedge  funds  is 
a  scary  portent 
for  investors. 
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Fixed-Income  Watch 


Richard  Lehmann 


INTEREST  RATE  BLUES 


INCOME  INVESTORS  WORRY  ABOUT  TWO  THINGS.  ONE  IS 
interest  rates.  The  other  is  defaults.  Keep  these  two  risks 
separate  in  your  thinking  and  you  can  decrease  the  volatil- 
ity of  a  fixed-income  portfolio.  The  first  risk  is  that  interest 
rates  rise  after  you  buy  a  bond.  That  sends  the  market  value 
of  the  bond  down. 

This  risk  is  greater  on  long-term  bonds  than  on  bonds  due  in 
just  a  few  years,  greater  on  noncallable  bonds  like  Treasurys  than 
on  bonds  that  can  be  called  in  early  by  the  borrowers,  and  greater 
on  bonds  with  small  or  zero  coupons  than  on  bonds  with  big 
coupons. 

Its  a  palpable  risk.  Since  January  the  rate  on  the  ten-year 
Treasury  has  climbed  from  4.7%  to  5.2%,  with  investment-grade 
corporate  bonds  falling  in  lockstep.  Someone  who  bought  a  ten- 
year  Treasury  six  months  ago  has  witnessed  a  4%  decline  in  its 
value.  The  interest  payments  in  the  meantime  have  not  been 
enough  to  make  up  that  loss.  In  other  words,  the  total  return  on 
this  security  is  negative. 

Worth  losing  sleep  over?  If  you  bought  the  bond  for  income, 
you  don't  have  any  out-of-pocket  loss  at  all.  You'll  get  all  the 
coupons  you  bargained  for,  and  you'll  get  your  full  principal  back 
in  2017. 

You  have  regrets:  If  only  you  had  waited  you  could  have 
bought  the  same  bond  cheaper.  Or,  what  is  the  same  thing,  you 
could  have  put  up  the  same  amount  of  principal  and  acquired 
a  slightly  fatter  income  stream.  But  yours  is  not  quite  the  loss  of 
a  copper  speculator  who  buys  a  future  at  $3  and  gets  closed  out 
six  months  later  at  $2.  This  fellow  has  indeed  suffered  a  per- 
manent loss. 

If  you  typically  buy  a  bond  for  its  income  stream  and  hold 
until  maturity,  you  don't  need  to  sell  into  a  bear  market,  as 
mutual  funds  do— especially  the  junk  bond  funds.  For  now  keep 
your  spare  cash  in  money  market  funds  until  the  yield  curve 

steepens. 

At  this  juncture  I  think  that  a  further  rise  on  the  ten-year  rate 
from  5.2%  is  likelier  than  a  return  to  4.7%.  So 
I  would  shorten  my  bond  maturities.  But 
don't  let  rate  risk  scare  you  out  of  fixed  - 


income  investing  altogether.  Learn  to  live  with  rate  fluctuations. 

Defaults  are  something  else  to  think  about,  but  they  usually 
result  in  a  partial  recovery  of  principal.  The  risk  in  junk  bonds  is 
worth  taking  if  you  are  selective.  If  the  coupon  yields  on  a  junk 
portfolio  are  high  enough,  they  will  make  up  for  an  occasional 
loss  of  principal. 

At  the  moment,  however,  junk  yields  are  not  high  enough. 
The  spread  between  yields  on  CCC  corporate  issues  and  ten-year 
Treasurys  dropped  from  7.73  percentage  points  in  December 
2005  to  5.2  in  mid-July. 

For  that  reason  I  advise  you  not  to  buy  straight  (that  is, 

nonconvertible)  junk  now. 
Investors  are  going  to  be  fleeing 
this  sector,  not  least  because  of 
a  spillover  effect  from  default- 
ing subprime  mortgages.  Prices 
will  be  under  pressure  even 
before  corporate  borrowers 
start  defaulting. 

Where  do  you  go  when 
rates  on  Treasurys  are  inching 
up  and  prices  on  conventional 
junk  bonds  are  likely  to  fall?  My 
strategy  at  a  time  like  this  is  to 
look  for  high-yield  income 
vehicles  linked  to  the  stock 
market  or  to  energy  prices  as 
the  income  drivers.  For  stock- 
oriented  exposure,  go  for  con- 
vertibles, which  are  bonds  and  preferreds  that  can  switch  into 
company  stock  at  a  set  price,  paying  interest  in  the  meantime. 

Two  issues  I  like  are  convertible  preferreds,  both  of  them 
below  investment  grade:  General  Motors  6.25%  (24,  GPM)  and 
Ford  6.5%  (39,  F  S).  Both  issues  offer  a  high  current  yield:  6.5% 
for  the  GM  preferred  and  8.3%  for  the  Ford.  Both  offer  an  oppor- 
tunity to  share  in  a  likely  stock-price  surge  once  labor  negotia- 
tions are  concluded  this  September.  Note  that  Ford  is  trying  to 
buy-in  this  $5  billion  issue  by  offering  $40  in  stock.  This  offer  is 
way  too  low.  Ford  will  have  to  sweeten  the  pot  for  it  to  work. 

Another  income  driver,  which  I  have  been  advocating  here 
since  2004:  Canadian  oil  and  gas  trusts.  The  Canadian  govern- 
ment moved  to  tax  them  starting  in  201 1,  and  it  appears  that  this 
threat  will  be  realized.  The  impact  should  be  minimal,  given  the 
tax  offsets  most  trusts  are  building  up.  Oil  prices  recently  crossed 
the  $70-per-barrel  line.  The  consensus  is  that  as  long  as  oil  stays 
above  $60,  the  trusts'  monthly  dividends  will  continue  to  flow 
nicely. 

My  model  portfolio  at  forbes.com/lehmann  reflects  the 
updated  diversification  of  holdings  outlined  here.  Also,  my 
recently  published  book,  Income  Investing  Today,  explains  the 
philosophy.  F 


Don't  buy 
nonconvertible 
junk.  Don't  buy 
long  bonds.  Do 
buy  convertible 
bonds.  And 
here's  why. 
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Richard  Lehmann  is  editor  of  the  ForbeslLehmann  Income  Securities  Investor. 
Visit  his  home  page  at  www.forbes.com/lehmann. 
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Muscle  Car 

It  scales  mountains,  fords  streams,  crosses  deserts.  Cost?  About  $7,500.  When 
we  staged  a  hill-climbing  contest  between  a  Model  T  and  a  Hummer,  guess 

which  won?  |  By  Emily  Lambert 


TRAIL  RIDGE  ROAD  IS  ONE  OF 
America's  highest  byways.  It 
climbs  sharply  past  pine  trees, 
elk  and  snow  to  12,183  feet, 
where  travelers  are  rewarded 
with  sweeping  views  of  the  Rocky  Moun- 
tains. But  the  road,  open  only  when 
weather  permits,  is  too  easy  a  drive  for 
Steven  (Steve)  Coniff,  62,  of  Colorado 
Springs.  On  a  recent  June  day  he  playfully 
dismissed  it  as  a  "wimp  road"  while  he 
roared  toward  the  tree  line  in  his  preferred 
sport  utility— a  1925  Model  T. 

It's  been  99  years  since  Henry  Ford 
introduced  the  Model  T,  the  wondercar 
that  rewrote  manufacturing  and  social 
history.  The  first  museum  devoted  to  it 
opens  this  year  in  Indiana.  Museumgoers 
may  be  shocked  to  learn,  however,  that 
most  Model  Ts  are  not  in  museums.  They 
are  on  the  road,  negotiating  bad  terrain  in 
a  way  that  was  familiar  enough  to  drivers 
in  1915  but  now  confounds  belief.  (For  a 
comparison  of  how  a  Model  T  performs 
against  a  Hummer,  see  box.) 

Texan  Bennett  (Ben)  Hardeman,  61, 
recently  led  a  12,000- mile  trip  by  Model  T 


from  Bryan,  Tex.  to  Prudhoe  Bay,  Alaska, 
which  is  inside  the  Arctic  Circle.  Coniff 
and  three  friends  drove  their  Tin  Lizzies 
across  a  roadless  stretch  of  desert  from 
Ajo  to  Yuma,  Ariz.  A  border  patrol  agent 
asked  if  they  had  seen  any  bodies  lying  in 
the  desert.  No,  they  said.  Then  later  on 
they  found  a  human  rib. 

Of  16  million  Ts  produced  between 
1908  and  1927,  an  estimated  250,000 
survive.  In  the  U.S.  at  least  60,000  are  in 
drivable  condition.  Prices  start  as  low  as 
$1,500.  The  cars  are  street  legal  and  gener- 
ally exempt  from  emissions  tests  and 
modern  vehicle  requirements. 

These  cars  have  no  radios,  heaters,  air 
conditioners,  power  steering  or  seat  belts. 
Originally  they  had  no  starter  motor  (and 
so  had  to  be  hand-cranked)  and  came 
with  only  two  transmission  gears,  high 
and  low.  Buyers,  depending  on  the  year 
they  bought,  had  to  pay  extra  for  such 
accessories  as  a  speedometer,  generator, 
mirrors,  extra  gears  and  hand-operated 
windshield  wipers.  In  1909  even  wind- 
shields cost  extra.  For  1 1  years  the  car 
came  in  one  color  only:  black. 


Lacking  any  pumps,  the  Model  T 
relies  on  gravity  to  get  gas  from  the  tank 
to  the  motor,  so  you  need  a  full  tank  (or 
close  to  it)  to  climb  a  hill.  When  it's  time 
for  a  fill-up  (regular  unleaded  is  fine),  you 
have  to  lift  the  drivers  seat  on  most  mod- 
els to  get  at  the  gas  tank.  A  20hp  motor 
scoots  the  car  along  at  a  top  speed  of 
40mph.  Mileage:  20  miles  to  the  gallon. 

The  driver  must  dance  a  careful  fox- 
trot on  three  forged-steel  pedals.  To  go  for- 
ward, you  push  the  left  pedal  down,  which 
puts  the  car  in  low  gear.  Lifting  the  pedal 
shifts  through  neutral  into  high.  Need  to 
stop?  Depress  the  right.  To  back  up,  press 
the  center  pedal.  The  reverse  gear  is  a  low 
one;  you  can  climb  steeper  hills  going 
backward  than  you  can  going  forward. 

Ford's  engineers  were  pretty  clever  at 
making  a  little  steel  go  a  long  way.  A 
three-point  suspension  system  (where 
each  axle  connects  to  the  frame  at  three 
points  in  a  triangular  form,  with  a  spring 
on  one  side  and  a  ball  pivot  on  the  oppo- 
site point)  lets  the  axles  pivot  while  the 
engine  stays  level — a  good  feature  to  have 
if  you're  crossing  a  ditch  or  driving  rutted 
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Museum  piece  at  33mph:  Jim  Kleeman's  1919 
Model  T  speedster.  If  something  breaks, 
parts  are  cheap  and  plentiful. 

roads.  Ford  used  vanadium  steel  to  get 
strength  with  flexibility.  He  gave  most 
models  a  15-inch  clearance — high  enough 
to  defeat  mud  and  to  cross  creeks.  The 
Model  Ts  had  a  torque/weight  ratio  (that's 
the  engine's  torque,  measured  in  foot- 
pounds, divided  by  curb  weight)  as  high 
as  0.075,  which  beats  the  Hummer  H2's 
0.056.  In  that  way  the  Model  T  can  accel- 
erate from  low  speed  more  quickly  and 
can  climb  steeper  hills. 

When  something  breaks,  fixing  it  usu- 
ally is  easy.  On  a  June  tour  of  the  Rockies, 
Ken  S.  Huson  was  crossing  the  Wyoming 
border  in  his  1921  Center  Door  Model  T 
when  his  fan  blew,  tearing  a  hole  in  his 
radiator.  He  bought  a  piece  of  brass  weld- 
ing rod  at  an  auto  parts  store  and  fixed  the 
problem  himself  next  morning. 

Ford's  first  models  cost  $850.  Over 
time  the  price  dropped  to  $260 — so  low 
just  about  anyone  could  own  one.  Says 
Trent  E.  Boggess,  a  scholar  of  the  Ford 
Motor  Company's  early  years  who  pre- 
sides over  the  business  department  at  Ply- 
mouth State  University:  "The  Model  T 
changed  the  socioeconomic  culture  of 
America  in  ways  more  wide-ranging  than 
the  personal  computer  or  the 
Internet  have  done. 

"Owners  wanted  better 
roads,  hence  the  establishment  of 
paved  highways.  The  motel  and 
campground  industries  were 
born.  Model  Ts  made  it  possible 
for  the  average  American  to 
commute  to  work,  creating  the 
suburbs.  Even  the  relationship 
between  the  sexes  changed: 
Model  Ts  created  opportunities 
for  courting  couples  to  be  alone 


together  longer  and  more  frequently." 

Todays  rarest,  most  perfectly  restored 
Ts  can  cost  upward  of  $100,000.  But 
$7,500  buys  you  a  flivver  that  can  take  you 
to  hell  and  back,  provided  you  learn  to 
work  the  pedals.  (For  buying  information, 
owners'  groups,  celebrities  associated  with 
the  car— e.g.,  Porky  Pig — and  other  Lizzie 
lore,  visit  Forbes.com/extra.) 

Every  August  Coniff  and  a  group  take 
their  Ts  and  topographical  maps  and  go 
exploring  Colorado's  mining  trails.  In 
2003  they  brought  along  Trent  Boggess. 
Descending  Colorado's  Corkscrew  Pass 
(12,217  feet),  they  negotiated  a  rocky,  nar- 
row switchback  using  three-point  turns 
and  what  Boggess  calls  a  controlled  skid. 
Not  until  then,  says  Boggess,  "did  I  com- 


prehend just  how  rugged  these  cars  are." 

In  June,  for  speed  demons,  there's  the 
Montana  500.  Goal:  to  cover  500  miles  on 
public  highways  in  a  stock  Model  T  as  fast 
as  possible.  This  year's  winner  averaged 
54mph.  To  gain  speed,  some  drivers  have 
drafted  behind  motor  homes  and  semis, 
though  contest  rules  forbid  it. 

The  car's  centennial  in  2008  promises 
to  be  big:  A  thousand  flivvers  are  expected 
to  converge  on  Richmond,  Ind.,  July 
21-26  for  a  monster  T-party.  Then,  in 
2009,  drivers  will  reenact  a  1909  race  from 
New  York  City  to  Seattle.  In  the  original,  a 
Model  T  beat  all  other  makes,  reaching 
the  finish  line  in  23  days.  Organizers  say 
the  rerun — for  55  cars — will  take  34  days. 
Slowpokes.  F 


FLIVVER  BEATS  HUMMER 


Dressed  in  white  coveralls  and  wearing  a  crash  helmet,  Gary  Le  Fever,  70,  sat 
gripping  the  wheel  of  his  1921  Model  T  speedster.  Before  him  loomed  a 
475-foot-tall  hill  that  in  Evansville,  Ind.  passes  as  a  mountain.  He  revved  his 
engine,  waiting  for  the  climbing  contest  to  begin.  Competing  with  him  were  other 
vintage  racers  and,  at  FORBES'  request,  a  2003  Hummer  H2. 

Le  Fever's  speedster  had  100hp,  rather  than  the  Model  T's  customary  20.  Its 
transmission,  wheels,  chassis,  frame  and  radiator  all  came  from  1921.  But  it  also  had 
some  non-original  parts,  including  Model  A  cranks  and  rods,  an  overhead  valve  unit 
built  for  1920s  dirt-track  racing  and  dual  carburetors  from  the  1930s. 

When  the  flag  dropped,  Le  Fever  punched  both  feet  to  the  floor.  He  crossed 
the  finish  line  in  9.96  seconds.  Later  the  Hummer  had  its  turn:  10.74. 

How?  Why?  Weight  has  much  to  do  with  it.  The  316hp  Hummer  weighs  twice 
as  much  per  unit  of  power.  Not  only  did  the  Model  T  beat  the  Hummer,  it  beat 

every  other  comer,  including  a 
modern  turbocharged  Dodge  diesel 
and  the  county  sheriff's  patrol  car. 

The  Hummer's  driver  was  none 
too  pleased.  "If  you  gave  it  another 
1,000  feet,  it  would  be  a  different 
story,"  groused  Thomas  Effinger  II. 
His  father,  the  H2's  owner,  had  driven 
a  Model  T  when  a  kid.  "Like  a  mule 
to  an  airplane,"  says  the  elder 
r^pr***      Effiinger  of  the  H2's  superiority. 
H**'       Except  the  mule  kicked  butt.  —E.L 


This  H2  was  crushed  by  a 
1921  Model  T  (not  pictured). 
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PUBLICITY  NOTICE  OF  U.S.  MINT  LEGAL  TENDER  COINS 


ADVERTISE  MEN 


■  WORLD  EXCLUSIVE:  These  are  the  only  known  photos  capturing  the  early  morning  secured  delivery  of  ■  PUBLIC  RELEASE  BEGINS:  These 
the  U.S.  Government's  new  Presidential  Dollar  Coins  for  the  public  unveiling  in  New  York  City.  Now,  the  are  the  Ballistic  Rolls  in  the  heavy 
World  Reserve  is  releasing  its  hoard  of  the  never-before-seen  Ballistic  Rolls  to  the  general  public.  You  can't  'Vault  Bricks'  that  everyone  is  try- 
get  these  massive  crystal  clear  Ballistic  Rolls  at  the  U.S.  Mint,  at  the  Federal  Reserve  or  at  any  local  bank,  ing  to  get.  They  look  and  feel  like 
Only  those  who  call  the  Hotline  at  1-800-239-3675  and  beat  the  7  days  order  deadline  can  get  them.  heavy  solid  bars  of  .999  pure  gold. 

Going,  Going,  Gone 

Free  coins  are  being  handed  out for  the  next  7 days  to  all  who  cover  the  $98  vault  release 
fee  for  never  before  seen  mammoth  'Ballistic  Rolls'  of  new  U.S.  Gov't  dollar  coins 


By  SHAWN  OYLER 

UNIVERSAL  MEDIA  SYNDICATE 

It's  like  a  run  on  the  banks. 
The  phones  just  keep  ringing 
off  the  hook. 

For  the  next  7  days  the  pub- 
lic is  actually  getting  never- 
before-seen  Ballistic  Rolls  of 
the  U.S.  Government's  dazzling 
new  Washington  Presidential 
Dollar  Coins. 

"The  mammoth  Ballistic 
Rolls  captured  in  these  world 
exclusive  photos  are  being 
handed  over  to  everyone 
who  calls  the  National  Order 
Hotline  beginning  at  8:30  a.m. 
this  morning  and  those  who 
beat  the  order  deadline  are 
actually  getting  a  free  coin 
with  each  roll,"  confirmed 
Timothy  Milton,  Chief  of 
Coin  Operations  for  the  pri- 
vate World  Reserve  Monetary 
Exchange. 

The  U.S.  Mint®  barely  got 
started  minting  these  new 
coins  and  by  law  were  re- 


quired to  stop  production  for- 
ever. There  will  never  be  any 
more. 

"First  issue  coins  like  these 
are  highly  sought  after,  but 
we've  never  seen  anything 
like  these  sealed  Ballistic  Rolls 
being  put  into  the  public's 
hands  direct  from  the  private 
vaults  of  the  World  Reserve. 
Coin  values  always  fluctu- 
ate and  there  are  never  any 
guarantees,  but  uncirculated 
Eisenhower  Dollar  coins  as 
recent  as  1973  have  already 
increased  in  value  by  an  aston- 
ishing 1,200  percent,"  Milton 
said. 

"So  just  imagine  what  these 
gigantic  fifty  coin  rolls  of  new 
Presidential  Dollar  Coins  could 
bring  someday.  These  are  not 
ordinary  commercial  bankrolls. 
You  can't  get  these  Ballistic 
Rolls  at  the  U.S.  Mint,  at  the 
Federal  Reserve  or  at  any  local 
bank.  You  just  can't  find  these 
anywhere  because  they  remain 


sealed  in  the  crystal  clear  Vault 
Tubes  that  show  off  the  coins' 
edge  markings,"  he  said. 
Each   sealed  Vault 
then  en 
its  own 
Vault 


Tube  is 
cased  in 
gold  foil 
Brick  to 
serve 


pre 
the 


coins  ra- 
diant, four 
metal  alloy 
in  brilliant 
never- 
circulated 
condition. 

And 
here's  the 
best  part. 
"We  are  re- 
leasing 
the  entire 
hoard  of  these 
sealed  Ballistic 
Rolls  from  our 
vaults  in  the  Vault 
Bricks  for  just  the 
$98  fee  for  each.  They 


are  so  heavy  they  feel  like  solid 
bars  of  .999  pure  gold.  So  be 
careful,  you  may  need  both 
hands  to  pick  them  up,"  he 
said. 

"Remember, 
these  coins  have 
never  been  in 
the  hands  of 
the  public. 
Never- 
circulated 
coins  are  a- 
mong  those 
most  like- 
ly to  in- 
crease in 
value,"  said 
Milton. 
You  would 
expect  that 
these  Vault 
Bricks  of 
never- 
circulated 
Ballistic  Rolls 
would  never  leave 
the  vault.  But  now, 
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ADVERTISEMENT 

you  can  show  them  off  like  a 
diamond  ring  or  a  brand  new 
car.  You  just  won't  believe  the 
expression  on  people's  faces 
when  you  hand  them  one  of 
these.  It's  like  you  just  gave 
them  a  Million  Dollars. 

"We  can't  stop  people  from 
breaking  the  sealed  tubes  open 
and  handing  the  Presidential 
Coins  out  individually.  But  any- 
one who  does  would  be  an  abso- 
lute fool.  So,  to  keep  that  from 
happening  we  are  giving  away 
a  free  Presidential  Dollar  Coin 
with  each  Ballistic  Roll.  That 
way  everyone  can  still  examine 
and  show  off  the  individual  free 
coin  without  breaking  the  seal 
on  the  valuable  Ballistic  Rolls," 
Milton  said. 

"Just  think  if  you  had  saved 
the  Eisenhower  Dollar  Coins. 
Right  now  you'd  be  tempted  to 
cash  them  in  for  a  huge  jackpot. 

Now  that  this  free  coin  give- 
away is  being  so  widely  adver- 
tised, people  are  practically  claw- 
ing each  other's  eyes  out  to  beat 
the  order  deadline  for  the  sealed 
Ballistic  Rolls,"  said  Milton. 

Beginning  today  at  8:30  a.m., 
the  National  Order  Hotline 
opens  to  the  public  for  only 
7  days.  Readers  must  dial 
1-800-239-3675.  If  the  lines  are 
busy,  keep  trying. 

"We  have  to  put  limits  on 
dealers.  But  everyone  else  who 
calls  should  be  able  to  get  what 
they  need,"  Milton  said.  ■ 
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World  Reserve  Monetary  Exchange 


HERE'S  HOW  TO  GET 
YOUR  FREE  COINS 

Claim  Authorization  SR1150 

Readers  have  7  days  to  call  the  toll  free  National  Order  Hotline  at 
1-800-239-3675  beginning  at  8:30  a.m.  today. 

The  World  Reserve  has  just  announced  that  it  is  also  giving  away  the  Presidential 
Dollar  Coin  to  everyone  who  beats  the  7  days  order  deadline  for  each  Ballistic  Roll.  The 
crystal  clear  sealed  Ballistic  Rolls  are  being  released  from  the  vault  in  these  impres- 
sive vault  bricks  for  the  special  fee  of  just  $98  plus  shipping. 
That's  a  whopping  425  grams  of  coins  in  all. 

Those  who  miss  the  deadline  will  be  turned  away 
and  required  to  wait  for  future  announcements 
authorized  by  the  World  Reserve  Monetary  ^ 
Exchange  in  this  or  other  publications. 
THE  "U.S.  MINT"®  IS  A  REGISTERED 
TRADEMARK   OF   THE  UNITED 
STATES  MINT.  THE  WORLD 
RESERVE  MONETARY 
EXCHANGE  IS  NOT  AFFIL- 
IATED WITH  THE  UNITED 
STATES  GOVERNMENT  OR 
ANY  GOVERNMENT  AGEN- 
CY. OH  RESIDENTS  PLEASE 
ADD  SIX  PERCENT  SALES 
TAX  AND  SORRY  NO  SHIP- 
MENTS TO  CT,  MA,  MN, 
TN,  AND  VT  RESIDENTS. 
ALL  TRANSACTIONS  LESS 
SHIPPING  ARE  BACKED  BY 
THE  FULL VAULT  CONTENTS 
OF  THE  WORLD  RESERVE 
MONETARY  EXCHANGE 
WITH  A  MONEY  BACK  GUAR- 
ANTEE UP  TO  $10,000.00. 
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Looking  To  Grow  Your  Business? 


We  Specialize  in  Responsive  Lists  That  Work! 

Direct  Mail  •  Email   

MILLIONS  OF  RESPONSIVE  BUYERS  AVAILABLE 

www.macromark.com    J^J  g[QJ*Q  fft 

Macromark  Inc.,  185  Route  312,  Suite  303  Brewster,  NY  10509  (845)  230-6300 
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He  was  a  hardworking  farm  boy. 

She  was  an  Italian  supermodel. 

He  knew  he  would  have  just 
one  chance  to  impress  her. 


Rosetta  Stone?  The  fastest  and 
easiest  way  to  learn  ITALIAN 


Dynamic  Immersion"  teaches  you  to: 


|~N  SPEAK:  Evaluate  your  pronunciation 
through  speech  recognition. 


9 
»))) 


LISTEN:  Hear  the  language  spoken  by 
native  speakers. 


READ:  Words  and  images  used  together 
/  1  \     increase  understanding. 


□ 


WRITE:  Practice  writing  the  new  language 
and  receive  immediate  feedback. 


Learn  a  language.  Expand  your  world.  Finally,  there's  a  way  to  learn  a  new 
language  that's  easier  than  you  could  ever  imagine.  Rosetta  Stone®  interactive 
software  teaches  you  any  of  30  languages,  all  without  translation,  memorization, 
or  grammar  drills.  Our  Dynamic  Immersion"  method  uses  a  combination  of  images 
and  words  in  a  step-by-step  process  that  successfully  replicates  the  experience  of 
learning  your  first  language.  It's  so  effective  that  NASA,  the  U.S.  State  Department, 
and  a  variety  of  Fortune  500®  executives  have  made  it  their  language  tool  of  choice. 
That's  also  why  we  can  back  it  with  a  six-month  money-back  guarantee. 


Available  for  30  languages,  including  Spanish,  French,  German,  Italian,  Japanese  and  English. 


The  fastest  way  to  learn  a  language.  Guaranteed 


Personal  Edition.  Solutions  for 
organizations  also  available. 


Act  now  to  receive  a 


10%  discount. 


Level  1  NOW  S1 88.10 

Level  2  $233  NOW  $215.10 

Best  Value!  ^_ 

Level  1&2  -£3S9r  NOW  s305.10 


1-800-399-6162 

Use  promoHonal  code  fbsOS?  when  ordering. 


RosettaStone.com/fbs087 


RosettaStone 

■  i  "\  Success 


Language  Learning 
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LIFE  INSURANCE  ALERT  FOR  SENIORS 

NEW!  How  to  sell  your 
unwanted  and  unneeded  life 
insurance  policies  for  cash 


About  insure.com 

"The  best  Web  site  I've  found..." 

The  Dallas  Morning  News 

"...we'd  recommend  you  do  your 
insurance  shopping  here..." 

Barron's 

"New  source  for  best  buys  in 
insurance.  One  way  to  get  to 
know  the  insurance  market." 

Klplinger's 

"...this  site  is  flush  with 
useful  features." 

Forbes.com 

"...as  good  as  a  Web  site  on 
insurance  can  possibly  be.  Hats 
off  and  a  gold  star  to  the  top 
insurance  site  on  the  Web." 

Insurance  for  Dummies 

"The  premier  Web  site  in  terms 
of  detail  and  ease  of  use,  (best 
of  all,  it's  free)  is  lnsure.com..." 

Yahoo!  FINANCE 


Here  are  the  facts: 

•  Investor  groups  and  financial  institutions 
are  now  paying  cash  to  buy  unwanted 
life  insurance  policies.  Whole  life, 
universal  life,  term  life,  joint-life, 
last-to-die  and  key-man  life  may  qualify. 

•  You  might  own  an  unwanted  and 
unneeded  life  insurance  policy  that 
is  eligible  to  be  sold  for  cash  and  not 
even  know  it! 


Recent  Purchase  Offers 

69  year-old  male:  $500,000  policy 
Cash  offer:  $100,000 
72  year-old  female:  $750,000  policy 
Cash  offer:  $165,000 

78  year-old  male:  $1 ,200,000  policy 
Cash  offer:  $408,000 

83  year-old  female:  $2,000,000  policy 
Cash  offer:  $406,000 


•  Rising  premiums  or  changed  family  circumstances  can  create  a  situation  where 
you've  decided  that  a  life  insurance  policy  is  no  longer  wanted  or  needed. 

•  For  example,  many  people  with  unwanted  cash  value  insurance  mistakenly 
believe  that  the  policy  value  is  worth  no  more  than  the  actual  cash  value. 
Even  worse,  many  people  mistakenly  believe  that  their  unwanted  term  life 
insurance  can  only  expire  worthless  or  be  lapsed  for  zero  value. 

•  How  to  obtain  a  free  life  insurance  policy  valuation.  If  you  are  at  least  55 
years  of  age  and  have  at  least  $100,000  of  life  insurance  coverage  in  force, 
please  mail  the  coupon  below,  call  us  toll-free  at  1-800-556-9393,  ext.  101 
or  visit  us  online  at  www.insure.com. 


Instant  quotes  from  over  100  companies 
Life  •  Auto  •  Health  •  Home  •  and  More! 


Insure.com 


YES!  I  am  at  least  65  years  of  age  and  would  like  free  information  on 
how  I  might  be  able  to  sell  an  unwanted  life  insurance  policy  for  cash. 


./_ 


./_ 


$ 


Date  of  birth  (MM/DD/YY) 


Age 


Coverage 


City  State 

Major  Illness  History:        Heart  Disease   D  Cancer   D  Diabetes   D  Stroke   D  Other 

(Please  check  all  that  apply.) 

Mail  to:  lnsure.com,  8205  South  Cass  Avenue,  Suite  102,  Darien,  IL  60561 


Zip 


Ad  Code:  FORBS8/07 


NOTE:  The  sale  of  an  unwanted  and  unneeded  life  insurance  policy  is  called  a  "life  settlement"  and  is  an  activity  that  is  regulated  in  at  least  37  states.  You  should  never  lapse, 
cancel  or  sell  a  life  insurance  policy  until  after  you  have  f  rst  obtained  independent  and  unbiased  information  regarding  all  of  your  options  and  choices.  The  National  Association 
of  Insurance  Commissioners  has  published  a  useful  brochure  entitled,  "Selling  Your  Life  Insurance  Policy:  Understanding  Life  Settlements."  Copies  may  be  obtained  by  calling 
(816)  842-3600  or  visiting  wwwnaic  org.  This  message  and  offer  is  void  where  prohibited  by  law.  Insure.com  generates  revenues  from  the  receipt  of  industry-standard  fees  and 
commissions  paid  by  participating  insurance  companies,  life  settlement  providers  and  investors  Copyright©  1984-2007  lnsure.com,  Inc.  All  rights  reserved.  CA  agent  #0A13858, 
LA  agent  #200696,  MA  agent  #333509159.  Insure.com,  Inc.  DBA  lnsure.com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078.  Insure.com,  Inc.  DBA 
lnsure.com  Insurance  Services,  Inc.  in  UT  under  agent  #90093. 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment 
and  88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
the  health  benefits  experienced 
during  that  tryout,  and  the  ROM 
performance  score  at  the  end  of 
each  4  minute  workout  that  tells  the 
story  of  health  and  fitness 
improvement.  At  under  20  cents  per 
use,  the  4  minute  ROM  exercise  is 
the  least  expensive  full  body 
complete  exercise  a  person  can  do. 
How  do  we  know  that  it  is  under  20 
cents  per  use?  Over  90%  of  ROM 
machines  go  to  private  homes,  but 
we  have  a  few  that  are  in  commercial 
use  for  over  12  years  and  they  have 
endured  over  80,000  uses  each, 
without  need  of  repair  or  overhaul. 
The  ROM  4  minute  workout  is  for 
people  from  10  to  over  100  years  old 
and  highly  trained  athletes  as  well. 


The  ROM  adapts  its  resistance  every  second  during  the  workout 
to  exactly  match  the  user's  ability  to  perform  work.  It  balances 
blood  sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to 
be  true?  Get  our  free  video  and  see  for  yourself.  The  best  proof 
for  us  is  that  97%  of  rentals  become  sales.  Please  visit  our 
website  at:  www.FastExercise.com. 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2-  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 


7. 
8. 
9. 
10. 


Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 
After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 
You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 
Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


- 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


For  Marketplace,  call  888-305-683* 


American  Diagnostic  Centers 


torbes  marketplace 


We  See  Your  Success 


We  help  our  clients  grow  their  annual  sales  1 5%  or  more 
and  have  funded  in  excess  of  $1  billion  dollars  in  transactions 
to  firms  like  yours. 

212.755.3636  I  www.capstonetrade.com 


Purchase  Order  Finance  I  Trade  Finance  I  Letters  of  Credit 
Domestic  &  International  Accounts  Receivable  Factoring 


7%  NET  PROFIT 

>ur  program  is  simple  yet 
rilliant!  We  ensure  your 
iccess  by  spending  a  week 
ith  you  in  your  area  where  it 
aunts.  Exclusive  territories, 
>w  overhead,  exceptional 
rofit  margin  $250,000  profit 
otential  first  year  is  no 
taggeration.  $12,900 
lvestment  normally  recovered 
i  the  first  30  days, 
all:  1-877-808-0800 


Award 
Winning! 
Book 

Order  Now\ 


KM  ASSET- 
PROTECTS 


SEEN  BURNED 

ispute?  Owed  Money?  Been 
aken  Advantage  of  on  an  in- 
vestment or  business  deal? 
leady  to  take  action  and  be 
impensated?  Don't  put  good 

money  after  bad. 
o  cost  unless  we  get  results! 

Client  First  LLC 
PHONE:  509-966-0359 
FAX:  509-966-0482 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •  www.searsatty.com 


It's  About  Time 

©  © 

Los  Angeles  NewYorfc 

©  © 

London        Hong  Kong 

Bank 
Ownership 

We  invite  you  to  inquire. 
800-733-2191 


Net  annual  income  of  $500,000 


Own  and  operate  a  Medical  Diagnostic  Center 
in  your  area.  Business  Management 
experience  is  a  must.  $800,000  Cash 
investment  required.  Can  reach  profitability 
in  6  months.  Partnership  also  available. 


(866)  862-1222 
info@americandiagnosticcenters.com 
www.americandiagnosticcenters.com 


American  Diagnostic  Centers 


MEDICAL  BREAKTHROUGH 

DOCTOR  APPROVES  NEW  MALE  ENLARGEMENT  FORMULAS 
FEATURED  ON  20/20  •  SIZE  MATTERS 

100%  MONEY  BACK  GUARANTEE 

•  Results  3  to  4  weeks 

•  All  Natural 

•  No  Prescription  Needed 

•  Pharmaceutical  Grade  Ingredients 

MAXIMUM-XE  PILLS 

www.supremeresearch.com 

SUPER-LQ 
LIQUID  FORMULA 

www.bondedlabs.com 
Indicate  department  code  78FTF  andSave25% 


UNSECURED  LOAN 

$10,000  TO  $50,000 

Pre-approved  same  day  nationwide. 
Any  personal  or  business  purpose. 
Easy  application  process. 
No  collateral  required. 
Start-ups  welcome. 
Trusted  source. 

1-800-458-7695 
or 

www.AmOne.Com/FORBES 


82-Acre  Oceanfront  Caribbean  Estate  for  Sale. 


Design  and  build  your  private  Caribbean  sanctuary 
in  the  dean,  green,  safe,  and  serene  island  of 
Tobago,  the  "capital  of  paradise."  Enjoy  the 
freedom  of  the  Caribbean,  For  more 
information  visit  our  web  site. 

Indian  Point  Estate, Louis  D'or  Tobago,  West  Indies; 
(868)  723-1864;  www.indianpointcstatc.com 
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For  Marketplace,  call  888-305-6830 


THOUGHTS 

On  the  Business  of  Life 


Hence  is  the  ultimate  applause.  Newsweek  had  a  piece  a  while  ago  about  Vladimir  Horowitz, 
I  "the  world's  greatest  pianist."  It  ends  with  Ed  Behr,  regional  editor,  asking  Horowitz  if  he  "still 
gets  a  kick  out  of  applause."  Replies  the  maestro,  "It's  the  silence  that  matters,  not  the  applause. 
Anyone  can  have  applause.  But  the  silence,  before  and  during  the  playing — that  is  everything."  Isn't  that 
an  absolute  truth?  For  artists,  particularly  performing  ones,  rapt  attention  is  reflected  by  total  silence.  Rustling 
shuffling  whispers  all  signal  an  audience  unentranced.  —MALCOLM  S.  FORBES  (1980) 


Playing  bop  is  like  Scrabble  with  all  the 
vowels  missing. 

— DUKE  ELLINGTON 

If  you  don't  live  it,  it  won't  come  out 
of  your  horn. 

—CHARLIE  PARKER 


Describing  the  harpsichord: 
Like  two  skeletons  copulating 
on  a  corrugated  tin  roof. 

—THOMAS  BEECHAM 


The  tuba  is  certainly  the  most  intestinal 
of  instruments — the  very  lower  bowel 
of  music. 

—PETER  DE  VRIES 


All  music  is  folk  music.  I  ain't  never  heard 
no  horse  sing  a  song. 

—LOUIS  ARMSTRONG 

I  don't  know  anything  about  music. 
In  my  line  you  don't  have  to. 

—ELVIS  PRESLEY 


Extraordinary  how  potent  cheap 
music  is. 

—NOEL  COWARD 


If  I  don't  practice  one  day,  I  know  it; 
two  days,  the  critics  know  it;  three  days, 
the  public  knows  it. 

— JASCHA  HEIFETZ 


A  gentleman  is  a  man  who  can  play  the 
accordion  but  doesn't. 

—ANONYMOUS 


The  ability  to  play  the  clarinet  is  the  ability 
to  overcome  the  imperfections  of  the 
instrument.  There's  no  such  thing  as  a 
perfect  clarinet. 

—JACK  BRYMER 


I  never  practice;  I  always  play. 

—WANDA  LANDOWSKA 

The  piano's  world  encompasses 
glass-nerved  virtuosi  and  stomping 
barrel-housers  in  fedoras;  it  is  a  world 
of  pasture  and  storm,  of  perfumed  smoke, 
of  liquid  mathematics. 

—KENNETH  MILLER 


Harpists  spend  90%  of  their  lives 
tuning  their  harps  and  10%  playing  out 
of  tune. 

—IGOR  STRAVINSKY 


Everywhere  in  the  world,  music  enhances 
a  hall,  with  one  exception:  Carnegie  Hall 
enhances  the  music. 

—ISAAC  STERN 

A  piano  is  full  of  suppressed  desires, 
recalcitrance,  inhibition,  conflict. 

—ANITA  SULLIVAN 

If  lawyers  are  disbarred  and  clergymen 
defrocked,  doesn't  it  follow  that  electricians 
can  be  delighted,  musicians  denoted? 

—GEORGE  CARLIN 


I  like  to  play  saxophone  because  you  don't 
inhale. 

—BILL  CLINTON 


A  Text  „, 


My  soul  waitethfor  the  Lord 
more  than  they  that  watch  for 
the  morning:  I  say,  more  than  they 
that  watch  for  the  morning. 

—PSALMS  130:6 


Sent  in  by  Evelyn  Davis,  Walnut  Creek,  Calif. 
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